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By Ito's Lemma we have that:
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Therefore if we set i =X thus F =x? /2 then on rearranging we have:
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e.g. Show that
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e.g. Show that
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Solving a Stochastic Differential Equation
Consider the linear multiplicative noise process :
ds = o SdX (1)

This process is known as multiplicative white noise since the noise term
dX multiples S. This can be solved using Ito's formula:

~Z

=odX- — (635)°dx® = odX- — dt

We can now integrate directly:

3 (t) =
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