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A more general definition is that a function

In our definition, as the



That is, the information known at date 0 is not sufficient to say what

Definition (Finance)

Definition (Mathematics)

Stock Price = $18
Option Price = $0

Stock Price = $22
Option Price = $1

Stock price = $20
Option Price=?

Namely, we will build two self-financing portfolios.
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By definition, in our setup, we have
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This strategy is self-financing. It is called
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defined by the pair (i.e.,
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In term of current values, the portfolio self-financing condition then
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Definition (Preliminary)

a stochastic process with finite means,



the first win would recover all previous losses plus win a profit equal

As the gambler’s wealth and available time jointly approach infinity,
his probability of eventually flipping heads approaches 1, which

Definition

they define the same null sets. Formally, for

Definition (Preliminary)
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measure under which the current value of all financial assets at time



defined by

Let us show that it satisfies the martingale property.
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, which confirms Proposition 2.5.








