HOW MOST BANKS USED TO MODEL THE STOCK MARKETS AND
WHY THE FINANCIAL CRISIS CHANGED THIS

SIMON CAMPESE

We will introduce, on a very elementary level, the Black-Scholes framework, which can
serve as a model for pricing financial derivatives and has been used by most banks prior
to the financial crisis. After introducing the neccessary mathematical concepts and pre-
senting the classical Black-Scholes formula (which earned its discoverers the Nobel prize in
economics), the talk will be dynamic in that it adapts to the preferences of the audience.
We can either examine the mathematical concepts (Brownian motion, filtered probability
spaces, martingales, stochastic integrals, risk neutral measures) more closely or focus on the
economical side and introduce various forms of financial derivatives traded on the markets
(calls/puts/Bermudans/Asians/barrier /turbo to say some buzz-words). In a last part, we
will discuss the substantial shortcomings of the framework and what can be done to overcome
them.
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