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CHAPTER 1. UNIVARIATE RANDOM VARIABLES

Section 1. The Probability Model

1.1. Definition: The probability model consists of three components:

e sample space, S, the set of all distinct outcomes of a random experiment;
e events, A, a collection of subset of the sample space, known as a sigma algebra;

e probability measure, Pr : A — R, which assigns, to each event A € A, a probability
Pr(A). We require the following properties:

— Pr(A)>0forall ACS.
- Pr(S) =1
— For a countable set of events {A;, A, Az, ...} C S that are mutually exclusive,

Pr (G Ai> = iPr(A

1.2. Proposition: Let A, B be events in a sample space S. Then

Pr(2) =
Pr(AU B) Pr(A) + Pr(B) — Pr(AN B).
Pr(AN B¢) = Pr(A) — Pr(AN B).

Pr(A°) =1—Pr(A).
ACB = Pr(A) < Pr(B).
0<Pr(4) <1.

1.3. Definition: Let A, B be events. The conditional probability of A given B is

Pr(AN B)

PT(A’B):W,

provided Pr(B) > 0.

1.4. Definition: Two events A and B are independent, denoted A L B, if
Pr(An B) = Pr(A) Pr(B).
1.5. Intuition: It’s helpful to think that A, B are independent iff Pr(A | B) = Pr(A)

and Pr(B | A) = Pr(B). In other words, the occurrence of one event does not influence the
probability of the other.



CHAPTER 1. UNIVARIATE RANDOM VARIABLES

Section 2. Random Variables and CDF's

1.6. Definition: A random variable X is a function from S to R such that the set
{X <z}:={AecS:X(A) <z} is defined (i.e., is a valid event) for all x € R.

X

X(4)

Figure 1.1: Random Variable.

1.7. Intuition: A random variable X assigns each outcome A € S a value X(A) € R.
Its main purpose is to quantify the outcomes of a random experiment. For example, if we
let X denote the number of heads among 3 coin flips and the outcome of a given random

experiment is A = {T, H, H}, then we have A 52 (or X(A) = 2) as there are two heads.

1.8. Definition: The cumulative distribution function (cdf) of a random variable
X, Fx : R —[0,1], is defined as Fx(x) = Pr(X < z) for x € R.

1.9. Proposition: Let F' be the cdf of some random variable X .

(1). F is non-decreasing, i.e., x1 < x9 = F(x1) < F(x2).

(2). lim, o F(x) =1 and lim,,_~ F(z) = 0.

(3). F is right-continuous, i.e., Ya € R : lim, .+ F(z) = F(a).

(4). Ya <b:Pr(a <X <b)=Pr(X <b) —Pr(X <a)=F(b)— F(a).
(5). Ya € R:Pr(X =a) =lim, .+ F(z) — lim, ,,- F(z) = F(a) — lim, ,,- F(x).

1.10. Example: Suppose that X is a random variable with CDF

0 < —2
F(z) = %‘ —2<x<?2
1 > 2

Proposition 1.9 (4) allows us to compute the probability within an interval a < X < b:

Pr(-1< X <1)=F(1) - F(-1) = 2=

Pr3< X <4)=F@4)—-F3)=1-1=0

Proposition 1.9 (5) allows us to compute the probability at a single value X = a:

Pr(X =0) = F(0) — lirgl_F(x):§—§:0
Pr(X =2)= F(2) - lim F(z)=1- 5 = |



3. DISCRETE RANDOM VARIABLES

Section 3. Discrete Random Variables

1.11. Definition: A discrete random variable takes on a finite or countable number
of values. The cdf of a discrete random variable looks like a right-continuous step function.

1.12. Example: Let X be a discrete random variable with cdf

0 z<0
1
= 0<z<1
Fa)=43 =7
1 2<z
Let’s plot its cdf:
Fx(l)
1+ [
31 ———0
11
2
i¢—0
0 1 2 3 z

Figure 1.2: The cumulative distribution function of a discrete random variable X.

Observe that each component of the cdf of a discrete random variable will be of the form
a; < x < a;41, except the first component looks like x < a; and the last one looks like
a, < x. Intuitively, the set of discontinuities A = {ay,aq,...,a,} are the set of values X
can take. As we see below, this set A is called the support set of X.

1.13. Definition: The probability function or probability mass function (pmf)
of a discrete random variable is given by

f(x) Pr(X =) if X can take value z
xTr) =
0 if X cannot take value z

The set of values that X can take, Ax = {z: f(x) > 0}, is called its support set of X.

1.14. Proposition: Let f be the pmf of some discrete random variable X .
(1). Yz e R: f(x) > 0.
(2). > wen, J(x) =1, where Ax denotes the support set of X.
(3). F(z)=Pr(X <z) =3, ., f(7:), where F' denotes the cdf of X.



CHAPTER 1. UNIVARIATE RANDOM VARIABLES

Section 4. Continuous Random Variables

1.15. Definition: Suppose X is a random variable with cdf F'(z) such that

e F(z) is continuous at every x € R, and

e [ is differentiable everywhere except at countably many points (hint: measure zero),
then X is a continuous random variable.

1.16. Definition: Let X be a continuous random variable with cumulative distribution
function Fx. The probability density function (pdf) of X is given by

Fi(x) if Fx(z) is differentiable at «
fx(x) = :
0 otherwise.

The support of X is the set Ax := {z: f(x) > 0}.

1.17. Example: Let X be a random variable with CDF

0 <0
Flx)y=<z* 0<x<1
1 zz>1

Since F' is differentiable at every x € R\ {1}, we get

f(x):{Qx O<ax<l1

0  otherwise

Since f(x) > 0 for every = € (0, 1), the support of X is the open interval (0, 1). |

1.18. Remark: It is important to note that f(z) # Pr(X = x) when X is continuous!
In fact, statement (4) below tells us that Pr(X = z) at a single point z € R is always zero.

1.19. Proposition: Let f be the pdf of a continuous random variable X .
(1). Ve e R: f(x) > 0.
(2). [Z2 f(z)de =lim, o F(z) — limy_y_o F(z) = 1.
(3). The probability over an interval is given by the integral of the pdf over that interval:

Pr(a < X < b) = Pr(X < b) — Pr(X < a) = F(b) — F(a) /bf@) da.

(4). Pr(X =b) =0 for all b € R.



4. CONTINUOUS RANDOM VARIABLES

1.20. Note (From cdf to pdf): Let X be a continuous random variable with cdf F(x).
We can find its pdf f(x) by differentiating F'(x):

f(z) = lim Fle+h) = F(z) = lim Priz < )iLS r+h) = F'(x),

h—0 h h—0

provided the limit exists.

