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Week 1

Discrete random variables

A discrete random variable X has the following properties:
e X can assume any value x from a set of discrete values with a certain probability.
e The discrete set of values can be finite or countably infinite.

e The probability that X takes the particular value z is denoted by P(X = z).
The collection of the probabilities of all possible values x is called the probability
distribution of X.

e The function py(x) = P(X = z) is called the probability mass function (pmf) of
X.
Properties of probability mass functions
The pmf px has the following important two properties:
(i). If X takes discrete values from the set D, then ) _,px(z) = 1.
(ii). px(z) > 0 for any = € D.
For any S C D, we also have P(X € S) =} _opx()

Expectation & Variance

Definition. The expectation of a discrete random variable X is defined by

EX]:=) aP(X=x) ,if Y |z| P(X =2) < o0,

where the sum is taken over all possible values of the random variable X.

Some of the other terms for “expectation of X” used in the mathematical literature
(and in these notes) are “mean value of X”, just “mean”, “first moment of X", or in
rough terms “average value of X”.

Theorem 1. Let X be a discrete random variable. Consider a new random variable
Y = g(X), where g is a function g: R — R.
If > lg(x)|P(X = z) < oo, then

E(Y)=E[g(X)] =) g(x)P(X =), (1)

where the sum s taken over all possible values of the random variable X .

Remark. By the definition of the expectation, E(Y) = >° yP(Y = y). Formula (1)
allows one to compute E(Y') without first computing the probabilities P(Y = y).

Definition. The variance of random variable X is defined by
Var(X) := E[(X — p)?], where u = E[X] is the expected value of X.
Exercise. Prove that Var(X) := E(X?) — u?.



Continuous random variables

A continuous random variable X has the following properties:

e X can assume any value x from a continuum of values.

e The set of values is infinite (since X can assume any real number from a subset of
R).

Definition. A random variable X is continuous if there is a function fx such that for
all intervals [a, b], we have

P(Xe[a,b]):/ Fr(@)dz.

We call the function fx the probability density function of X (or pdf of X).

Properties of probability density functions

The probability density function fx has the following important two properties:
(i). / fx(x)de =1.
(ii). fx(z) >0 for all z.

Cumulative distribution functions

Definition. The cumulative distribution function Fx(z) of a random variable X is de-
fined by

Fx(z):= P(X <) = / Fx(tydt.

Recall (from calculus) that this formula can be differentiated at all points for which
the probability density function is continuous. Hence for these points

fx(z) = %ﬁ

Exercise. Show that Fx(x) is a monotone increasing function of x with Fx(—oc0) =0
and Fx(oc0) = 1.

Expectation

Definition. Let X be a continuous random variable with probability density function
fx(@). It [7_|2|fx(z)dz < oo, then the expectation of X is defined by

E[X] = /Oo zfx(2)dz.

o

Theorem 2. Let X be a continuous random variable with probability density function
fx(z) and Y = g(X) be a new random variable, where g : R — R is a function. If
S l9(@) | fx (z)da < oo, then

Eg(X)] = / " ge)fx (2)de. 2)

o

Remark. By the definition of the expectation, E(Y) = [*_yfy(y)dy. Formula (2) allows
one to compute E(Y') without first computing the probabilities fy (y).
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1 Conditional Probability

This section will start as a small revision on events and then will cover new material.

1.1 Conditional Probability of Events (Revision)

Definition. Suppose A and B are events and that P(B) > 0. The conditional probability

of A given B is defined by

o P(ANB)
P(A|B)E — 2
(418) S

Remark. The condition that P(B) > 0 is needed: the definition does not make sense
without this. Conditioning on events which have probability zero is a common way of
“proving” false results!

There are two key reasons we care about conditional probability:
— we want to know the conditional probability itself,
— we use it as a tool for calculating actual “unconditional” probabilities.

Typically, when doing the former, we either calculate directly the conditional proba-
bility from the definition, or we use the Bayes Theorem (see Introduction to Probability).
To do the latter, the following theorem (see Introduction to Probability) is very useful.
Before stating it we recall the following definition.

Definition. A partition of a space of elementary outcomes 2 is a collection of events
By, By, Bs, ..., B, which are pairwise disjoint and whose union is the whole set €.

In other words, By, Bs, B3, ..., B, form a partition if:

(i) BinB; =0 for all i # j,

(i) U7_, B; = Q.

The first condition says that no two (or more) of the events can occur together. The
second condition says that at exactly one event one must occur.

Theorem 3 (Theorem of Total Probability). Suppose that A is an event, that By, Bs, ..., B,
form a partition and that P(B;) > 0 for alli=1,...,n. Then

P(A4) = Y P(A|B) P(B).

Proof. Can be found in Introduction to Probability. m
Remark. This theorem is useful when the conditional probabilities are easy to calculate.
Example. Suppose that we roll two fair dice. What is the probability the product is even?

Answer. Let A be the event that the product is even.

Let By be the event that the first die is odd.

Let By = Bf be the event the first die is even.

These events are a partition so we can use the Theorem of Total Probability.

First we calculate P(B;) and P(B,). Obviously these are both 1/2.

Now what is P(A| B;)? Since the first die is odd the product is even if and only if
the second die is even, which has probability 1/2. Thus P(A| By) = 1/2.
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Next P(A|B,). Since the first die is even the product is always even whatever the
second die is. Hence P(A| By) = 1.
Putting these together we see that
P(A) = P(A| By) P(By) + P(A| B2) P(Bs) = +1-

DO | —
DN | —

]

Example. Alice and Bob play the following game. They roll a fair dice. If it comes up
1 or 2 Alice wins, if it comes up 6 Bob wins, if it comes up 3,4,5 they play again. What
is the probability Alice wins?

Answer. Let A be the event Alice wins. Let By be the event the first roll is a 1 or 2,
B; be the event that the first roll is a 6 and Bs the event that the first roll is a 3,4 or 5.
Obviously By, Bs, Bs form a partition, and P(B;) = 1/3, P(By) = 1/6, and P(B;) = 1/2.

If B; occurs, then Alice wins: i.e., P(A|B;) = 1.

If By occurs then Bob wins (so Alice does not): i.e., P(A| By) = 0.

If B3 occurs, then we observe that this is just as if the first roll never happened: i.e.,
P(A|Bs3) = P(A).

We apply the Theorem of Total Probability:

P(A) = P(A| B)P(B) + P(A| By)P(Bs) + P(A| By)P(Bs) = 15 +0- < + P(4):

By rearranging we see that P(A) = 2/3. O

1.2 Conditional distribution of Discrete random variables

Suppose that X is a discrete random variable and that B is an event with P(B) > 0.
Just as with conditional probability we can ask what do we know about X if we are told
that B occurs. Indeed, we can define a new random variable Y = X | B where

P(YZIL')=P(X:$|B):P({XP=(§)}HB)

(3)

Example. We toss a fair coin twice. What is the distribution of the number of heads
given that the first toss is a head? What is the distribution of the number of heads given
that the first toss is tail?

Answer. Let X count the number of heads, let B; be the event that the first toss is a
head and B, be the event that the first toss is a tail. Then P(B;) = § and P(B,) = 3.
The distribution of X | By is

P(X=0|B)=0 P(X=1|By)=1/2 P(X=2|B;)=1/2.
Similarly we compute the distribution of X | By as

P(X=0|By)=1/2 P(X=1|B)=1/2 P(X=2|By)=0



Since X | B is a random variable we can talk about the expectation of X given B
which we write F(X | B): this is defined in the obvious way as

E(X|B) = pr = z| B). (4)

Example. In the previous example: what is the expected number of heads given that the
first toss is a head? What if the first toss is a tail?
Answer. Thus . ) 3
E(X|B;)=0- —1l4+=--2==
(X[B1)=0-0+5 -1+ 5
and we see that

E(X|By) =1/2.
O

In the same way, suppose that we have two random variables X and Y and that we
are told the value of Y. Then, for any value y of Y for which P(Y = y) > 0, we can
consider the conditional distribution of X|{Y = y} as above in (3) and its conditional
expectation as in (4), but this time the event B = {Y = y}:

E(X|)Y =y) = Z:I:P =x|Y =y) = Zx —x};)—y). (5)

We will now look at a theorem, similar to the theorem of total probability, but now
for expectations.

