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Recent developments in the theory of stochastic differential equations, particularly
the Ito calculus and the concept of martingales, have been applied successfully in
financial economics. Two major areas of interest are the pricing of financial contin-
gent claims and the optimal consumption-investment decisons. The pioneeriong work
of the former was the pricing of simple options by Black & Scholes (1973), which
has motivated the study of more general contingent-claims analysis, both theoretical
and practical. The consumption-investment decison making in the explicit framewok
of continuous-time and stochastic dynamics was originally given by Merton (1971).
This article takes up the first topic, e.g., contingent-claims analysis in a rigorous
manner. '
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