1.21. Example (From cdf to pdf): Consider the following cdf where b > a:

0 z<a 0 r<a
Fla)=q%2 a<z<b = F(@)={;& a<z<b
1 z>b 0 z>b

Note that F'(z) does not exist at = € {a,b} because the one-sided derivatives at = € {a,b}
do not match. By definition, f(x) =0 at z € {a,b} and f(x) = F'(z) otherwise, i.e.,

ﬂ@={ﬁ5a<x5b

0 otherwise

1.22. Note (From pdf to cdf): Let X be a continuous random variable with pdf f(z).
We can find its cdf F'(x) by integrating f(x)

/ (0

1.23. Example (From pdf to cdf): Consider the following pdf.

ﬂ@z{# e

0 z<1.

To verify this is a valid pdf, observe that f(z) > 0 for all x € R and

To find its cdf, let us integrate f(x):
:C<1:F(:L’)=P1“(X§a:):/ f(t)dt:/ 0dt =0
x xX 1
le:F(x):Pr(Xgaz):/ f(t)dt:/ —dt=1——
—00 1

Therefore, the cdf of X is given by

1-1 >1
F(z) = fo vzl
0 r < 1.



CHAPTER 1. UNIVARIATE RANDOM VARIABLES

1.24. Example: Continuing from above, let us demonstrate two ways of computing
Pr(—2 < X <3).
First, by Proposition 1.9 (4), we have

Pr(—2<X<3):Pr(—2<X§3):F(3)—F(—2):<1—%>—O:§.

Alternatively, by 1.19 (3), we could integrate F'(z) over the interval (—2,3) and obtain

3 1 2
) 33

Pr(—2 < X <3) = /f dq;_/_dx___

1.25. Before we conclude this section, let us introduce the Gamma function. It appears
in the pdf of many famous distributions and its properties often help you evaluate integrals
in probability theory.

1.26. Definition: The Gamma function, denoted I'(«), is defined as

[Na) = / y* e Vdy a> 0.
0

1.27. Proposition: Useful properties of the Gamma function:
(1). T(a) =(a—1) - T'(aw — 1) for all o > 1.
(2). T(n)=(n—1)! foralaecZ,.
(3). T(1/2) = /7.



5. THE EXPECTATION OPERATOR

Section 5. The Expectation Operator

1.28. Definition: Let X be a discrete random variable with support A and pdf f(z).
The expectation or expected value of X is given by

E[X] = fo(x) provided Z |z| f(x) < oo.
€A €A

If the series does not converge absolutely, then E[X] does not exist.

1.29. Example: Let X be a discrete random variable with pdf
1
= — =1,2,...
@)= g Tel2

Then A ={1,2,...}. We first verify that f(z) is a valid pdf:

(1 1 1 1 1
Zf($)22(5—$+1>:1—54—5—54_...:1'

T€EA =1

We now check if its expectation exists:

o0

1 1
Z’$|f(x)zzxm:;x+lzoo

€A =1

Thus, E[X] does not exist.

1.30. Definition: Let X be a continuous random variable with support A and pdf f(x).
The expectation or expected value of X is given by

E[X] = /00 xf(r)dx provided /00 |z| f(x) dz < o0

If the integral does not converge absolutely, then E[X] does not exist.

1.31. Example: Let X be a continuous random variable with pdf
1
= R.

First, let’s check this is a valid pdf:

> 1
.z =1
/_Ooﬂ(xQ—i-l)dx

We again observe that the expectation does not exist for this X:

oo [e.e] 1 oo oo
/Oo|x|f(x)dx:/ |x|x2+1dx:2/0 x2ildx:10g<$2+1) = 00.

') 0

1.32. Warning: Thus, always verify that the series/integral converges absolutely first!
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1.33. Let us now look at the expectation of functions of random variables. The expected
value operator can be viewed as a special case where g(X) = I, the identity function.

1.34. Definition: Let X be a discrete random variable with pdf f(x) and support A.
Let g be a function of X. Then

Blg(X)] = 3 g(@)f(x)  provided 3 |g(a)|f(x) < oo

z€EA €A

Otherwise, E[g(z)] does not exist.

1.35. Definition: Let X be a continuous random variable with pdf f(z) and support
A. Let g be a function of X. Then

B0 = [ g@f)ds  provided [ gl f(o)de < oo,

—00 o0

Otherwise, E[g(z)] does not exist.

1.36. Proposition: Let X be a random variable, a,b,c € R be constants, and g,h be
functions of X. Then

Elag(X) + bh(X) + ] = aE[g(X)] + bE[A(X)] + ¢

In other words, the expectation operator is linear.

Proof. By linearity of summation and integral. O]



6. THE VARIANCE OPERATOR

Section 6. The Variance Operator

1.37. Definition: Let X be a random variable. The variance of X is the expected
value of the squared deviation from the mean of X, i.e.,

Var[X] = E[(X — E[X])]2.

1.38. Proposition: Let X be a random variable. Then
Var[X] = E[X?] — E*[X].

Proof.
Var(X) = E[(X — E[X])*]
=E[X? - 2XE[X] E[X]?
=E[X? - 2E[X]E[X] + E[X]* = E[X?] — E[X]?

1.39. Proposition: Let X be a random variable.
e The variance of a constant is zero (indeed, there is no deviation at all), i.e., for a € R,

Var(a) = 0.

The variance is non-negative, because the squares are non-negative:
Var(X) > 0.
The variance is invariant wrt changes in a location parameter, i.e., for a € R,

Var(X + a) = Var(X).

If all values are scaled by a constant, the variance is scaled by squared of that constant:

Var(aX) = a*Var(X).

The variance of a sum of two random variables is given by
Var(aX +bY) = a* Var(X) + b* Var(Y) + 2ab Cov(X,Y),
Var(aX — bY) = a* Var(X) + b* Var(Y) — 2ab Cov(X,Y).

Since independent random variables are uncorrelated, for X1, ..., X, independent,

ar (i XZ-> = iVar(X

The variance of the mean of X1,..., X, is given by

Var(X) = Var ( Z X; >

9



CHAPTER 1. UNIVARIATE RANDOM VARIABLES

Section 7. Moments of a Random Variable

1.40. The moments of a function are quantitative measures related to the shape of the
function’s graph. For a probability distribution on a bounded interval, the collection of all
the moments (of all orders, from 0 to co) uniquely determines the distribution.! Expectation
and variance discussed in the previous two sections are two very special moments.

1.41. Definition: Let X be a random variable.
e The kth moment of X is given by E[X*] for k = 1,2, ...

— Also known as the kth moment about the origin.
— The 1st moment of X is the mean of X:

e The kth central moment of X is given by E[(X — u)¥] for k= 1,2,...

— Also known as the kth moment about the mean.
— The 2nd central moment of X is the variance of X:

Var(X) = 0 = E[(X — u)?].

IThe same is not true on unbounded intervals.

10



8. MOMENT GENERATING FUNCTIONS
Section 8. Moment Generating Functions

1.42. So far, we have seen two types of functions that uniquely determines a distribution:
pdf and cdf. A third type of functions, known as moment generating functions, also uniquely
determines a distribution. Moment generating functions provide the basis of an alternative
route to analytical results compared with working directly with pdfs and cdfs. As its name
implies, this function can be used to compute a distribution’s moments.