Theorem 4 (Theorem of Total Probability for Expectation). Suppose that X is a random
variable and that By, ..., By, is a partition with P(B;) > 0 for all i. Then

= Z E(X | B;)P(B;)
i=1
Proof. By definition

=Y 2P(X =

Since By, ..., By, is a partition (and P(B;) > 0 for all ¢), the Theorem of Total Probability
implies that

n

Hence



Example. Alice and Bob play the following game. They roll a fair dice. If it comes up
1 or 2 Alice wins, if it comes up 6 Bob wins, if it comes up 3,4,5 they play again. What
is the expected number of dice rolls until the game finishes?

Answer. Let X be the number of dice rolls until the game finishes, i.e. until either Alice
or Bob wins.

Let B; be the event the first roll is a 1,2 or 6 (Alice or Bob wins)

Let By be the event that the first roll is a 3,4 or 5.

Obviously By, By form a partition, and P(B;) = 1/2, P(By) = 1/2.

If By occurs, then the game is finished after one roll, i.e., E[X | By] = 1.

If By occurs then the game does not finish and it is just as if the first roll never
happened: i.e., F[X | Bs] =1+ E[X].

We apply the Theorem of Total Probability for Expectation:

E(X) = E(X|B1) P(B)) + E(X | B,) P(By) = 1- % + (1 E(X))%.

Solving this equation fo F(X), we see that
E(X)=2.

2 Jointly distributed Continuous random variables

In many cases we are interested in more than one random variable at the same time. For
example, in weather we might be interested in temperature and pressure, or we might be
interested in the height and weight of people in a population.

When the two variables are “unrelated” (formally independent) then this is straight-
forward: we can deal with them individually!

However, in general

random variables are related and their joint behaviour is rather more complicated.

Let us consider the second example. If we take a random person we can view their
height and weight as two random variables; let H be the height in metres and W the
weight in kilograms. Note that we do not expect H and W to be independent: tall
people tend to be heavier.

We could ask questions such as

1. P(1.8 < H < 1.9 and 90 < W < 100)
2. P(1.5< H < 1.6 and 90 < W < 100)
3. P(25H? <W)

The first two of these seem reasonably natural questions the third may look unnatural
but it is actually asking what is the probability that a person’s BMI is over 25 (one
definition of being overweight).

One way of illustrating these probabilities is by plotting each persons height and
weight on a graph: the height on the X axis and the weight on the Y axis. Now the first

7



question is asking for the probability that a person (when plotted) lies in the box with
sides given by H = 1.8, H = 1.9, W =90 and W = 100. Similarly the second probability
is asking about the box given by H = 1.4, H = 1.5, W =90 and W = 100. Finally the
third probability is asking for the probability that a person (when plotted) lies above the
curve with equation W = 25H2.

Exercise. Draw a picture and think about the above.

2.1 Joint Distributions

Definition. Suppose that X and Y are random variables. We say that X and Y are
jointly continuous if there exists a function fxy(z,y) such that, for all sets A C R?,

P(X,Y) € A) = / /A Fy (s, 4) dt ds.

We call fxy the joint probability density function, or joint pdf.

The joint probability density function has properties which are similar to those of the
probability density function of one random variable:

(i). /_Z /: fxy(s,t)dtds =1.

Proof. Obvious, since P(—oo < X < o0 and —oo <Y < o0) = 1. O

(ii). fxy(s,t) >0 for all s and t.

(Otherwise, we get negative probabilities)

Example. Suppose that X and Y have joint probability density function given by

c if 0<z<l O0<y<l,

0 otherwise.

fxy(z,y) = {

Find the value of c.

Solution. If 0 < x < 1 then, as we have done before, we need to split the integration into
ranges so we can deal with the “case”-definition of the joint probability density function.

1= [ [ frrle) dedy
_;? _(C;O 1 1 0 0
[ [ sty s [ poddy s [T ferte) ey
—00 J—00 0 0 —00 J 1
1,1
:0+/ / cdxdy +0
o Jo
1 1 1 1
= / [cx} dy = / cdy = [cy] =c.
0 =0 0 y=0

Therefore, we have ¢ = 1.



Week 2

Example. Suppose that X and Y have joint probability density function given by

e st if s,t >0,

0, otherwise.

fxy(s,t) = {

Find:

(). PB<X <4and2<Y <5b)
(ii). P(-1< X <3 and2<Y <5)
(iii). P(Y > X >0).

Answer. (i). By definition
4 5
PB<X<4and2<Y <5) :/ / fxy(s,t)dtds
3 J2

Now, for all 3 < s <4 and 2 <t <5, we have fxy(s,t) = e *" (i.e. we are in the first
case of the definition of fyy). Hence

PB<X<4and2<Y <5)= //nystdtds

J([ )
[l
[
-

—s—5)d8

—s5—=2
4
—s 2 —5—5}
s=3
—e 8 e =0.004 = 0.4%.

(ii). For the second probability, again by definition
3 15
Plcl<X <3and2<Y <5) = / / ey (s, ) dtds
—1J2

Now, this range covers part of both cases in the definition of fxy. Thus, we split the
range into pieces each of which only contains parts from one of the cases of the definition.

3 5
P(—1<X<3and2<Y<5)—/ fxy(s,t)dtds
-1J2
/ / nyst dtdS—l—/ / fxySf} dtdS
Throughout the second integral, we have s > 0 so fxy(s,t) = e 7" (we are in the first

case of the definition of fxy).



Similarly, throughout the first integral, we have s < 0 so fxy(s,t) =0 (we are in the
second case of the definition of fxy).
Hence

0 5 3 5 0 5 3 5
/ / fxy(s,t) dtds—l—/ / fxy (s, t)dtds :/ / Odtds +/ / e *tdtds
—1J2 o J2 —1J2 0 J2

and both of these are integrals we know how to calculate. The difficult step was to split
in the appropriate “cases”, then the rest of calculations are simple.

3 5 3 5
/ / fxvy(s,t)dtds :/ (/ e st dt) ds
0o Jo 0 2
3 5
/ [ — e_s_t} ds
0 t=2
3
/ (67572 - 67375) dS
0

3
[_ 67872 4 67375i|

s=0
e

2 e e re =22+ =0.122=12.2%

(iii). Finally,

P(Y > X > 0 / / fXY S, t dsdt = / / f)gy(S,f?)dtdS
0 s

Note we can do the integrals in either order but we do need to make sure we parameterise

them correctly (see Calculus II notes).
Note that throughout the range of integration ¢t > s > 0 so fxy(s,t) = e **. Thus

PY>X>0)= / / fxy(s,t)dtds

/ / St dtds
/ [ —s t dS
0 =S
/ e % ds

0

1
[ ]2, = 5 = 50%

[\3|,_.

O

Remark. Notice that, if we had done the first expression of the double integral, we’d have
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gotten the same answer:

t

fxyy(s, t) ds dt

t
e S ldsdt

P(Y > X > 0)

3
o— —

g

L—

- 6734} 2:0 dt

o0

(—e 2 et dt

— — — >—

1
_9¢ —t10 .
et —e ]t:0—§—50%.

DO | —

|

2.2 Joint cumulative distribution function

We can also define a joint cumulative distribution function (or joint cdf) of two random
variable (X,Y’) analogously with the cumulative distribution function of one random
variable (defined before).

Definition. Suppose X and Y are random variables. Then the joint distribution function
Fxy is defined by
Fxy(z,y) = P(X <2,V <y).

If X and Y are jointly continuous with joint probability density function fxy then

Ty
Fxy(z,y)=P(X <a,Y <y) = / / fxy(s,t)dtds

Remark. 1t is easy to see that
Fxy(00,00) = P(X <ocoand Y < 00) =1

and
Fxy(—00,—0) =P(X < —ccand Y < —o0) =0

Also, the function Flyy is increasing in the sense that whenever z; < x5 and y; < y»
then

Fxy(z1,11) < Fxy(22,2).

