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Statistical analysis of price discovery: a stochastic process approach
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In modern financial markets, it is common that a single asset is traded on
multiple markets. In such a situation, a single asset can have multiple prices, but they should be
almost identical at moderate time scales, although they might be different at a very short time
horizon. In this case, one naturally asks which market determines the fundamental price of the
asset. This is called the problem of price discovery. In this study, we construct a statistical
model for price discovery, which enables us to analyze data without assuming a specific functional
form of the model, by modeling high-frequency financial data as discretely observed continuous-time
stochastic processes.
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