1.43. Definition: Let X be a random variable. The function
M(t) = E[e"]
is called the moment generating function (mgf) if E[e'*] exists for all ¢ in some neigh-

bourhood around 0, i.e., for all t € (—h, h) for some h > 0.

1.44. Note: We now demonstrate how to derive the mgf given the pdf of a random
variable. Recall that for a random variable X with pdf f(z) and support A, the expectation
of a function g(X) is given by

Zg(x)f(x) x is discrete,

TEA

/ g(x)f(x)dx x is continuous.
€A

Z e f(x) x is discrete,

z€A
/ e f(x)dx x is continuous.
€A

A

1.45. Example: Let X ~ Poisson()\) with pdf f(z) = 2=, & € Z>. Then

z!

0 & )\ze—)\
M(t) = B[] = 30 e fla) = 30 e
=0 =0 ’
[e%S)
/\xeta:
A
=€ Z 7!
=0
> t\z
-\ (Ae')
AODE
x=0
— e e oY — ?J_|
—o n.
= M) vVt € R.

11



CHAPTER 1. UNIVARIATE RANDOM VARIABLES

1.46. Let Y = aX +b. The following proposition gives us a way to directly derive My (t)
given Mx (t) without going through the computation involving expected values again.

1.47. Proposition: Let X be a random variable with mgf Mx(t) that exists for all
t € (=h,h),h>0. DefineY =aX +0b for a,b € R, a # 0. Then the mgf for'Y is given by

My (t) = " Mx (at), te (— h h ) .

lal” |al
Proof. Observe
My(t) — E[etY] — E[et(aX+b)]

— eME[efX] exists for |at| < h
h
= e’ Mx (at). for |t| < Tal

Pay attention to the third line: Mx(tx) is defined for all ty € (—h,h), which implies that
E[etaX] — ]E[etXX]

is defined only if tx = ta € (—h, h), or equivalently, |at| < h. Since a and h are fixed, we
require |t| < h/|a|. This is the domain where My (¢) is defined. O

1.48. Example: Let us derive the mgf of X ~ N(u,0?). First, recall that X = oZ + p
where Z ~ N(0,1). The mgf of the standard normal Z is given by

o 1 2
M (1) =E tZ:/ tx —m/2d
7(t) (€] _Ooe —\/ﬂe x
_/°° L (—x2—|—2ta:> i
oo V27 P 2
* 1 —(:c—t)2+t2>
[ (s
2\ [~ 1 —(z —1t)?
— - d
o (3) L ()

-~

pdf for N(t,1), thus integrate to 1

Now use the proposition above,




8. MOMENT GENERATING FUNCTIONS

1.49. Note: The following proposition gives us a way of computing the kth moment
about the origin. In particular, given the mgf of X, we can find its mean and variance by

(1). Calculate the first and second derivative M (t) and M (t) of Mx(t).
(2). The mean of is given by E[X] = M (0).
(3). The variance is given by Var[X] = E[X?] — E?[X] = M%(0) — (M%(0))2.

1.50. Proposition: Let X be a random variable with mgf M(t) defined on t € (—h,h)
for h > 0. Then M(0) =1 and for k =1,2,..., the kth moment about the origin is given by
E[X*) = M®(0)

where
(k) d*
MY(t) := —M(t
(1) = Ta()
is the kth derivative of M(t).
Proof. Note that M (0) = E[X°] = E[1] = 1 and that
dk
¢

ﬁex = zFel® for k=1,2,... (1.1)
Let X be a continuous r.v. with mgf M(t) defined for ¢ € (—h, h) for some h > 0, then
) dk ix dk: 0 . 0 dk .
M =—FK = — v = —e” =1,2,...
(0 = 7B = G [ et = [ fper@de k=12,

Note that we are allowed to interchange differentiation and integration here (proof omitted).
Using (1.1), we have

M®(t) = / 2*e! f(x) do = B[ X e t € (—h,h) for some h > 0.

Letting t = 0, we obtain M®)(0) = E[X*],k = 1,2... as required. O
1.51. Example: Let us derive the mean and variance for a random variable X ~
Poisson(A). Recall in Example 1.48, we derived that the mgf of X is given by
My (t) = exp(A(e! — 1)).

Compute its first and second derivatives:

M (t) = exp(A(ef — 1)) et = M =D+

MYE(t) = MM =DH (et 4 1).
By the proposition above, we see that

E[X] = M (0) = A,
Var[X] = E[X?] — > = M"(0) = X = N>+ A =\ =\,

13



CHAPTER 1. UNIVARIATE RANDOM VARIABLES

1.52. The following result is often known as the uniqueness of mgf and can be used to
show that a random variable follows a certain distribution.

1.53. Proposition: Let X, Y be random variables with mgfs Mx(t), My (t), respec-
tively. Then the mgfs coincide in a neighbourhood around 0 iff X and Y have the same
distribution, i.e.,

dh > 0,Vt € (—h,h) : Mx(t) = My(t)
< Vs eR:Pr(X <s)=Fx(s) = Fy(s) =Pr(Y <s).

Proof. Omitted. O

14



CHAPTER 2. MULTIVARIATE RANDOM VARIABLES

Section 1. Joint and Marginal Cumulative Distribution Functions
2.1. Definition: Let X and Y be random variables defined on a sample space S. The
joint cumulative distribution function of X and Y is given by
F(z,y) =Pr(X <z,Y <y), V(z,y)ecR%.
2.2. Remark: This notion is well-defined as both {X < z} and {Y < y} are valid
events, so their intersection {X < x,Y <y} is also valid.
2.3. Proposition:

(1). Fizy, F is non-decreasing in x. Similarly, fir x, F is non-decreasing in y.
(2). lim,_, o F(z,y) =0=lm,, « F(z,y).
(3) lim(x’y)ﬁ(,ooﬁoo) F(.I, y) =0 and hm(m,y)ﬁ(oopo) F(x, y) =1.

2.4. Definition: The marginal cumulative distribution function of X is given by

Fx(x) = yh_)rglo F(z,y) =Pr(X <x) Vr e R.

Similarly, the marginal cumulative distribution function of Y is given by

Fy(y) = lim F(z,y) =Pr(Y <y)  VyeR.

2.5. Warning: Note that given joint cdfs, we can find marginal pdfs. But, given
marginal pdfs, we cannot find the joint cdfs. In other words, it’s possible to have (Xi,Y})
and (Xo,Y3) such that Fy, () = Fy,(x) and Fy, (y) = Fy,(y) but Fx, v, (2,y) # Fx,.v, (2, ).

15



CHAPTER 2. MULTIVARIATE RANDOM VARIABLES

Section 2. Bivariate Discrete Distributions

2.6. Definition: Let X and Y be random variables defined on sample space S. If there
exists A C R? such that A is countable and Pr((z,y) € A) =1, then X and Y are a pair of
bivariate discrete random variables.

