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Asset Price Processes : Foundations of Financial Economics

Satoshi Kuribayashi

This article starts with specifying heuristically the stochastic process followed by
asset prices. After discussing the Markov property, typical processes followed by
stock prices are derived. Among them, the Geometric Brownian Motion plays a vital
role in developing stochastic financial economics, especially contingent claims analy-
sis. Finally, the log-normal property of asset price and return distributions is briefly
discussed. This article does not take up Martingales, one of the most important topics
in stochastic processes and financial economics.
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