Just as in the one random variable pdf/cdf case, we can recover the joint density
function from the joint distribution function.

Theorem 5. Suppose X and Y are jointly continuous random variables with joint cu-
mulative distribution function Fxy. Then the joint probability density function fxy is
given by

92

Ixy(z,y) = ax—any’Y(fc’y)‘
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Proof. By definition

T )
Fx,Y(%y):/ / fxy(s,t)dtds.

Hence
o2
F t)dtd
D20y Ny (@, y) = 8x8y/ / fx,y(s,t)dtds
= — / fxy(z,t)d (by the fundamental theorem of calculus)
= fX v(x,y) (by the fundamental theorem of calculus)
as claimed. O

2.3 Marginal distributions

In this section, we aim to find fx(x) and fy(y) given that we know fyy. The following
property of the joint cdf allows one to find Fx(z) and Fy(y) if Fxy is known.

Lemma 6. Let (X,Y) be two random variables with joint cumulative distribution function
Fxy, and Fx, Fy be the cumulative distribution functions of X andY respectively. Then

Fx(r) = Fxy(v,00), Fy(y)= Fxy(o0,y).

Proof. Note that the events {X < z} = {X < z,Y < oco}. Indeed, the left hand side
of this equality is the event that “X is no larger than x” and the right hand side is the
event “X is no larger than x and Y is arbitrary” which is the same thing. Hence

Fx(z)=P(X <z)=P(X <z,Y <) = Fxy(x,00).
The second formula is proved similarly. O]

Exercise. Prove the second formula in the above lemma.

Theorem 7. Suppose X and Y have joint probability density function fxy. Then X
and Y are continuous random variables. The density functions fx of X s given by

and similarly

The functions fx and fy are called the marginal probability density functions or
marginal pdfs.

Proof. We present two different, but equivalent, proofs to this theorem. The first one
was covered in the lectures, the second one we only present here. Of course, you can use
any one you prefer.
Proof (I). By lemma 6
Fx(l‘) = FX7y<I', OO)
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and by the definition of the joint probability density function

Fx(z) = Fxy(x,00) = P(X <z,Y < c0) :/ﬁt /OO fxy (s, t)dtds =

[ vt o

fx(z) = T dn /Oo (/OO fxy(s,t) dt) ds = /Oo fxy (1) dt,

where the last equality follows by the fundamental theorem of calculus.

Hence

Proof (IT). Recall that a function f(z) is a probability density function of a random
variable X iff for any (a,b)

P(X € (a,b)) :/ f(z)dz.

Note that the events {X € (a,b)} and {X € (a,b), ¥ € (—o00,00)} are identical and
hence, by the definition of fxy, we have

/ f(z)dz = P(X € (a,b))

b 00
=P e ), v e (oo = [ ([ sty o
which implies f(x) = ffooo fxy(z,y)dy. Hence the proof of the theorem. ]

Exercise. Prove the second formula in the above Theorem.

Example. Suppose that X and Y have joint probability density function given by

c if 0<z<l1l O0<y<l,
0 otherwise.

fX,Y(iU,Z/) = {

Find the marginal probability density function fx of X.

Solution. The marginal density fx is given by

fx(ZE) = / f)gy([ﬁ, t) dt
Now if < 0 or > 1 then, regardless of ¢, fxy(z,t) = 0 and so, in this case, the
integral is zero. Le., if x <0 or x > 1 then fx(x) = 0.

If 0 < x < 1 then, as we have done before, we need to split the integration into ranges
so we can deal with the “case”-definition of the joint probability density function.

fx(@) = /OO fxy(z,t)dt
0 1 [e%S)
= d d d
/OOfX7y(ZL‘,t) t+/0 f)gy(!ﬁ,lf) t—l—\/l f)gy(l‘,lf) 14

1 1
:0+/ cdt+0:[0t} =c.
0

t=0

13



Thus the marginal density fx is given by

fx(z) =

c fo<z<l1
0 otherwise

To find ¢, we use 1 = [ fx(2)dx = fol cdx = c. Therefore,

fX(x>:{1 if0o<z<1

0 otherwise

(We recognize this as the probability density function of a Uniform distribution but that
is not part of the question.)

Example. Suppose that X and Y have joint probability density function given by

e~y if x,y >0

0 otherwise

fX,Y(l",y) = {

Find the marginal density fx.

Solution. The marginal density fx is given by

fx(x) = /_OO fxy(z,t)dt.

Now if # < 0 then, regardless of ¢, fxy(x,t) = 0 and so, in this case, the integral is
zero. Le., if x < 0 then fyx(z) = 0.

If x > 0 then, as we have done before, we need to split the integration into ranges so
we can deal with the “case”-definition of the joint probability density function.

fX(CE) = /_OO fx,y(af,t) dt

0 o
— / fxy(z,t)dt + / fxy(z,t)dt
—o 0

=0+ / e " dt
0
= [ - e’x’t] =e "
t=0

Thus the marginal density fx is given by

fX(x>:{ex ifx>0

0 otherwise

(We recognize this as the probability density function of the Exp(1) random variable but
that is not part of the question.)
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Example. Suppose that X and Y have joint probability density function given by
2e %Y ife >y >0
x,Y) = .
fxx(@y) {0 otherwise
Find the marginal density fy.

Solution. The marginal density fy is given by

fr(y) = /_OO fxy(s,y)ds.

Now if y < 0 then, regardless of s, fxy(s,y) = 0 and so, in this case, the integral is
zero. Le., if y < 0 then fy(y) =0.

If y > 0 then, as before, we need to split the integration into ranges so we can deal
with the “case”-definition of the joint probability density function.

fr(y) = /_oo fxy(s,y)ds

y oo
= / fxy(s,y)ds —|—/ fxy(s,y)ds (true for any function fxy)
_;O _ y
— / 0ds + / 2e %Y ds (see below for reason)
oo Y
— 0+ [ . ze—s—y} R
s=y

The third line follows because:
e in the second integral s ranges from y to co: thus s > y > 0 and so fxy(s,y) =

2e 7Y,

e in the first integral s ranges from —oo to y: thus s < y and so fxy(s,y) =0 (note
it does not matter if s < 0 or s > 0: whenever s < y we are in the second case of
the definition of fxy).

Thus the marginal density fx is given by

Qe ify>0
Frly) = {O otherwise

(We recognize this as the probability density function of an Exp(2) random variable but
that is not part of the question.)

Exercise. Find the marginal density fx in this second example.

Statistical remarks

(1). Inferring the marginal density of one random variable X from a joint probability
density function of a couple (X,Y) is a fundamental tool used in Statistics.

(2). In this course, we will see this when testing a hypothesis. It is natural to need
to combine two (or more) random variables to obtain another one for the purpose
of the test. However when transforming the couple (U, V) of random variables,
we obtain another couple (X,Y’) of random variables, hence to isolate the random
variable X (which is our aim), we need to obtain its marginal probability density
function.
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2.4 Expectation over a joint distribution, Covariance & Corre-
lation

Let (X,Y) be two random variables with joint probability density function fxy and let
g(x,y) be a function of two variables taking real values. We can then consider a new
random variable g(X,Y’). We aim to find the expectation F (¢(X,Y)).

In the sequel, the following important formula shall be used (no proof will be given).
If a function g(z,y) is such that [~ [~ |g(z,y)|fxy (2, y)dzdy < oo then

By = [ ) / " 9o, y) Fry (y)dady. (6)

Remark. This formula is an analogue of the equivalent one-dimensional case.

Remark. You are reminded that if G(x,y) is a “good” function then its double integral
can be computed as follows:

/ / xydxdy—/i(/c:G(x,y)dx)dy
:/: (/:G(a:,y)dy> dz.

Important examples of expectations over joint distributions are the so-called raw
moment
E(X*y™)
and the so-called central moment

E[(X = )" (Y = p2)™)],

where 1 = E(X) and s = E(Y).
Formula (6) can be used for finding such moments, e.g.