2.7. Definition: The joint pmf of discrete random variables X and Y is given by
flz,y) =Pr(X =z, =vy) V(z,y) € R
The joint support of (X,Y) is given by
A={(z,y): f(z,y) > 0}.
2.8. Proposition:

(1). f(x,y) >0 for all (z,y) € R2.
(2). Z(m,y)GA flzy) =1
(3). For RCR? Pr((v,y) € R) = >, yer [(2,9).

2.9. Definition: Let f(z,y) be the joint pmf for X, Y. Then the marginal pmfs are
obtained by summing out the other variable, i.e.,

fx(@)=Pr(X =2)= Zf(x,y) Vr € R,

fr(y) =Pr(Y =Y) foy Vy € R.

2.10. Example: Let p € (0,1) and X, Y be discrete random variables with joint pmf

k(1 —p)*p™™ 2>0,y>0
flz,y) = ( ) .
0 otherwise

(1). Find the value of k.

First, f(x,y) > 0so k > 0. Next,

oS flay =1

= iik(l —p)’p"p! =1
— k(1—p (Zp)(Zp)—kl— p)? ((1_1p)2):k
— k=1

16



2. BIVARIATE DISCRETE DISTRIBUTIONS

(2). Find marginal pmfs.

fx@)=> (1=pp™=(1—pPp" > p'=(1-pp", =012,
y=0 y=0

fr(z) =1 -p)p’ x=0,1,2,...

We conclude that X and Y marginally follow a geometric distribution.

(3). Find Pr(X <Y).

z=0 y=x
=(1=pY p" Y 1
=0 y=x
=(1-p?) 1" (pxz:py)
=0 y=1
= (1—p)2§:pm P
=0 1 -p
(1 _p)Q - 21
= p
S
1
=(1-p)
1—p?
B 1
C1+4p

17



CHAPTER 2. MULTIVARIATE RANDOM VARIABLES

Section 3. Bivariate Continuous Distributions

2.11. Definition: If F(z,y) is continuous and the derivative
o2

axayF(x,y)

exists and is continuous except along a finite number of curves, then we say that X, Y are
bivariate continuous and we define its joint pdf to be

62
fla,y) = 9xdy

0 otherwise

F(z,y) if exists

The joint support of (z,y) is given by
A={(z,y): f(z,y) > 0}.

2.12. Proposition:

(1). f(z,y) >0 for all (x,y) € R?.
(2). |2 o fay) = 1.
(8). For R CR?, Pr((z,y) € R) = [[, f(z,y) dzdy.

2.13. Definition: Let f(z,y) be the joint pdf of X,Y. Then the marginal pdfs are
obtained by integrating out the other variable, i.e.,

=/_Zf<x,y>dy
Z/_Zf(:v,y)dx

2.14. Note: To evaluate a double integral:

/ / f(x,y)dy: da
/ / f(:t,y)dx: dy

To figure out the bounds for the integrals using approach 1 (mirror for approach 2):

(1). Integrate over y then x:

(2). Integrate over x then y:

(1). Outer integral (over z): figure out the range of = in the region.

(2). Inner integral (over y): fix z, figure out the range of y in the region.

18



3. BIVARIATE CONTINUOUS DISTRIBUTIONS

2.15. Example: Suppose that (X,Y’) is a pair of continuous variables with joint pdf

1, 0<z<l,0<y<l1
f(w,y)={

0, otherwise.

(1). Find Pr(X <Y).

Focus on =. The outer bound is easy as we know x € (0,1). For the inner bound, fix
x € (0,1), we see that y € [z, 1) satisfies the inequality z — y < 0. This gives us the inner
bound.

(2). Find the marginal pmfs.

00 1 1
1 O0<x<l1
fx(fc)z/ f(x,y)dyz/ ldy=y| =1 = fx(:c)Z{ .
—o0 0 0 0 otherwise
00 1 1
1 O0<y<l1
fr(y) = f(:v,y)dxz/ ldz =z =1 = fy(y)z{ .
—o0 0 0 0 otherwise

19



CHAPTER 2. MULTIVARIATE RANDOM VARIABLES

Section 4. Independent Random Variables
2.16. Recall that two events A and B are independent iff Pr(AN B) = Pr(A) Pr(B).

2.17. Definition: Two random variables X and Y are independent iff

VA,BCR:Pr(X € A,Y € B)=Pr(X € A)Pr(Y € B).

2.18. Theorem: Let X,Y be random variables.
o Let F(x,y) be the joint cdf and Fx(x), Fy(y) be the marginal cdfs. Then
X 1Y < VY(a,y) € R*: F(x,y) = Fx(2)Fy(y).

o Let f(x,y) be the joint pdf/pmf and fx(z), fy(y) be the marginal pdfs/pmfs. Define
the supports Ax = {z : fx(x) >0} and Ay = {y : f,(y) > 0}. Then

X 1Y <= V(v,y) € Ax x Ay : f(x,y) = fx(x) fr(v).
2.19. Theorem (Factorization Theorem for Independence): Let X,Y be random vari-

ables with joint pdf/pmf f(x,y) and joint support A. Let Ax, Ay be the support of X,Y,
respectively. Then

X 1Y < 3Jg(x) 2 0,h(y) 2 0: f(z,y) = g(x)h(y)
for all (z,y) € Ay x As.

2.20. Remark:
e If RHS holds, then fx(z) x g(z) and fy(y) o h(y).

e If A is not rectangular, then X and Y must be dependent. Indeed, not rectangular
means there exists (z,y) € A such that x € Ay, y € Ay. This means that fx(z) > 0,

fr(y) >0, but f(z,y) = 0. Therefore, f(z,y) # fx(x)fy(y) for this (z,y).

2.21. Theorem: If X,Y are independent random variables and g, h are functions, then
9(X),h(Y) are independent.

2.22. Remark: Note the reverse does not always hold, that is, we could have g(X) and
h(Y') independent for some g, h but X and Y are dependent.
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5. JOINT EXPECTATION

Section 5. Joint Expectation

2.23. Definition: Suppose X, Y are bivariate discrete and h(X,Y") is a function. Then

> hay)f(z,y)

(z,y)€A

provided that the series converges absolutely:

> Jh(z,y)l f(z,y) < oo

(z,y)eA

Otherwise, we say that E[h(X,Y’)] DNE.
2.24. Definition: Suppose X, Y are bivariate discrete and h(X,Y’) is a function. Then

[h(zr,yv]:=l/)f Sy dedy

provided that the integral converges absolutely:

[/ B, )| (2, y) dz dy < oo,
(zy)e
Otherwise, we say that E[h(X,Y")] DNE.

2.25. Proposition (Linearity of Expectation): For random variables X1, ..., X,,

i a,XZ] = i CLZE[XZ] al,...,0, € R.

i=1 i=1

E

2.26. Proposition: If Xy,...,X,, are independent, then

n

H gi(Xi)] = HE[gi(X

=1

E

In particular, E[XY] = E[X]E[Y].
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CHAPTER 2. MULTIVARIATE RANDOM VARIABLES

Section 6. Covariance and Correlation

2.27. Motivation: Covariance is a measure of the joint probability of two random
variables. The sign of the covariance shows the tendency in the linear relationship between
the variables. The normalized version of the covariance, the correlation coefficient, gives the
strength of the linear relation.

