APPLIED FINAN



Biophysics, geophysics study physical processes in biology
or geology

onophysics tries to apply physics methods to economics

a particularly promising subject:
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THECRETICAL ECONDOMICS IS
DOMINATED BY PURE
MATHEMATICS:




“Existing theories about the behavior of stock prices
are remarkably inadequate. They are of so little
value to the practitioner that | am not even fully
familiar with them. The fact that | could get by

without them speaks for itself.”

GEORGE SOROS ON
THEORETICAL ECONOMICS



neory approach

vhere no player can improve




Short term fluctuations are strongly

NON-gaussian
orrelated:

in agreement with




We can work with real market data

derive empirical laws and construct
phenomenological theories

has useful opproc:ches to
nteracting

Drawbacks: /

* Interacting units in economics are
agents with strategies

and not “mindless” particles obeying
simple microscopic laws



Lots of high quality data:

www.nyse.com has free daily volumes and
closing values of DJIA for 1966-1998

Trades and Quotes Database: a monthly CD-
ROM with every tfransaction at NYSE, AMEX,
Jd NASDAQ







p(t) is a multiplicative random walk, i.e.
In[p(t+Af)]=In[p(t)]+N(T), where n(t) is a
Jaussian uncorrelated random variable
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