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Option Pricing with Transaction Costs under CEV Model

Hongyuan Qin  Zhenlong Zheng

Abstract: The option pricing under complete market has been studied by two seminal papers of Black & Scholes and
Merton. The option pricing under incomplete market is always the focus of academic and practical fields. In this paper the
pricing problem of European call is studied when there are proportional transaction costs. Suppose that stock price follows
constant elasticity of variance (CEV) process, we present the numerical computing approach of option pricing with proportional
transaction costs. And the result is illustrated.

Keywords: CEV Process; Transaction Costs; Option; Utility Indifference
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