2.28. Definition: The Covariance of X and Y is given by

oxy = Cov(X,Y) = E[(X — px)(Y — py)]
= E[XY] - E[X]E[Y].
When Cov(X,Y) =0, we say that X and Y are uncorrelated.

2.29. Definition: The correlation coefficient of X and Y is given by

Cov(X,Y)
X,Y) =
A ) \/Var[X]y/Var[Y]

In particular, p(X,Y) = £1 indicates that X and Y have a perfect linear relationship.

e [-1,1].

2.30. Proposition:

(1). X LY = Cov(X,Y)=0.

(2). Cov(X,X) = Var(X).

(3). Var(aX +bY) = a*Var(X) + b*Var(Y) + 2abCov(X,Y).

(4). Var(3 1L, a;X;) = >0 aiVar[X] + 37, ., aia;Cov(X;X).

(5). If X1,..., X, are independent, Var(> . a;X;) = > 1 aiVar(X;).

2.31. Remark: Focus on the first statement. If two random variables are independent,

then there does not exist any relationship between them. In particular, no linear relationship
exists. Therefore X and Y are uncorrelated.

2.32. Remark: Here’s an example of the last property. Let X,..., X,, be independent
with Var[X;] = o2 for all . Then

2

1< “ 1 1, o
Var E;XZ] :;ﬁVar[Xl]:nﬁa :;

22



7. CONDITIONAL DISTRIBUTIONS

Section 7. Conditional Distributions

2.33. Definition: Suppose X and Y are bivariate discrete random variables with joint
pmf f(x,y). The conditional pmf of X given Y =y is

f(z,y)
fY(y) ’

where fy(y) is the marginal pmf of Y. We can interpret this as
Pr(X =z,Y =vy)

fx(z|y) = provided fy(y) > 0,

PriX=x2|Y=y) = provided Pr(Y =y) > 0.

Pr(Y =y)
The conditional pmf of Y given X =z is
fry|x) = f(x,y)’ provided fx(z) > 0,
fx(2)

where fx(x) is the marginal pmf of X. We can interpret this as

Pr(X =xz,Y =y)

Pr(Y =y | X =2) = PrX—7)

provided Pr(X =z) > 0.

2.34. Proposition: fx(z|y) and fy(y | x) are valid probability distributions, i.e.,

o fx(z|y)>0and)  fx(z|y) =1
o frlyl2)>0and ¥, frly|2) =1

2.35. Definition: Suppose X and Y are bivariate continuous random variables with
joint pdf f(x,y). Then the conditional pdf of X given Y =y is

x, )
fx(x|y) = f y)7 provided fy (y) > 0.
fr(y)
The conditional pmf of Y given X = x is
f(z,y) :
) = , rovided x) > 0.

2.36. Remark: One can show that

Pr(ng\Y:y)Z/_x fx(t]y)dt

Pr(ng]X:m):/y fy(t|z)dt

2.37. Proposition: fx(z|y) and fy(y | x) are valid probability distributions, i.e.,

o fx(z|y)>0and [T fx(z|y) =1
o fy(ylx)>0and [° fr(y|z)=1.
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CHAPTER 2. MULTIVARIATE RANDOM VARIABLES

2.38. Proposition: Let X, Y be random variables with marginal pdfs/pmfs fx(x), fy(y),
marginal supports Ax, Ay, conditional pdfs/pmfs fx(x | y) and fy(y | x). Then

X1Y <= VeeAx: fx(z|y) = fxx)ANVye Ay : fy(y]|z) = fr(v).

Proof. Recall that X and Y are independent iff f(x,y) = fx(x)fy(y). ]

2.39. Theorem: f(x,y) = fx(x|y)fy(v) = fyr(y ]| z)fx(x).

Proof. This follows directly from

f(z,y)

24



8. CONDITIONAL EXPECTATION

Section 8. Conditional Expectation

2.40. Definition: Let Y be a random variable and ¢g(Y") be a function. The conditional
expectation of g(Y) given X = z is

Y 9w fy(ylz) provided that Y |g(y)lfr(y | ) < oo

Elg(Y) | X = 2] = ’

[e9]

/wmwﬁw|w mmmwumt/ W) fr(y | ) < oc

—00 —00

2.41. Definition:

e For g(y) =y, E[Y | X = z] is called the conditional mean.
e For g(y) = (y —E[Y | X = a])?,

Var[Y | X = 2] =E[(Y —E[Y | X = 2])? | X = 1]
=E[Y?| X =2] - [E[Y | X = 2]]?

is called the conditional variance.

2.42. Proposition: If X and Y are independent, then
Vg, Vh  Elg(X) | Y = 9] = Elg(X)] A E[h(Y)|X =a] = E[a(Y)]

Proof. Observe that

Ep(X) |V =3l = [ gl |n)de= [ glo)fele) = Blg(x)
as X and Y are independent. The other statement is similar. O

2.43. Corollary: If X and Y are independent, then
EY | X =z| =E[Y]
Var[Y | X = 2] =E[Y? | X = 2] - E*[Y | X = 2] = E[Y?] - E*[Y] = Var[Y].
2.44. Theorem (Substitution Rule):
Eh(X,Y)| X =z] =E[h(z,Y) | X = z].

2.45. Example:
EX+Y | X=2z]|=Ez+Y | X =z]|=2+E[Y | X =1]
EXY | X =z]|=E[zY | X =z| =zE[Y | X = z].

2.46. Remark: Note that E[g(X) | Y] # E[g(X) | Y = y|. LHS is a random variable
(as it’s a function of V') while RHS is a scalar value.
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CHAPTER 2. MULTIVARIATE RANDOM VARIABLES

2.47. Theorem (Double-Expectation Formula):
E[E[g(X) | Y]] = E[g(X)].
Proof.

BELGCO VI =E | [ o) fx(e ] V)]
Uw 6(5) (e |Y>dx] o () dy

nyy y) dx dy
e

:/°°
R
[ sy
- [ @iy
2

(x [/_Oofa:,y dy}dx.

Ix ()

_ / 9(2) fx (x) dw = E[g(x)].

2.48. Theorem (Law of Total Variance):
Var[Y] = E[Var[Y | X]] + Var[E[Y | X]].
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9. JOINT MOMENT GENERATING FUNCTIONS

Section 9. Joint Moment Generating Functions
2.49. Definition: Let XY be a pair of random variables. If there exist hyx,hy € R,
such that E[e!xX Y] exists for tx € (—hx, hx) and ty € (—hy, hy), then
M(tx, ty) = E[etxXHYY]

is called the joint mgf of X and Y. More generally, the joint mgf of n random variables
Xiq,...,X, is given by

M(t]_7 PN ,tn) = E[GZ?:I tiXi]
provided that Jf, ..., hn > 0 such that E[eztixi] exists for all t; € (—hy, hy), i =1,...,n.

