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ABSTRACT.

1. LECTURE 10: MARKETS WITH TRANSACTION COSTS

We discussed pricing of derivatives without transaction costs which allows an
agent managing the portfolio to buy and to sell the securities without any cost
which is not the case in a real market. A big volume investor which buys and sells
each time big quantities of each security may as a first approximation disregard
transaction costs which are usually a small percentage of the transaction especially
for a big investor who gets a discount. But, in general, transaction costs cannot
be disregarded. We will consider several examples of hedging in markets with
transaction costs using the book [3] and papers [1], [2] and [4].
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