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Financial mathematics is not about predicting the price of  stocks ( (מניותbut about the theory which describes how derivative securities  (נגזרות) such as options should be priced. There are many types of derivative securities and their trade volumes are bigger than trading volumes of stock markets.
Any derivative security is based on another security such as stock whose behavior is assumed to be described by a stochastic process. The most familiar type of derivative security is the so called European options which are contracts giving the right (but not  obliging) to buy (or to sell) a stock for a prescribed price at a prescribed time. What should be a price of such contract?
[bookmark: _GoBack]In the beginning of the 1970ies Black,  Scholes and Merton gave an answer on this question based on notions of hedging ((גידור    and replication which led later to a rigorous mathematical theory based on the notion of martingales which became an important part of the probability theory. As explained above a derivative security is a contract giving certain rights to its holder and its pricing based on the notion of hedging means that the issuer (seller) of this security has to obtain sufficient payment for it in order to be able to invest it in a skillfully managed self-financing portfolio which will ensure enough funds to cover his obligations according to the contract. Complications of real markets lead to more and more sophisticated  models which require new  and more complex mathematical tools. The research in financial mathematics grows every year and it motivates new interesting problems in probability.
The probability material needed for the course will be reviewed to the extent depending on the students’ background. More details on the topic can be found in various Lecture Notes which can be found in the internet (by Richard Bass, by Steven Shreve, by van der Vaart, by Holger Kraft etc.)