BI(X — i)Y — o)™ / / (& — ) (y — )™ frcy (a0, y)derdy.

Definition. Covariance of two random variables X and Y is
Cov(X,Y) = E[(X — E(X))(Y - B(Y))].

Definition. Correlation (or the coefficient of correlation) of two random variables X and
Y is

Cov(X,Y)
/Var(X)Var(Y)

A standard notation for correlation is p(X,Y’) = Corr(X,Y).

Corr(X,Y) =

Remark. The covariance and even more so the correlation of two random variables is
commonly used as measures of their inter-dependence.

e If X and Y are independent, then Cov(X,Y’) = 0.
e Hence Independence implies that Covariance (and so Correlation) is zero.

e However it is not true that zero Correlation implies Independence (see next section).
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Week 3

Lemma 8. For any two random variables X and Y we have
Cov(X,Y)=E(XY)—-EX)E(Y)
Proof 1. Denote E(X) = puy and E(Y) = ps. Then
Cov(X,Y) = E[(X — E(X))(Y — E(Y))]
[(X ) (Y = o)
(XY — 1Y — po X + i o]
(XY) = E(u1Y) = E(ueX) + papia
(XY) = mE(Y) = p2E(X) + pape
(XY) = papg — popia + pape = E[XY] — iy pao.

E
E
E
E
E
E

]

Proof 2. We prove this for any X and Y continuous random variables (Ezercise. Prove
this for discrete random variables). Given that E(X) = uy and E(Y') = s are constants,
we have:

Cov(X,Y) = E[(X — E(X))(Y — E(Y))]

FE
E[(X — p)(Y — po)]
/_ /_ (x — 1) (y — p2) fx v (x,y)dxdy

_ / / vy fxy (o y)dady — s / / v fxy (. y)dedy
—Ml/ / ny,Y($>y)d$dZ/+M1M2/ / fxy(z,y)dzdy

Then by switching the order of integration as follows, we get

Cov(X,Y) = BE(XY) — ps /_ Z x ( /_ Z Fx(z, y)dy) dx

—ul/ y (/ fx,y(x,y)d:v> dy + i1 o

= BOY) = ) [ afc@)s = BQO) [ yfridy+ BCOBY)

— B(XY) - E(X)E(Y)

]

Exercise. (Check first-year probability & statistics notes) Suppose that X,Y, Z are ran-
dom wvariables. If a € R, prove that

Cov(aX,Y) = Cov(X,aY) = aCov(X,Y)
Cov(a+X,Y) = Cov(X,a+Y) = Cov(X,Y)

Cov(X,Y +7Z) = Cov(X,Y) + Cov(X, Z)
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2.5 Conditional distribution of Continuous random variables

We would like to do something like we did in the discrete case and define the conditional
distribution. There, we defined the random variable X|{Y = y}, but this is not possible
for continuous random variables, since P(Y = y) = 0 for any y. However, we can get
round this by conditioning on Y being “very close” to y, instead of Y being equal to y.
If we do this sensibly we arrive at the following definition.

Definition. Suppose X and Y are jointly continuous random variables with joint prob-
ability density function fxy. Then the conditional probability density function of X
given Y =y is

fr(y)
whenever fy(y) # 0. (As usual fy is the marginal probability density function of Y.)

Fxpy=y(@) = fxyle:p)

Remark. Similarly, fyx—.(y) = b(f;—g)y) whenever fy(z) # 0.

Example. Suppose that X and Y have joint probability density function given by

ey (2,9) e Y ifx,y >0
x,Y) = )
XYy 0 otherwise

Find the conditional probability density function fxy—,.

Answer. Firstly, we obtain the marginal density fy is given by

fr(y) = / " by (o y) do.

Now if y < 0, then fxy(x,y) = 0 and so, in this case, the integral is zero. So, if y < 0

then fy(y) =0.
If y > 0 then, as we have done before, we need to split the integration into ranges so
we can deal with the “case”-definition of the joint probability density function.

fr(y) = /_Oo fxy(z,y)de

:/ fX,Y(;z:,y)da:—l—/OOfX,Y(xay)dx
o 0

=0+ / e Vdx
0

[e.9]
= [ - e’x’y} =e Y.

=0

By definition, if y > 0 , we have

_ fxx(z,y)
fX‘Y:y(aj) B fr(y)

and is not defined for y < 0 (as fy(y) would be zero).
If <0 then fxy(z,y) =0s0 fxjy=y(z) =0.

18



Finally, if x > 0 then

ey ey

vl = = e =

Hence, for any given y > 0, we have

e ifx>0

=y\T) =
fxiy=y(2) {0 otherwise.

Example. Suppose X and Y have joint probability density function

2e 7Y ifx>y>0

0 otherwise

fxy(z,y) = {

Find the conditional probability density function fxy—,.

Solution. Let us first compute fy(y). As usual,

frly) = /°° fxy(z,y)dx

and we see that fy(y) =0if y < 0. If y > 0 then

fr(y) = / fxy(z,y)de = / etV dy = 2o Y| = 2e W,
— 00 y =y
By definition, if y > 0 , we have
fX Y(-T, y)
f _ )= it Sl S
X‘Y y( ) fY(y)

and is not defined for y < 0 (as fy(y) would be zero).

If x <y then fxy(x,y) =0s0 fxjy—y(x) =0.
Finally, if x > y > 0 then

2e"Y  2e~" Y
fX|Y=y<m)_ fY(y) - 2€,2y =€

Hence, for any given y > 0, we have

e ifr >y

0 otherwise.

[xpy=y(z) = {

Recall that if X is a random variable with probability density function fx then

B(X) = /: sfx(s)ds.

More generally, if g is any function then

B(g(X)) = / " g()fx(s) ds.

[e.9]
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Note, in both cases, we can ignore ranges of s where the density is zero. So, for example,
if fx is only non-zero between 0 and 1 then we can replace the range of integration above
by the range 0 to 1.

Having just defined the probability density function of X |{Y = y}, whenever fy (y) #
0, we can use the following formula to find the conditional expectation of X given that
Y =y, for all y such that fy(y) # 0:

o0 o0

E(X|Y:y):/wsfxy:y(s)ds:/ws]éyy—gﬁds.

Example (previous example continued...). Suppose X andY have joint probability den-
sity function

2e Y ifx>y>0

0 otherwise

fxy(z,y) = {

What is the expected value of X given that Y takes the value 5%

Answer. We use the conditional probability density function of X given Y = 5, namely
we substitute y = 5. Hence, we have

e ifr>5

fxyy=s(z) = {

0 otherwise.

This implies that
EX|Y =5)= / T fxjy=s(z)dr = / r e’ d
—00 5

Using integration by parts we get

E(X|Y =5) = [z "]

=5

+/ Edr=04+5—-[""]_, =5-0+1=6.
5
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3 Independence

3.1 Independence of events (Revision)

Definition. Two events A, B € F are independent if P(AN B) = P(A)P(B). More
generally, events Ay, Ao, ..., A, are mutually independent if for any 1 < iy < iy < ...i,, <N

P(A;,NA,N..NA; ) =P(A,)P(A,)...P(A;).

Exercise.
(a). Prove that ANB®= A\ (AN B).
(b). Prove that if A and B are independent events then A and B° are independent.

3.2 Independence of random variables

We start by defining what we mean by the independence of two random variables.

Definition. Two random variables X and Y are independent if, for any intervals (a, b)
and (c,d), the events

{X € (a,b)} and {Y € (¢,d)}
are independent: i.e.,
P(X € (a,b) and Y € (¢,d)) = P(X € (a,b))P(Y € (¢,d)) (7)

Remark. Another way to define independence is: X and Y are independent if, for any
measurable sets A and B, the events {X € A} and {Y € B} are independent. This may
look like a stronger requirement but in fact these definitions are equivalent. We shall not
prove this fact.

Theorem 9. Suppose that X andY have joint density function fxy and marginal density
functions fx and fy. Then X and Y are independent if and only if

fxy(z,y) = fx(x)fy(y)

for all x and y.

