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Title: Some Asset Pricing Methods

Abstract: This partially tutorial talk will first present the important capital asset pricing method (CAPM), and then
show how the projection theorem and its dual can modify it so that it is more reliable and more practical. For instance,
it will be shown that this new method includes a rigorous version of the common procedure of pricing as asset by
looking at closely comparable assets. Then it will be shown how this enhanced formulation can be used to establish
prices in dynamic cases. For simplicity a binomial lattice approach will be used. The connection to optimal hedging
will be presented together with a simple procedure for determining the resulting error variance. An example will
illustrate the logic, the power, and yet the simplicity of this methodology.
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