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E. Robert Fernholz : Stochastic Portfolio Theory (Stochastic Modelling and Applied Probability)  before 
purchasing it in order to gage whether or not it would be worth my time, and all praised Stochastic Portfolio Theory 
(Stochastic Modelling and Applied Probability): 

10 of 10 people found the following review helpful. A great book to haveBy jmathbThe book does not have a problem 
about distinguishing between real world measure and the risk neutral measure as it may appear when reading the book. 
The reason being is that return on the market portfolio can be used as the correct deflator to price securities. One can 

http://f3db.com/pub/links.php?id=B000PY3OA4


check the Heath and Platen's work on benchmarking to discover that the risk neutral measure may not always exist, 
while fair pricing in incomplete markets can still be attained. Fernholz's book actually tells how to construct a market 
portfolio and re-adjust it depending on performance and distribution assumptions. Moreover, it can be used as a good 
source to tie the language of stochastic processes with the classical portfolio theories in economics.

Stochastic portfolio theory is a mathematical methodology for constructing stock portfolios and for analyzing the 
effects induced on the behavior of these portfolios by changes in the distribution of capital in the market. Stochastic 
portfolio theory has both theoretical and practical applications: as a theoretical tool it can be used to construct 
examples of theoretical portfolios with specified characteristics and to determine the distributional component of 
portfolio return. This book is an introduction to stochastic portfolio theory for investment professionals and for 
students of mathematical finance. Each chapter includes a number of problems of varying levels of difficulty and a 
brief summary of the principal results of the chapter, without proofs.


