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Unlike much of the existing literature, Stochastic Finance: A Numeraire
Approach treats price as a number of units of one asset needed for an acquisition
of a unit of another asset instead of expressing prices in dollar terms exclusively.
This numeraire approach leads to simpler pricing options for complex products,
such as barrier, lookback, quanto, and Asian options. Most of the ideas presented
rely on intuition and basic principles, rather than technical computations.

The first chapter of the book introduces basic concepts of finance, including
price, no arbitrage, portfolio, financial contracts, the First Fundamental Theorem
of Asset Pricing, and the change of numeraire formula. Subsequent chapters
apply these general principles to three kinds of models: binomial, diffusion, and
jump models. The author uses the binomial model to illustrate the relativity of the
reference asset. In continuous time, he covers both diffusion and jump models in
the evolution of price processes. The book also describes term structure models
and numerous options, including European, barrier, lookback, quanto, American,
and Asian.

Classroom-tested at Columbia University to graduate students, Wall Street
professionals, and aspiring quants, this text provides a deep understanding of
derivative contracts. It will help a variety of readers from the dynamic world of
finance, from practitioners who want to expand their knowledge of stochastic
finance, to students who want to succeed as professionals in the field, to
academics who want to explore relatively advanced techniques of the numeraire
change.
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Unlike much of the existing literature, Stochastic Finance: A Numeraire Approach treats price as a
number of units of one asset needed for an acquisition of a unit of another asset instead of expressing prices
in dollar terms exclusively. This numeraire approach leads to simpler pricing options for complex products,
such as barrier, lookback, quanto, and Asian options. Most of the ideas presented rely on intuition and basic
principles, rather than technical computations.

The first chapter of the book introduces basic concepts of finance, including price, no arbitrage, portfolio,
financial contracts, the First Fundamental Theorem of Asset Pricing, and the change of numeraire formula.
Subsequent chapters apply these general principles to three kinds of models: binomial, diffusion, and jump
models. The author uses the binomial model to illustrate the relativity of the reference asset. In continuous
time, he covers both diffusion and jump models in the evolution of price processes. The book also describes
term structure models and numerous options, including European, barrier, lookback, quanto, American, and
Asian.

Classroom-tested at Columbia University to graduate students, Wall Street professionals, and aspiring
quants, this text provides a deep understanding of derivative contracts. It will help a variety of readers from
the dynamic world of finance, from practitioners who want to expand their knowledge of stochastic finance,
to students who want to succeed as professionals in the field, to academics who want to explore relatively
advanced techniques of the numeraire change.
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Editorial Review

Review

… a nice book for researchers and practitioners. … this book can be regarded as a wonderful application of
stochastic analysis, as it includes not only detailed theoretical proofs but also practical illustrative examples.
With the systematic and feasible numeraire techniques, the book can serve as an everyday reference book for
practitioners, but also as a powerful tool to deal with pricing and hedging for complicated financial assets.
Most importantly, the representation of prices as a pairwise relationship of two assets is the most novel
characteristic of this book, which could lead to deeper understanding of derivative contracts.
?Jian Ping Wan, Mathematical Reviews, 2012f

Although the importance of the choice of numeraire has been recognized for quite some time, this is the first
book to stress the fundamental role that numeraires play in modern asset pricing theory. The author is the
leading expert on the subject so it is a pleasure to highly recommend this book.
?Peter Carr, Ph.D., Managing Director of Morgan Stanley and Executive Director of NYU’s Master of
Science Program in Mathematics in Finance

Finally, we have a full volume with a systematic treatment of the change of numeraire techniques. Jan Vecer
has taken years of teaching experience and practitioners’ feedback to unify a previously complicated topic
into the most elegant and easily accessible numeraire textbook to come down the pike. Now it has become
fun to learn about parity and duality relationships among exotic options in a whole variety of models. The
practitioners will be happy about the dimension reduction methods. There should be more such books.
?Uwe Wystup, Ph.D., Managing Director of MathFinance AG

About the Author

Jan Vecer is a professor of finance and has taught courses on stochastic finance at Columbia University, the
University of Michigan, Kyoto University, and the Frankfurt School of Finance and Management. His
research interests encompass areas within financial statistics, financial engineering, and applied probability,
including option pricing, optimal trading strategies, stochastic optimal control, and stochastic processes. He
earned a Ph.D. in mathematical finance from Carnegie Mellon University.

Users Review

From reader reviews:

Jose Carr:

Why don't make it to become your habit? Right now, try to prepare your time to do the important act, like
looking for your favorite publication and reading a e-book. Beside you can solve your short lived problem;
you can add your knowledge by the reserve entitled Stochastic Finance: A Numeraire Approach (Chapman
and Hall/CRC Financial Mathematics Series). Try to make book Stochastic Finance: A Numeraire Approach
(Chapman and Hall/CRC Financial Mathematics Series) as your buddy. It means that it can to become your
friend when you feel alone and beside that course make you smarter than in the past. Yeah, it is very



fortuned in your case. The book makes you far more confidence because you can know every little thing by
the book. So , let us make new experience and knowledge with this book.

Sarah Maddocks:

Now a day people that Living in the era where everything reachable by talk with the internet and the
resources inside can be true or not involve people to be aware of each info they get. How people have to be
smart in acquiring any information nowadays? Of course the solution is reading a book. Studying a book can
help men and women out of this uncertainty Information especially this Stochastic Finance: A Numeraire
Approach (Chapman and Hall/CRC Financial Mathematics Series) book since this book offers you rich
information and knowledge. Of course the info in this book hundred per-cent guarantees there is no doubt in
it as you know.

Kenisha Perkins:

Reading a reserve can be one of a lot of exercise that everyone in the world loves. Do you like reading book
therefore. There are a lot of reasons why people enjoyed. First reading a guide will give you a lot of new
facts. When you read a publication you will get new information simply because book is one of several ways
to share the information or their idea. Second, examining a book will make an individual more imaginative.
When you studying a book especially hype book the author will bring someone to imagine the story how the
people do it anything. Third, you are able to share your knowledge to other people. When you read this
Stochastic Finance: A Numeraire Approach (Chapman and Hall/CRC Financial Mathematics Series), you
could tells your family, friends along with soon about yours guide. Your knowledge can inspire the
mediocre, make them reading a publication.

Nancy Kline:

Spent a free a chance to be fun activity to do! A lot of people spent their spare time with their family, or their
particular friends. Usually they carrying out activity like watching television, going to beach, or picnic in the
park. They actually doing same every week. Do you feel it? Do you want to something different to fill your
own personal free time/ holiday? Can be reading a book is usually option to fill your cost-free time/ holiday.
The first thing you will ask may be what kinds of guide that you should read. If you want to try look for
book, may be the book untitled Stochastic Finance: A Numeraire Approach (Chapman and Hall/CRC
Financial Mathematics Series) can be very good book to read. May be it can be best activity to you.
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