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Hedging with Market and Limit Orders

Abstract

Trading via limit orders allows to earn rather
than pay bid-ask spreads. However, limit orders
are exposed to "adverse selection”, in that they
are often executed by counterparties with
superior information. In this paper, we study the
tradeoff between market and limit orders for
option hedging in a tractable extension of
Leland’s model.

(Joint work in progress with Kevin Webster
(Citadel LLC) and Zexin Wang (Imperial).)
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