Proof. Part I. Suppose fxy(s,t) = fx(s)fy(t) for all s, ¢. Then for any intervals (a, b), (¢, d) C

R we have

P(X € (a,b) and Y € (¢, d)) = /b /d oy (s, ) ds dt

= [ [ onwasar
/fX dsx/ fy(t)dt

= P(X € (a,b))P(Y € (c,d))

Since this is true for all intervals (a,b) and (c,d) we see that X and Y are independent.
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Part II. We now have to show that (7) implies fxy(z,y) = fx(z)fy(y). So suppose
that for any (a,b) and (c,d) equation (7) holds. Take (a,b) = (—o0,z) and (¢, d) =
(—00,b). Then

P(X € (—o0,z) and Y € (—00,y)) = P(X € (—00,2)) X P(Y € (—00,v))
which is the same as

P(X <z, YV<y =PX<z)PY <y). (I)

The probabilities in the last formula are distribution functions and so we can re-write
the last line as

Fiy(2.) = F (@) Fy (). (m
But then
Fuo(e) = 5 P (o) = 5o (Fe(0) ()
9 (0 0 dFy (y)
- 5 (g @R = o (P52
T T fx (@) fy(y)

O

Remark. Strictly speaking, (I) and (II) above are not the same thing. The reason for
that is that in general Fy(z) = P(X < z) # P(X < z) (and similarly for Fxy(x,y),
Fy(y)). However, in this theorem we deal with continuous random variables and therefore
Fx(z) = P(X < ), etc.

Using Theorem 9, we also have the following result.

Corollary 10. If X and Y are independent then their joint probability density function
fxy(z,y) = fx(z)fy(y) so

fxy(@y)  fx(@)fy(y) -
bev=@) ==y = T h @

In other words the distribution of X does not depend on the value of Y.

Example. Suppose that X and Y have joint density function fxy given by

Ge 23y if x>0 andy >0

Ifxy(z,y) = {0 otherwise

Are the random variables X and Y independent?

Answer. Find the marginal densities fy and fy.
We know that the marginal density fx is given by

fx(x) = /_OO fxyy(ﬂf,t) dt
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If <0 then, fxy(z,y) = 0 (regardless of y; we are in the second case of the function
definition) so the integral, and thus the marginal density fx(z) = 0.
Now suppose x > 0. As usual we split this into pieces

00 0 [e’s)
fX(l’):/_ fX,y(x,y)dy:/_ fX,Y(%Z/)der/O Ixy(z,y)dy

In the first integral y ranges from —oo to 0 and so fxy(z,y) = 0 (we are in the second
case of the function definition).

In the second integral y ranges from 0 to co. Thus fxy(z,y) = 6e
the first case of the function definition).

~273Y (we are in

Thus,
0 00
fx(x) = / Ixy(z,y)dy +/ Ixy(z,y)dy

—00 0
0 fe’e)

:/ 0dy+/ Ge 2oy dy
—00 0

=0 [2e720] "

y=0
= 2e "
Thus

0 otherwise

—2z :
fx(x)—{2€ ifz>0

We also know that the marginal density fy is given by

fr(y) = /°° fxy(s,y)ds

If y < 0 then, regardless of s fxy(z,y) = 0 (we are in the second case of the function
definition) so the integral, and thus the marginal density fy(y) = 0.
Now suppose that y > 0. As usual we split this into pieces:

00 0 (o)
fy(y):/_ fX,y(x,y)dx:/_ fxy(z,y) d$+/0 fxy(z,y)dr

In the first integral  ranges from —oo to 0 and so fxy(x,y) = 0 (we are in the second
case of the function definition).

In the second integral x ranges from 0 to co and therefore fxy(x,y) = 6e
are in the first case of the function definition).

Putting this all together we see that

—2z—3y (We

00 0 o)
fy(y):/ ny(x,y)dx:/ fxy(z,y) d$+/0 fxy(z,y)dr

o 6 e
=0+ / 6e 23 dg = [ — 56_2””_39] = 3e
0

=0
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Thus

0 otherwise

—3y .
fy(y):{?)e ify>0

Therefore, we see that fx(z)- fy(y) =0 = fxy(z,y) if either z <0 or y < 0.

The only combination of values that leads to a non-zero value is when both z > 0
and y > 0, for which we get fx(x) - fy(y) = 6e 273 = fxy(z,y).

Hence, overall, we conclude that X and Y are independent.

Week 4

Sometimes it may be difficult to use the above theorem because we need to find the
marginal densities and we may not be able to do the necessary integration. The following
theorem lets us prove independence without calculating the marginal densities.

Theorem 11. Suppose that X and Y have joint density function fxy. Then X and Y
are independent if and only if there are functions g and h such that

fxy(z,y) = g(x)h(y) for all z and y.

Proof. Part 1. Suppose that fxy(z,y) = g(x)h(y). Set H = ffooo h(t)dt and G =
J=2 g(s)ds. We shall first prove that GH = 1. This will be used below. We have

1—/_Z/_foy(s,t)dtds—/_Z/_Zg(s)h(t) dt ds

—/_Oog(s)ds/_oo h(t)dt = GH

o0 o0

Next, let us compute fx(z) and fy(y).

fx(z) = / " oyl tydi = / " g(0)h(t) di = g(x) / " h(t)dt = Hl().

Similarly,
fr(y) = /OO fxy(s,y)ds = /Oo g(s)h(y) ds = h(y) /oo g(s)ds = Gh(y).

It remains to note that

fx(x) x fy(y) = Hg(x) x Gh(y) = GHg(z)h(y) = g(x)h(y) = fxy(z,y).

By Theorem of independence using probability density functions, we can now state that
X and Y are independent.
Part II. The other direction is trivial. If X and Y are independent then fxy(x,y) =

fx () fy(y) and we can put g(z) = fx(z) and h(y) = fv(y). u
Exercise. Try using Theorem 11 instead to answer the last example.

Example. Suppose X and Y have joint density function

2z f0<zx<land0<y<1,

0 otherwise.

fxy(@,y) = {
Are X and Y independent?
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Solution. Let

2z fo<zxr<l1
o otherwise
and
1 if0<y<1
o otherwise
If ¢ (0,1) or y & (0,1) then g(x)h(y) = 0 which equals fxy(z,y) in this case.

If x € (0,1) and y € (0,1) then

g(@)h(y) =2z = fxy(z,y).
In all cases, g(z)h(y) = fxy(z,y), so X and Y are independent.
Remark. One nice thing is that we don’t need to justify how we get g and h: all we need

to do is find them.
Remark. Also note that it was important that g(x)h(y) = fxy(z,y) for all  and y.

Example. Suppose X and Y have joint density function

2e 7Y ify>x>0

0 otherwise.

fxy(z,y) = {

Are X and Y independent?
Remark. It may look like the above factorizes: it does not because of the mixed “case”—
conditions (if y > x > 0) in the definition.

There are various ways to solve this problem.
Solution (Solution 1). Make use of the Theorem of independence of random variables
using probability density functions, and look at the marginal densities.

Remark. This solution is far from being the simplest one or the shortest one. However,
computing the marginal densities is in itself a useful exercise and this is one of the reasons
we discuss it hear.

See below two more solutions to this example and read carefully the remark to the
next example.

Note that when calculating the marginal densities, because of the multiple cases in
the definition of the density fxy, we have to split the integration into several parts.
For x > 0, we have

Fe(@) —/OO Fey(2.1) dt

/ fny?tdt—l-/ fxyl’t
—/ 0dt+/ 2e 7t dt

=0+ [-2e71] 7 =2e7%,

t=x
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Similarly, for y > 0, we have

fy(y) = /°° fX,Y(S,?J) ds

o

= y )
= ) d w)d Ny
/_Oo fX,Y(S Y) 8~|—/0 fX,Y(S Y) 8+/y fX7y(3 y) ds

0 Y 00
:/ Ods—l—/ Qesyds—l—/ 0ds
—00 0 Y

=0+ [—QS_S_Z’}ZZO +0=2e"Y -2 =2eY(1—eY).

