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1
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Gelw,t) = 1.45 x 1104% x 9.99 —

1.49 x 228.06%%
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8 % X #:
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Numerical method for optimal portfolio selection in stock market with frictions

YANG Guo-liang , HUANG Si-ming
Institute of Policy and Management, Chinese Academy of Sciences, Beijing 100080, China

Abstract: There are frictions in real stock market such as transaction costs and taxes, etc. The optimal portolio se-
lection should be affected by market frictions definitely. In this paper, we took the maximum utility of the investor
as the objective function and we presented an infeasible interior point algorithm for quadratic programming to solve
the proposed model. The optimal solution and the steps of applied algorithm were presenied also.

Key words: portfolio selection; quadratic programming; utility; friction
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Real option valuation of R&D project with patent

XUE Ming-gao, GONG Pu
Department of Finance, College of Management, Huazhong University of Science and Technology, Wuhan 430074,

China

Abstract: The investment model of R&D project with patent is developed in the paper. The R&D investment pro-
cess divides into two stages by the characteristics of R&D investment process. The research stage is considered as an
European option. The development stage is considered as an American perpetual option. Therefore the investment
opportunity in R&D can be thought of as a compound option. The analytic valuation formula for the R&D option and
optimal investment policy are derived. It is discussed that the effect of the patent breadth on the R&D option value
and R&D investment policy, and presents the condition to apply for a patent.

Key words: patent breadth; R&D option; R&D investment; optimal investment threshold
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