2.50. Proposition: Given M(t1,ts), we can find the marginal mgfs by
Mx(tx) = M(tx,0) = E[e** %] = E[e"* ]
My (ty) = M(0,ty) = E[e?* Y] = E[eY].
2.51. Proposition: Let X,Y be a pair of random variables with MGF M (tx,ty), then
X 1Y < Ml(tx,ty) = Mx(tx)My(ty).
More generally, X, ..., X, are independent iff M(t1,....t,) =[], Mx,(t).
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CHAPTER 2. MULTIVARIATE RANDOM VARIABLES

Section 10. Multinomial Distribution

2.52. The multinomial distribution is a generalization of the binomial distribution. For
n independent trials each of which leads to a success for exactly one of k categories, with each
category having a given fixed success probability p,, the multinomial distribution gives the
probability of any particular combination of numbers of successes for the various categories.

2.53. Definition: Let (X7, ..., X%) be discrete random variables with joint pmf

n!

f(I17...7$k) = mpgflpik7

k
where zy,..., 2, € {0,1,...,n} and le =n;
i=1

k
p17"'7pk€[071] and sz:]-

i=1
Then (Xi,...,X}) is said to follow a Multinomial distribution. We write

(X1,...,Xg) ~ Multinomial (n; py, ..., px) .

2.54. Proposition: If (Xi,..., Xx) ~ Multinomial (n;py, ..., px), then
(1). (X1,...,Xk_1) has joint moment generating function
M (ty,...,ty1) =E (et1X1+"'+t’“*1X’“*1)
= (pl@tl + - +pk_1et’“‘1 + pk;)n s (tl, R ,tk_l) € Rk_l.

(2). Any subset of { X1, ..., Xk} also has a Multinomial distribution. In particular, each X;
follows a binomial distribution with success probability p;, i.e., X; ~ Binomial(n, p;).

(3). If T =X, + X, with i # j, then T ~ Binomial (n, p; + p;)
(4). Fori# j, Cov (X;, X;) = —np;p;.

(5). The conditional distribution of any subset of (Xi,...,Xx) given the remaining of the
coordinates is a Multinomial distribution. In particular, the conditional probability
function of X; given X; = xj,1 # j, is

(X, | X; = xj) ~ Binomial (n -z, L) .

(6). The conditional distribution of X; given T'= X, + X; =t,i # j, is

(X; | X; + X; =t) ~ Binomial (t, bi ) :
Di +Dj
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11. BIVARIATE NORMAL DISTRIBUTION

Section 11. Bivariate Normal Distribution

2.55. Definition: Suppose X; and X, are random variables with joint pdf

1 1 _
f(z1,20) = Wexp {—§(x — )X (x — u)T} for (x1,1,) € R?

where

2
1 251 01 pPO102
= , = , Y= . |2 = det(X),
* {@] H LLJ [P0102 U% } = et(Z)

and ¥ is a non-singular positive definite matrix. Then X = (X, X5) is said to have a
bivariate normal distribution with mean g and covariance matrix 3. We write

X ~ BVN(p, 5).
2.56. Proposition: If X = [X}, X5]T ~ BVN(u, ), then
(1). X1, Xs has joint moment generating function

M (tl, tg) = E (6t1X1+t2X2)
=E [eXp (XtT)]

1
= exp (p,tT + §t2tT) for all t = (t;,t;) € R?

(2). X1~ N(u,0%), Xo ~ N(ps,03).
(3). Cov (X1, Xs) = poyoa, Cor (X1, X2) = p, where —1 < p < 1.
(5). For 0 +# a € R*>!

a’'X = a; X; +a; Xy ~ N(a’p,a” Sa).
(6). For non-singular A € R**? and b € R**!,
AX +b ~BVN(Ap + b, AXAT).

(7). The conditional probability function of one given the other is
o
(Xo | X1 =a21) ~ N (M2 + plar — M1)0—27U§(1 - PZ)) :
1
o
(60 Xa = aa) N (g + plaz = ) 2031 = 7))
2

(8). (x = pw)"S7Hx —p) ~ X3
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CHAPTER 3. TRANSFORMATIONS OF RANDOM VARIABLES

CHAPTER 3. TRANSFORMATIONS OF RANDOM VARIABLES

3.1. Motivation: Let Xi,..., X, be random variables and suppose we want to find the
distribution of a new random variable

Y i=h(Xy,...,X,).
We discuss three approaches:

(1). the cdf technique;
(2). 1-1 transformation technique (for continuous random variables only);

(3). the mgf technique.
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1. THE CUMULATIVE DISTRIBUTION FUNCTION TECHNIQUE

Section 1. The Cumulative Distribution Function Technique

3.2. Motivation: Given the pdf of X;,..., X,,, we wish to find the cdf and/or pdf/pmf
of Y = h(X,...,Xn).

3.3. Note (CDF Technique, Discrete): The discrete case is pretty simple. To find the
probability of Y = y, we just need to figure out all cases of X; = x4,...,X,, = x,, such that
h(z1,...,z,) =y, then add up the probabilities Pr(X; = zy,..., X,, = x,) = f(x1,...,2,)
for each of these assignments to get the pdf. The cdf is obtained by summing up all values
of Y <y as usual. More specifically, for all y € R,

fr(y) =Pr(Y =y) = Pr(h(Xy,..., Xy) = y)
=Pr((Xy,...,X,) € {(z1,...,20) : b2, ..., 2) = y})
- > Pr(X, =2,..., X, = x,)

= Z flz, ..o xy)

Fy(y) =Pr(Y <y) =Y fr(t).

t:it<y
3.4. Example: Consider
1/4 |z| =1
fx(x)=4¢1/2 =0
0 otherwise

and define Y = X?2. Let us first write out the probability Pr(Y = y) in terms of X:

Pr(X =,y +Pr(X=—-/y) y>0
Pr(Y =y) = Pr(X?> = y) = { Pr(X = 0) y=0
0 y <0
e y>0:Y=X=y <= X=4,/y = Pr(Y =y) =Pr(X = /y)+Pr(X = —/y).
e y=0Y=X?=0<+= X=0= Pr(Y=0)=Pr(X=0)=1/2.
e y < 0: Since Y is a squared value, it can never be negative, so Pr(Y < 0) = 0.

Now plug in the actual value, we obtain

1/2 y=0
Pr(Y =y)=4¢1/2 y=1
0 otherwise

We conclude that Y ~ Bernoulli(1/2).
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CHAPTER 3. TRANSFORMATIONS OF RANDOM VARIABLES

3.5. Note (CDF Technique, Continuous): The continuous case is a bit more complex
and we need to find the cdf first. We break the procedure into three steps:

(1). For all y € R, find R, = {(z1,...,2y) : h(z1,...,2,) < y}. This R can be viewed as
all possible assignments of Xy,..., X, that contribute densities to the cdf.