Thus for y > & > 0 we see that fx(z)fy(y) = 272" x 2e7¥(1 —e™Y) # fxy(z,y) so X
and Y are not independent. O

Solution (Solution 2). Consider any point (z,y), with z > 0 and y > 0. Note that
then fx(x) = ffooo fxy(z,t)dt > 0 since fxy(x,t) > 0 when ¢ > x. Similarly, fy(y) =

I fxy(s,y)ds > 0 since fxy(s,y) > 0 when s € (0,y). So, the product fx(z)fy(y) >
0 for any such (z,y), and thus 0 = fxy(z,y) # fx(x)fy(y) if 0 <y < x. Hence X and
Y are not independent.

Remark. In fact, Solution 2 proves the following general statement: if the domain where
fxy(z,y) > 01is not a direct product of two subset of R, then X and Y are not indepen-
dent.Can you see that?

Solution (Solution 3). Since both X and Y can take any positive values but ¥ > X,
they cannot be independent.

More precisely, P(X € [a,b]) > 0 for any b > a > 0 and P(Y € [¢,d]) > 0 for any
d > ¢ > 0. However, P(X € [a,b] and Y € [¢,d]) = 0 if d < a. Hence, Y and X are not
independent.

Example. Suppose X and Y have joint density function

x+y fo<y<l, 0<z<l1

0 otherwise.

xy(z,y) = {

Are X and Y independent?

Remark. In this example, the approach suggested in Solution 1 leads to the correct
answer. Can you see that the approach suggested in solutions 2 and 3 doesn’t work
without additional computations?

Exercise. For the last example, invent a solution which doesn’t require the knowledge of

fx and fy.
Hint. Note that if X and Y are independent random variables, then the ratio o(y) =

Ixy(x1,9)/ fxy(x2,y) doesn’t depend on y. Check whether that is the case in this exam-
ple.

3.3 Expectation of the product of independent random vari-
ables

Exercise. Suppose that X and Y are two random variables.
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(). Prove that if X andY are independent then

where g, h are any functions.
(i). Deduce that if X and Y are independent then

E(X*Yy™) = E(X") E(Y™),

(iii). Deduce that if X andY are independent random variables then Corr(X,Y) = 0.

3.4 Distribution of a sum of independent random variables

If two random variables are independent, we can obtain the distribution of their sum as
follows.

Definition. Suppose f(z) and g(y) are two continuous functions. Then, the convolution
f * g is the function given by

+o00 400

(f*g)(z) = flz—y)g(y)dy = f(x)g(z — x)dx

The following theorem states that if X and Y are independent, then the density of
their sum is the convolution of their densities.

Theorem 12. Suppose X and Y are two independent random variables with probability
density functions fx(x) and fy(y), respectively. Then, their sum Z = X +Y is a random
variable with probability density function given by

fz(2) = (fx * fv)(2)
Proof. Left as an exercise. Not examinable. n
In order to appreciate the above result, we present the following example.

Example. Suppose we choose independently X and Y to be two Exponential(\) random

variables. Use their convolution to find the probability density function of their sum
Z=X+Y.
Answer. We have
e ™ if x>0,
x)= fy(z) =

fx(@) = fr(@) {0, otherwise .

The probability density function of their sum is given by
+00

fz2(2) = (fx * fy)(z) = Ix(z—=y)fy(y)dy

—0o0

= /OO e N fx(z — y)dy
0

Note that 0 < z — y if and only if y < 2, hence:
For z < 0, we have fz(z) = 0.
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For z > 0, we have

fz(2) :/ A2e We A=Y gy :/ MeMdy = N2ze
0 0

Overall, we have

ANze 2 if 2 >0,
f2(2) = {0 otherwise .

4 Distributions of functions of random variables

There are three main methods to find the distribution of a function of one or more random
variables. These are to use the CDF, to transform the probability density function directly
or to use moment generating functions. We shall study these in turn and along the way
find some results which are used in statistics.

4.1 Method of cumulative distribution functions

We first give an example before discussing the general method.

Example. Suppose the random variable Y has a probability density function

,
fy<y):{3y, ifo<y<1

0, otherwise.

What is the probability density function of U =2Y + 3¢

Answer. The range of U is 3 < U < 5 and

Fy(u)=PU <u)=P2Y +3<u)= P(

uz? 3\ 3
u_

[ oo [ (5
f " mma= | ;
SO

0 u <3

Fy(u) =13 (52)° 3<u<5

1 U > D

and

dF (u) 3(u—3)% 3<u<h
0 otherwise
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The general method

Suppose that Xi, Xs, ..., X, are random variables with pdf fx, x,(z1,...,2,) and Y =
9(X1,...,X,), where g : R” — R is a function of n random variables. How can we
compute the pdf fy(y)?

Answer

1. Find the region in R™ where g(z1, ...,z,) < y. Let it be D.
2. Compute Fy(y) = P(Y <y) = [ ... [, fx1,.x, (@1, oy 2)dy ..dx,,. (We integrate

.....

the probability density function over the region D.)

3. Find the density function fy (y) by differentiating Fy (y): fy(y) = %y(y).

Exercise (This is in fact a theorem — however, it can be viewed as an application of the
method of CDFs). If the random variable Z ~ N(0,1) then Z* ~ x*(1).

Answer. One way to prove this is by using the method of cumulative distribution func-
tions. For Z ~ N(0, 1), we have

fz(2) = exp (—2—2) — 00 < z < 0.

Then if U = Z2, we have

- / falz
— (/) — B(—a).

So if we differentiate both sides with respect to u we find

folw) = f2(va) (2\/_)+fz( V) (ﬁ)
= [/2(Va) + f2(—VW)]

= il (5 gmee(-5)

Since this is not yet in the desirable form to conclude that U is a x*(1) random variable,
we rearrange the above expression as follows. Given that I'(1/2) = /7, we can rewrite

this as
(1/2)1/2 u(1/2)—1

R (Y5
and so U has a Ga(1/2,1/2) or x*(1) distribution.

—u/2

Remark. If you are unsure about the last step of the proof above, recall from your list
of continuous distributions the probability density function of a Gamma(a, 5) random
variable.
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4.2 Method of direct transformation of one random variable

We first see the theorem of transformation of one random variable by a monotone function.
We do not prove this theorem in this course; the proof can be found in any standard
probability textbook.

Theorem 13. Let X be a continuous random variable with probability density function
fx and support I = [a,b]. Let g : I — R be a continuously differentiable monotonic
function with inverse function g~' : J — I, where J = g(I). Then, the probability
density function fy of Y = g(X) is given by

0 otherwise.

fr(y) = {fX(gl(y))’d%gl(y)’ ifyeJ

Example. Suppose X has the density

6
fx(z) = {IM’ vl

0, otherwise.

where 0 is a positive parameter. This s an example of a Pareto distribution. What is the
probability density function of Y =In X ?

Answer. In this case, we have y = g(z) = Inz. As the support of X, i.e. the range
on which the density is non-zero, is x > 1 the support of Y is y > 0. The inverse
transformation is

and
Therefore

(ey)LQJrl e¥ = 9671/9, Yy > 0
0, otherwise

and so Y has the exponential distribution, Y ~ Exp(0).

Week 5

4.3 Method of direct transformation of two random variables

A theorem analogous to Theorem 13 allows one to compute the joint pdf of two (or indeed
n) transformed random variables. We don’t prove this theorem in this course. However,
we describe the method for two random variables. You are supposed to know this method
and to be able to use it.We remark that a similar procedure is used for N > 2 random
variables.

Let X1, X3 be two random variables with joint probability density function fx, x,(z1, x2)
with support A = {(z1,x3) : f(21,22) > 0}. We are interested in the random variables
Y1 = g1(X1,X5) and Yy = ¢o(Xy, Xy), where the transformation y; = ¢;(z1,x2) and
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y2 = ga(x1,22) is a 1-1 transformation of A onto B (in other words, B is the image of
A). So there is an inverse transformation z1 = f1(y1,y2) and 23 = fo(y1, y2).

