
Incomplete Markets and Portfolio Constraints:

Upper and Lower Hedging Prices of Contingent Claims

Detailed outline

1. No arbitrage pricing bounds with incomplete markets or portfolio constraints:

Upper hedging price { in¯mal superreplication cost

Lower hedging price { supremal price of saleable component of claim payo®

2. Portfolio constraint set, support function, e®ective domain

3. Auxiliary markets with adjusted appreciation rates

4. Characterization of upper hedging price as supremal unconstrained replication cost
in auxiliary market

5. Characterization of upper hedging price with constant coe±cients and path-independent
payo® { unconstrained replication cost of supremal adjusted payo® function

6. Characterization of lower hedging price as in¯mal unconstrained replication cost in
auxiliary market

7. Characterization of lower hedging price with constant coe±cients and path-independent
payo® { unconstrained replication cost of in¯mal adjusted payo® function

8. Examples: Calls, puts, short-selling and borrowing contraints
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