(2). Find the cdf of Y by integrating the joint pdf of Xi,...,X,, over R;:
Yy eR: Fy(y) =Pr(Y <y) =Pr(h(Xy,...,X,) <vy)
— Pr((X1,...,X,) € R,)

flz,. .. x,) doq - - - dxy,
(3). Find the pdf of Y by differentiating Fy (y), i.e., fy(y) = F,(y).

3.6. Example: Consider X ~ Exponential(#) with cdf
0 x <0
F(x) = -
() {1—6_1’/9 x>0
Define Y by applying F' onto X:

0 X <0

Y =F(X) = {1—6X/9 X > 0.

Step 1. For all y € R, find R, = {z : F(z) < y}.

If y <0, then R,y = @ because F(z) > 0 by definition.

If y =0, then we need x <0, so Ry—g = {z : x < 0}.

If y > 1, then any x satisfies F'(z) <1 <y, so Ry>; =R.

Finally, we get Rocyc1 = {7 : F(2) <yl ={z:2 <0ju{x >0:1—¢e2/% <y}
Solving the last inequality, we have Rycy<1 = {z: 2 <0}U{r > 0:2 < —flog(l—y)}.
Step 2. Find the cdf of Y.

Pr(X € @)=0 y <0
Pr(X <0 Odr =0 =0
Fy(y) =Pr(X € R) = V=0 = Jaen O ’
Pr(XG]R:f flz)dr =1 y>1
Pr(X < —6log(1 - y)) — F(=0log(1—y)) = 1 — 0800/ —y <y <1

Note in the last case, {x : * < 0} contributes zero probability as in case 2. To summarize:

0 y<0
Fy(y)=qy O0<y<l1
1 y>1

By the uniqueness of cdfs, we conclude that Y ~ Uniform(0, 1).
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1. THE CUMULATIVE DISTRIBUTION FUNCTION TECHNIQUE

3.7. Remark: We have shown that when applying the cdf to a exponential random
variable, the result is a Uniform(0, 1) random variable. In fact, this holds for all continuous
random variables, not just the ones following an exponential distribution.

3.8. Theorem: If X is a continuous random wvariable with cdf F, then the random
variable F' defined by applying the cdf of X onto X,

:/if(t)dt

Proof. Suppose the continuous random variable X has support set A = {z : f(z) > 0}. For
all x € A, I is an increasing by the definition of cdf. Therefore, F' has an inverse on the
domain A. For 0 <y < 1, the cdf of Y = F/(X) is

has a Uniform(0,1) distribution.

G(y) = Pr(Y <y)
= Pr(F(X) <v)
= Pr(X < F(y))
= F(F(y))
=Y
which is the cdf of a Uniform(0, 1) random variable. It follows that Y = F(X) ~ Uniform(0, 1)
as required. O

3.9. Remark: This provides a method for generating observations from a continuous
distribution. Let u be an observation generated from a Uniform(0, 1) distribution using a
random number generator. Then by the corollary below, z = F~!(u) is an observation from
the distribution with cdf F'.

3.10. Corollary: Let F be the cdf of some continuous random variable. If U ~ Uniform(0,1),
then the random variable X = F~Y(U) has cdf F.

Proof. Suppose that the support set of the random variable X = F~}(U) is A. For x € A,
the cdf of X = F~1(U) is
Pr(X <) =Pr(F Y (U) <)
= Pr(U < F(z))
= F(x)
as Pr(U < u) = u for 0 < u < 1 given that U ~ Uniform(0, 1). Therefore, X = F~}(U) has
cdf F' as claimed. O
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CHAPTER 3. TRANSFORMATIONS OF RANDOM VARIABLES
3.11. Example: Let X ~ N(0,1) and Y = X2, First,

9 )@ y<0
o=t Sy}_{[—\/@\/ﬂ] y>0

where the second case follows from the fact that 2> <y <= |z| <y. Now

0 y <0

Fyly) =Pr(X e Ry) = {PI(X € [—u, V1) = Fx(\/9) — Fx(—/5) y>0

For pdf,
Fr(y) = Fyly) = F&(@% L) <_%)

1
= ﬁ(fx(\/@ +Ix(=vy))

1 2

— 2 /2
2\/y\2m

1 —1/2,—y/2
= — e ,y > 0.
/—27T?/ Y

We conclude that Y ~ x3.

3.12. Example: Let X, X5 £ Uniform(0, 1). Then

1 <x17x2> S (07 1) X <07 1)
0 otherwise

f(xlva) = {

with joint support A = (0,1) x (0,1). Graphically speaking, if we view the Cartesian plane
as 1 X x9 and the “height” of the graph as f(x1,x2), then the bars within the unit square
(0,1) x (0,1) have height 1 and all other places are flat/of value zero.

Define Y = X; + X,. Find cdf and pdf of Y.

Step 1. Consider R, = {(z1,22) : 1 + z2 < y} for different y’s. Note that
T1+ 22 <Y = Ta < —1+ Y,

so by viewing the Cartesian plane as x1 X x, this line x5 = —x1+y has slope —1 and intercept
y, and thus R, is a halfspace (to the left/bottom of) determined by the line zo = —z1 + .
Let us split y into cases. (The figure on the next page will be helpful.)

e Case 1. If y <0, then R,N A = & as the unit square A is completely to the right/top
of the line x1 + x5 = y. If y = 0, then A intersects R, at exactly (0,0). In both cases,
R,<( contributes 0 probability density.

e Case 2. If y > 2, then R,N A = A as the unit square A is completely contained in the
halfspace R,. In this case, R,>2 contributes 1 probability density.
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1. THE CUMULATIVE DISTRIBUTION FUNCTION TECHNIQUE

e Case 3. If 0 <y <1, then the line x1 + x5 = y intersects the “left” and the “bottom”
sides of A. In this case, R, contributes a triangle: y?/2.

e Case 4. If 1 < y < 2, then the line x; + x5 = y intersects the “top” and the “right”
sides of A. In this case, R, contributes a square subtract a triangle: 1 — (2 — y)?/2.

Y Y
ALY by
\\\ f! \\\
Ry, <o s R,>9 s
by by
by by
~ ~
by b
b A b
ALY LY
T tr2=y T +ITp=Y
N N
Y Y
by LY
by Y
LY LY
R0<EJS1 VA R1<y<2 A
\\ \\
LY Y
h Y ~
hY ~
Y ~
by ~
T+ r2=Y T+ I =Y

Figure 3.1: Pink: Halfplace. Gray: Support. Dashed line: 1 + 29 = y.

Time to evaluate the integral.
Fy(y) = Pr((X1, X3) € Ry)

= f(331,5U2) dzidxy
Ry

= / f(acl,xg) dIldLL’Q.
RyNA

Therefore,
0 y<0
2
y/2 0<y<l1
Fy<y) = 2
1—(2—y)?/2 1<2<2
1 y > 2.
Finally,
Yy 0<y<l1
frly)=492-y 1<y<2
0 otherwise

Lesson from this example: The first step is often the most complex one. Be patient.
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CHAPTER 3. TRANSFORMATIONS OF RANDOM VARIABLES

3.13. Example: The next example is an extremely important one. Let Xi,..., X, S

Uniform(0, #). Find the distribution of X(,) = max; X; and Xy = min; X;.