We assume that the partial derivatives of the transformation are continuous and the
determinant of the Jacobian of the transformation

dz1 9m
_ dy Oy
J=| b1, i3
dy1 Oy2

satisfies J # 0 for (y1,y2) € B. Then the joint probability density function of ¥; =
g1(X1, Xo) and Ys = go( X1, Xo) is

le,Xz(fl(yl,y2)7fz(ylayz)) |J|, for (y1,12) € B,
0, otherwise.

le,Yz (yh 92) = {

Example. X, and X5 have joint probability density function

exp(—(x1 + 22)), forxy >0, 29 >0
0, otherwise.

f($1,$2) = {

Consider the transformation Y1 = X1 and Yo = X1 + X5 and find the joint probability
density function of Y1 and Ys.

Answer. The transformation has inverse x; = ¥y, ©2 = yo — y; and by using A =
{(z1,22) : x1 > 0, xo > 0}, we conclude that the set B is given by B = {(y1,92) : 0 <
y1 < yo < oo}. The Jacobian is

So the joint probability density function of Y; and Y5 is given by

~Jexp(—=ya), 0<y <y < o0
fY1,Y2 (yla y2) = )
0, otherwise.

]

Note that, in this example, we started with two random variables that we transformed
into two other random variables. If we are only interested in one of the transformed
random variables, we can integrate out the other (Find the marginal probability density
function of the one we want).

4.4 Method of moment generating functions
4.4.1 Moment generating functions

The moment generating function of a random variable X, written as Mx (t) is defined by
Mx<t) = E[GtX]
and is defined for ¢ in a region about 0, say for —h < ¢t < h for some h.
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e If X is a discrete random variable, then the expectation E[e!*] is given by the sum

Mx(t) =) e"P(X =u).

e If X is a continuous random variable, then the expectation E[eX] is given by an
integral

M) = [ e o).

o0

The moment generating function is useful for the following reasons:

o M (0) = E[X]

o My(0) = E[X?]
e Var(X) = M4%(0) — (M4%(0))?

We prove these relations for continuous random variables below (similar proof for
discrete random variables can be obtained if we use Y instead of [)

Proof. First note that Mx(0) = E(e’) = F(1) = 1.
Differentiating Mx (t) with respect to t assuming X is continuous we have

My (t) = % e f(x) dx

= /xemf(x) dx
My (0) = /xf(x) dx
= E[X]
where we assume that we can take % inside the integral. Similarly,

" &’ x
Mx(t) = -5 [ " fx)de

= /xQemf(x) dx
ML) = / 2 f(z) do
= E[X?].
Hence Var(X) = M%(0) — (M%(0))2. O
An alternative related notion is the one of cumulant generating functions.
Definition. The cumulant generating function of a random variable X is given by
Kx(t) :=In(Mx(t)), where Mx(t) is the moment generating function of X.

The above formulae tell us that, if we can calculate the value of the integral (or of
the corresponding sum for a discrete random variable) in terms of ¢, then we can find the
moments of X by differentiating My ().
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Example. Consider an exponential random variable X with probability density function
f(x) = Xe™* for x > 0 and zero otherwise. What is the moment generating function,
the mean and the variance of X ?

Answer. The moment generating function is

Mx(t) = / e Xe ™ dx
0

= /00 e~ A=D7 dg
0
o {_ e—()\—t)x:| o0
A=t |,

A
= E fOI't<)\.

The above holds only for ¢ < A since A — ¢ must be positive for the integral to converge.
Therefore, we have
M;((t) = >\()‘ - t)_zu

which gives

E[X] = My(0) ="

Also,
My (t) = 2A(A — )73,

which gives E(X?) = M%(0) = 2A~2. Hence,
Var(X) = 2472 — (A2 = A2,
[

Example. Suppose X has a Gamma distribution, Ga(a, 5). What is the moment gen-
erating function of X ¢

Answer.

Mx(t) = /OOO (e 077 (=)

I(c)
_ /OO 5% ot exp(—2 (8 — 1)) da
o I'(a)
B /°° (B—=1)" o
= x* texp(—x(pf —t)) dx
G0 ) T =)
Now the integral is of the probability density function of a Ga(«a, 8 —t) random variable

and so is equal to one. Thus the moment generating function for a Ga(a, ) random
variable X is 8

Mx(t) = (ﬁ

Note we need to have t < [ to make this work, which is fine, since we are interested in
letting ¢ — 0 for the calculation of moments. O]

) for all t < .
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4.4.2 Method of moment generating functions
We are now ready to present the method of transformation of random variables using
moment generating functions.

The following theorem (which we won’t prove in this course) tells us why we can
use the moment generating function to find the distributions of transformed random
variables.

Theorem 14. If X; and X, are random variables and My, (t) = Mx,(t) then X, and
Xo have the same distribution.

Below we see an example where the above theorem can be used to obtain the chi-
square distribution as the square of the standard Normal distribution.

Example. Suppose Z ~ N(0,1) and Y = Z2.

(a) Find the distribution of Y using the moment generating function technique.

(b) Find the mean and variance of Y wusing its moment generating function.
Answer. (a). We have that
My(t) = Ele"Y]
— E[e?

‘]
o0 2 1 22
= e? e {——} dz
/_oo 2T P 2
> 1 2(1 -2t

—oo V2T 2

_ (1_%)—1/2/00 %exp{—(lgm)f} dz

= (1—2t)7 Y2

b ! e { i } dz
S
I Ty e BT

Now the function inside the integral is the probability density function of a N'(0, (1—2¢)~!)
random variable and so the integral equals to one. Therefore,

My(t) = (1 _1%)1/2

- (1/12/3 t)m

which is the moment generating function of a Ga(1/2,1/2) random variable or equiva-
lently of a x?(1) random variable. Thus the distribution of Y is x?(1).
(b). The mean of Y is given by

, 1/ 1 \ Y 2
E<Y) = My(t)’tzo = [5 (1_—%) : m] . = 1.

We also have

(V) = MOl = [g (1_#%)/] =[§ (ﬁ)/ﬁlzg

=0
hence, the variance Var(Y) = 3 — 1% = 2. O
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4.4.3 Sums of independent random variables

The moment generating function is also useful for proving important results for sums of
random variables.

Theorem 15. Suppose X1, X5, ..., X, are independent random wvariables with moment
generating function Mx,(t), i=1,...,n. LetY =" X, then

A@@):IIM&@)

Proof. This is easily proved.

MY (t) = F ety]
= E[et ZLL:I Xl]
— E[etXletXQ L. etXn]
= B[ E[e*?] .- B[] (by independence)
= Mx,(t)Mx,(t) - - Mx, (1)

]

Example. Suppose that X1, Xs, ..., X, are independent exponential random variables
with mean \™* (X; ~ Exp(\) for all i = 1,...,n). Show that Y = > | X; has a
Ga(n, \) distribution.

Answer. We showed in a previous example that an exponential distribution has moment
generating function

Mx, (t) for A > t.

At

Thus, since the X;’s are independent, we can calculate

A A"
My (t) = H = ( ) for A > ¢,
L -\t

which is the moment generating function of a Ga(n, A) random variable. O
Example. Suppose Y1,Ys,....Y, are independent and normally distributed with mean
E[Y:] = p; and variance Var[Y;] = o?. Define the new random variable U as

U=Yi+Ys+--+ Y,

Show that U is normally distributed with mean E[U] = >"" | pu; and variance Var[U] =

Z?:l 01‘2-

Answer. The moment generating function of Y; is

1
My, (t) = exp(pit + 5071°)
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The Y;’s are independent. Hence

My(t) = [[Mv)
i=1
= H exp (/Mt + %Ufﬁ)
i=1

= exp <(éul)t + %(ZU?)ﬁ)

=1

3

Comparing this with the moment generating function of a normal we see that U is a
Normal random variable with mean > | p; and variance Y | o2 O

Statistical remarks

(1).

(2).

Obtaining the distribution of transformations of random variables is a fundamental
tool used in Statistics. When testing a hypothesis it is natural to need to combine
two (or more) random variables to obtain another one for the purpose of the test.

