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Filling the void between surveys of the field with relatively light mathematical
content and books with a rigorous, formal approach to stochastic integration and
probabilistic ideas, Stochastic Financial Models provides a sound introduction
to mathematical finance. The author takes a classical applied mathematical
approach, focusing on calculations rather than seeking the greatest generality.

Developed from the esteemed author’s advanced undergraduate and graduate
courses at the University of Cambridge, the text begins with the classical topics
of utility and the mean-variance approach to portfolio choice. The remainder of
the book deals with derivative pricing. The author fully explains the binomial
model since it is central to understanding the pricing of derivatives by self-
financing hedging portfolios. He then discusses the general discrete-time model,
Brownian motion and the Black–Scholes model. The book concludes with a look
at various interest-rate models. Concepts from measure-theoretic probability and
solutions to the end-of-chapter exercises are provided in the appendices.

By exploring the important and exciting application area of mathematical
finance, this text encourages students to learn more about probability,
martingales and stochastic integration. It shows how mathematical concepts, such
as the Black–Scholes and Gaussian random-field models, are used in financial
situations.
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Filling the void between surveys of the field with relatively light mathematical content and books with a
rigorous, formal approach to stochastic integration and probabilistic ideas, Stochastic Financial Models
provides a sound introduction to mathematical finance. The author takes a classical applied mathematical
approach, focusing on calculations rather than seeking the greatest generality.

Developed from the esteemed author’s advanced undergraduate and graduate courses at the University of
Cambridge, the text begins with the classical topics of utility and the mean-variance approach to portfolio
choice. The remainder of the book deals with derivative pricing. The author fully explains the binomial
model since it is central to understanding the pricing of derivatives by self-financing hedging portfolios. He
then discusses the general discrete-time model, Brownian motion and the Black–Scholes model. The book
concludes with a look at various interest-rate models. Concepts from measure-theoretic probability and
solutions to the end-of-chapter exercises are provided in the appendices.

By exploring the important and exciting application area of mathematical finance, this text encourages
students to learn more about probability, martingales and stochastic integration. It shows how mathematical
concepts, such as the Black–Scholes and Gaussian random-field models, are used in financial situations.
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Editorial Review

Review

[T]he author covers a number of topics which are normally not addressed in introductions to stochastic
finance, and he takes a new and innovative road in the derivation of many familiar results. … the book does
contain a lot of interesting material (some of it non-standard) that can enrich a lecture course and deepen the
reader’s understanding of financial mathematics, so that it definitely belongs on the shelf of every serious
student/teacher in the field. …
?Ruediger Frey, The American Statistician, August 2011

All notions and concepts are defined and well explained. … Specific calculations of any type are included on
almost any page and it is clear how important this is for a good understanding of the material. … this well-
written book prepared by a well-experienced teacher and researcher will be met with interest by many
readers. The wide range of topics discussed in detail makes the book appropriate for courses in financial
mathematics at both undergraduate and graduate levels.
?Journal of the Royal Statistical Society, Series A, April 2011

This book is a superb beginning level text for senior undergraduate/graduate mathematicians, which is based
on lectures delivered by its author to many generations of appreciative Cambridge mathematicians. Many of
my own Ph.D. and masters students have taken Dr. Kennedy’s course to uniformly good reviews; this
readable book will make its material available to a worldwide audience. I have in the past struggled with
some of Dr. Kennedy’s exercises, but the book contains 40 pages of fully worked out solutions to help
introduce the reader to the Oxbridge style of learning by problem solving in which even supervisors are
sometimes challenged.
?M.A.H. Dempster, Centre for Financial Research, Statistical Laboratory, University of Cambridge, UK

About the Author

Douglas Kennedy is a Fellow of Trinity College in Cambridge, UK.

Users Review

From reader reviews:

Betty Epperson:

Have you spare time for the day? What do you do when you have more or little spare time? Yep, you can
choose the suitable activity for spend your time. Any person spent their spare time to take a move, shopping,
or went to the particular Mall. How about open or maybe read a book titled Stochastic Financial Models
(Chapman and Hall/CRC Financial Mathematics Series)? Maybe it is for being best activity for you. You
know beside you can spend your time with your favorite's book, you can more intelligent than before. Do
you agree with it is opinion or you have various other opinion?



Patricia Diaz:

Beside that Stochastic Financial Models (Chapman and Hall/CRC Financial Mathematics Series) in your
phone, it may give you a way to get more close to the new knowledge or facts. The information and the
knowledge you might got here is fresh through the oven so don't end up being worry if you feel like an
previous people live in narrow town. It is good thing to have Stochastic Financial Models (Chapman and
Hall/CRC Financial Mathematics Series) because this book offers to your account readable information. Do
you sometimes have book but you don't get what it's exactly about. Oh come on, that will not happen if you
have this in your hand. The Enjoyable blend here cannot be questionable, just like treasuring beautiful island.
Techniques you still want to miss the item? Find this book along with read it from currently!

Gary Sandler:

Don't be worry when you are afraid that this book will filled the space in your house, you may have it in e-
book approach, more simple and reachable. This kind of Stochastic Financial Models (Chapman and
Hall/CRC Financial Mathematics Series) can give you a lot of good friends because by you considering this
one book you have matter that they don't and make anyone more like an interesting person. This specific
book can be one of a step for you to get success. This e-book offer you information that maybe your friend
doesn't understand, by knowing more than different make you to be great folks. So , why hesitate? Let's have
Stochastic Financial Models (Chapman and Hall/CRC Financial Mathematics Series).

Jerry Thomas:

A number of people said that they feel weary when they reading a publication. They are directly felt this
when they get a half areas of the book. You can choose the actual book Stochastic Financial Models
(Chapman and Hall/CRC Financial Mathematics Series) to make your reading is interesting. Your current
skill of reading proficiency is developing when you such as reading. Try to choose basic book to make you
enjoy to read it and mingle the opinion about book and studying especially. It is to be very first opinion for
you to like to open a book and study it. Beside that the publication Stochastic Financial Models (Chapman
and Hall/CRC Financial Mathematics Series) can to be your new friend when you're experience alone and
confuse using what must you're doing of that time.
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