Preface to the third edition

This third edition of our book appears in the de Gruyter graduate textbook series. We
have therefore included more than one hundred exercises. Typically, we have used the
book as an introductory text for two major areas, either combined into one course or
in two separate courses. The first area comprises static and dynamic arbitrage theory
in discrete time. The corresponding core material is provided in Chapters 1, 5, and 6.
The second area deals with mathematical aspects of financial risk as developed in
Chapters 2, 4, and 11. Most of the exercises we have included in this edition are
therefore contained in these core chapters. The other chapters of this book can be
used both as complementary material for the introductory courses and as basis for
special-topics courses.

In recent years, there has been an increasing awareness, both among practitioners
and in academia, of the problem of model uncertainty, often called Knightian uncer-
tainty, in finance and economics; see, e.g., [259]. In this third edition we have put
more emphasis on this issue. The theory of risk measures can be seen as a case study
how to deal with model uncertainty in mathematical terms. We have therefore up-
dated Chapter 4 on static risk measures and added the new Chapter 11 on dynamic
risk measures. Moreover, in Section 2.5 we have extended the characterization of ro-
bust preferences in terms of risk measures from the coherent to the convex case. We
have also included the new Sections 3.5 and 8.3 on robust variants of the classical
problems of optimal portfolio choice and efficient hedging.

It is a pleasure to express our thanks to all students and colleagues whose comments
have helped us to prepare this third edition, in particular to Aurélien Alfonsi, Giinter
Baigger, Francesca Biagini, Julia Brettschneider, Patrick Cheridito, Samuel Drapeau,
Maren Eckhoff, Karl-Theodor Eisele, Damir Filipovic, Zicheng Hong, Kostas Kar-
daras, Thomas Knispel, Gesine Koch, Heinz Konig, Volker Kritschmer, Christoph
Kiihn, Michael Kupper, Mourad Lazgham, Sven Lickfeld, Mareike Massow, Irina
Penner, Ernst Presman, Michael Scheutzow, Melvin Sim, Alla Slynko, Stephan Sturm,
Gregor Svindland, Long Teng, Florian Werner, Wiebke Wittmii3, and Lei Wu. Spe-
cial thanks are due to Yuliya Mishura and Georgiy Shevchenko, our translators for the
Russian edition.
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