In this course, you will see this being applied when deriving the Student’s t distri-
bution, from a particular combination of a standard Normal random variable and
a chi-square random variable.

. The above t distribution is applied e.g. when performing a test of hypothesis for

the mean of a normal distribution when its variance is unknown.

. Also the chi-square distribution (obtained in previous section) is applied e.g. when

performing a test of hypothesis for the variance of a normal distribution when its
mean is unknown (and many other tests that you will encoutner later in the course).
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5 Inequalities & Sequences of random variables

In this section we start a very important topic: In many cases we cannot do the compu-
tations necessary to compute the probabilities, expectations, etc, that we are interested
in. In these cases, it can be very useful to have a rough idea of the size of these things,
even if we cannot get a precise answer.

5.1 Inequalities

We start with a simple example: Suppose that we know the expectation of some random
variable is small. We cannot in general say that it is unlikely to be large. E.g., it could
be a billion with probability 1/2 and minus a billion with probability 1/2. Then its
expectation is zero, but half of the times, it is extremely large. However, we can say
something if the random variable is non-negative.

Theorem 16 (Markov’s Inequality). Suppose that X is a non-negative random variable.

Then for any number 6 > 0,

iz ) < B0

Proof. Define a random variable Z by setting

1 ifX >4
0 if X <.

Note that X > 0Z. To see this, consider two cases:
(i) If X > 0, the inequality holds because X > § = §7;
(ii) If X < 0, the inequality holds because X > 0 = §Z.
But then also E(X) > E(6Z) = E(Z). Note that

E(Z)=P(Z=1)=P(X >90)
and hence
E(X) > 6P(X > 0)
which is equivalent to the statement of the Theorem. O

Example. When a person wants to pass a driving test, they need on average 2.5 attempts.
Prove that the chance they need 10 or more attempts is at most 1/4.

Answer. Let X be the number of attempts it takes to pass. We are told that E(X) = 2.5.
Hence by Markov’s Inequality

P(XZlO)SMz&z}
10 10 4

]

Example. In the same situation as above what does Markov’s Inequality tell you about
the probability it takes 2 or more attempts?
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Answer. This time we have

E 2.5
P(X22)§Q:—:1.25.
2 2
This should not be confusing. The probability must be always less than 1, so in this case,
Markov’s Inequality is true, but not helpful. O

Note the Markov’s inequality is only a bound - it says that the probability is not

more than something. It might actually be much smaller than this bound.

Theorem 17 (Chebyshev’s Inequality). Suppose that X is a random variable with mean
i and variance 0. Then for any number ¢ > 0 we have

[\

o
P(|X —pl =€) Sg-
Proof. Let Y = (X — p)?>. Then E(Y) = E((X — p)?) = Var(X) (this is either the
definition of variance or an easy consequence).
We have {|X —pu| > e} ={Y > &2} so P(|X —pu| > ¢) = P(Y > &?). Now, since Y
is a non-negative random variable we can apply Markov’s inequality to get
EY) E(X-w?) o

P X —p|>e)=PY >&*) < = 52 =3

O

Example. Suppose that when you sit an exam, your expected mark is 50 and standard
deviation is 10. Show that the probability that you get a first class mark (70 or more) is
at most 1/4.

Answer. Let X be your mark. We know that X has mean 50 and variance 100. Hence
by Chebychev’s Inequality

100 1
P(X > 70) < P(|X — 50| > 20) = P(|X — E(X)| > 20) < 2108 -7
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Week 6
5.2 The Law of Large Numbers (LLN)

The theme in this section is the following: “if we add lots of random variables then the
“errors” average out.”

Before we state and prove the LLN, let us recall the following property of the variance
which plays a very important role in the proof.

Lemma 18. If X1, X5, ..., X,, is a sequence of independent random variables with E(X;) =

pj, Var(X;) = o7 then
ar (Z Xj) = ZUJQ..
=1 =1

Proof. See Coursework for the proof.
O

Theorem 19 (Law of Large Numbers). Suppose that Xl, Xo, ... 18 a sequence of inde-
pendent random variables with mean pu and variance o®. Let

1 n
Iy
n -
=1
Then for any number € > 0
P(Y, —ul<e)—1 as n — 0o.
Proof. We have
1 ¢ 1 ¢
=FE|-) X;|=- E(X

and

V)

Var(Y,) = Var ( ZX) — iVar(X

where we use two properties of variance: Var(cZ) = ¢*Var(Z) and Lemma 18.
Hence by Chebyshev’s inequality we have

2 2
P(Y,—p| >0 < T = O

Since ;—; tends to zero as n — 0o, so does P(|Y,, — p| > ). Hence
P(|Y,—p| <e)=1—-P(|Y,—p|>¢) > L
[

Remark. This is also called the weak LLN. It basically says that for some specified “large”
n, the average Y,, of the (Xi,...,X,) is likely to be close to the mean p. In fact, we can
repeat the arguments of the above proof, to also proved a useful estimate:

0.2

P(Y,—pl<e)>1- 2.
(Yo—pl<e) 21—
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5.3 Central Limit Theorem

We have seen that the average value Y,, = %22:1 X}, converges to the mean (when the
X}, are independent identically distributed random variables with finite variance). The
Central Limit Theorem gives a much more precise description of the behaviour of the Y,,.
We basically define a “scaled version” of Y,, which has zero mean and variance 1.

Theorem 20 (Central Limit Theorem). Suppose that X1, Xs, X3,... are independent
identically distributed random variables with mean p and variance o®. Let

_ D 1 X —mp
o\v/n

Then Z, converges, as n — 00, to a normal random variable with parameters (0,1) in
the sense that, for any s, t, such that s < t, we have

Zn

t
1 2
P(s < Z, <t)— / ——e 2y = B(t) — B(s),
o o s V2T
where ®(z) = ffoo \/%e_ﬁ/zdx 1s the cumulative distribution function of a standard

Normal random variable.

Proof. Can be proved using moment generating functions and such a proof can be found
in standard textbooks of probability (this is beyond the scope of this course).
m

Statistical remarks
(1) The Central Limit Theorem (CLT) only tells you about what happens as n — oc.

(2) However, in Statistics, this is commonly (and very conveniently) used for finite but
large values of n.

Suppose that Xi, Xs,... are independent identically distributed random variables
with mean p and variance o2. For “large” n, we define their sum by

——
k=1

According to the CLT,

Sp —nu
o\v/n
Using this we can also characterise the distribution of the average Y,, as n increases,

which is a very useful result in statistical applications. Namely, we get that

the distribution of the random variable Z, = 15 approximately standard normal.

the distribution of the average Y, := S—; is approximately N (p, %)

This result justifies also the extensive use of Normal distributions in real-life applications
to model data resulting from many different independent factors (roughly independent)
or when the distribution of data is unknown.

Finally, we can see from the above statements that

the distribution of the random variable S, is approvimately N(np,no?).
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Example. Suppose that W; is the amount (in pounds) that gambler i wins at a visit
i a casino, for i = 1,2,.... These amounts are considered to be independent random
variables with mean B pounds and variance 43

(i). What is the approximate distribution of the total profit of 100 gamblers?

(ii). What is the approximate probability that the total profit of 100 gamblers is negative
(i.e. casino wins money), if their individual average profit is —£5 for each player
(negative profit translates to a loss)?

Answer. (i). We know that the total profit of 100 customers is given by Tigo = Wy +
Wy + -+« + Wigg where Wy, W5, ... are their individual profits and we know that they
are independent random variables with mean 3 and variance 43%. Hence E(W;) = 3 and
Var(W;) = 4%, Therefore E(T}o0) = 1008 and Var(T}0) = 40052

Hence by the approximate Central Limit Theorem

Tio0 ~ N (1003,4005%) .

(ii). In this case, we have § = —5. The approximate distribution (from part (i)) is

therefore
Ti00 =~ N (—500,10000) .

Supposing that Z ~ N(0,1), this implies that

500

P(T zP(Z ik
(Tioo < 0) <100

) — P(Z < 5) = 0.9987

Therefore, we do not expect that the casino will lose any money with a 99.87% chance. [
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