For X(n),
Pr

—~

X <)
aXX <)

FX(n) (y)

Pr(m

| |
=
—~ /-\
><:

<y"' 7Xn§y>

I
s ¥

Pr(X; <y)
1

F(y)"
0 y <0
(y/0)" 0<y<¥b

— .

1 y >0
{(n/@”) ol 0<y<0

f X(n>< )= 0 otherwise
Now for Xy,
Fx,,(y) = Pr(miin X <vy)
=1 Pr(miin X >vy)

=1-Pr(X;>vy,..., X, >9)

n/@ 1—y/0)"t 0<y<b
O otherwise

qu)

Note this approach works for random variables with other distributions as well (i.e., not
limited to the uniform distribution).
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2. UNIVARIATE 1-1 TRANSFORMATION

Section 2. Univariate 1-1 Transformation

3.14. Motivation: If the transformation h is injective (or one-to-one) on A, i.e.,
Vxl,.ilﬁg cA: h(il?l) = h(xg) = T = T,

then we can take a shortcut (which can be viewed as a special case of the cdf technique).
This technique is useful when you only need the pdf of Y.

3.15. Theorem (Univariate 1-1 Transformation): If X is continuous with support A
and the transformation h is 1-1 on A, then the pdf of Y = h(X) is

d

fx(h™(y)) - d—yh‘l(y)

0 otherwise

y € {h(zx):x € A}

fr(y) =

where h™' satisfies h™*(h(z)) = x for all x € A.

Proof. Apply cdf technique. Proof omitted. m

3.16. Example: Let 8 > 0 and consider X with pdf

fa) = {9/1‘ x>

0 otherwise

Note that Ax = (1,00). Find the pdf of ¥ = log(X).

Proof. The log function is injective so we can use this technique. Let us find the inverse
function and its derivative.

y=log(z) &= v=¢ = h'(y)=¢

= di;h_l(y) =Y
Thus,
-1 d,
o2 OO | et oea)
0 otherwise
Ge=% y>0
B {0 otherwise
as
4 -0

fx(e¥)]eY| = (ey)—eﬂey = e "y.

By uniqueness of pdf, we recognize that Y ~ Exponential(f). ]
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CHAPTER 3. TRANSFORMATIONS OF RANDOM VARIABLES

Section 3. Bivariate 1-1 Transformation

3.17. Motivation: We now look at the joint distribution of a one-to-one (injective)
transformation of two random variables. We begin with some notation and a theorem that
gives sufficient conditions for determining whether a transformation is one-to-one in the
bivariate case followed by the theorem, which gives the joint pdf for the two new random
variables.

3.18. Note: Suppose the transformation S defined by

u = hl ([L’, y)

U= h2 (‘Ta y)
is a one-to-one transformation for all (x,y) € Rxy and that S maps the region Rxy into the
region Ryy in the uv plane. Since S : (z,y) — (u,v) is a one-to-one transformation, there
exists an inverse transformation 7" defined by

r = w(u,v)

Y= w2(u> U)

such that T'= S71 : (u,v) — (z,y) for all (u,v) € Ryy. The Jacobian of the transformation
T is

00 0
O(x.y) _ |0u Ov :{3(%11)}1
o) oy oy oGy
ou Ov
O(u,v) . : :
where is the Jacobian of the transformation S.
d(z,y)

3.19. We now given some sufficient but not necessary conditions for the inverse to exist.

3.20. Theorem (Inverse Mapping Theorem): Consider the transformation S defined by

u = hy ($7 y)
v= hg(l’, y)
If %,g—z, g—;,g—z are continuous functions and ggz: ;ji # 0 for all (x,y) € R, then S is

one-to-one on R and S~ exists.

3.21. We are now ready for the main result of this section.
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3. BIVARIATE 1-1 TRANSFORMATION

3.22. Theorem (Bivariate Transformation Theorem): If U = hy(X,Y), V = hy(X,Y)
defines an one-to-one transformation on the joint support A = {(x,y) : f(z,y) > 0}, then
the joint pdf of U and V is given by

_ [ty et |25 v 0) € (Gt o) s ) € A)
g(u,v) = O(u, v)
0 otherwise
where
ow; Ow;
O(wy, wa) ou  ov
Ou,v) | Owy  Ow
Ou v
is the Jacobian matriz and || - || denotes its determinant
O(wy, wsy) _8w1 Owy Ow; Ows
H I(u,v) ‘_ du v v v’

3.23. Example: Consider

] (] b 1)

Define U = X +Y and V = X — Y. The joint pdf of X and Y is given by

fla,y) = % exp (—%(fc2 + yz)) :

with joint support R?. Let us first find the inverse mapping which shows that U, V is injective:
1 1

Apply the one-to-one bivariate transformation theorem. Also, Ay = Axy = R?. First,

ow; Ow; 1 1
O(wi,wa) | Ou v _ 2 2 /1 1 1
'aw,v) “ow ow||~||1 1 —5(5)—55——5-
Ou v 2 2

Now the joint pdf of U,V is given by

g(u,v) = f (%(u+v),%(u—v)) : ‘%

S (5 (7))} Bl e}
o 1] 0w (33 )
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CHAPTER 3. TRANSFORMATIONS OF RANDOM VARIABLES

3.24. Example: Let X,Y be independent exponential variables with § = 1. Then

e e O<r<oo,0<y<oo
flz,y) = .
0 otherwise

Define U = X +Y and V = X. We wish to show that X +Y ~ Gamma(2,1).

Find the inverse mapping first:

X=V
Y=U-V

Figure out the joint support of U and V:

{(z+y,z) :2>0,y >0} ={(u,v): 0 < v <o0,v<u<oo}
={(u,v) : 0 < v < u< oo}

The determinant of the derivative:

ow; Ow;
‘a(wl,U&) _ Ou v _'O 1 ‘__1
A(u, ) Owy  Ows I -1 '
Ou v

The joint pdf:

et O<v<u<o

Flwi(u,v), wa(u,v)) = e Ve = e = g(u,v) = .
0 otherwise

Finally,

() foue_“dv:ue_“ 0<u< oo
u =
Ju 0 otherwise

This is the pdf of U = X + Y which shows that U = X +Y ~ Gamma(2, 1).

3.25. Remark: This concludes the sections on transformation theorems.
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4. THE MOMENT GENERATING FUNCTION TECHNIQUE

Section 4. The Moment Generating Function Technique

3.26. Motivation: The mgf technique is particularly useful in determining the distri-
bution of a sum of two or more independent random variables if the mgfs of the random
variables exist.

3.27. Theorem: Suppose X1,..., X, are independent random variables and X; has mgf
M;(t) which exists for t € (—h,h) for some h > 0. ThenY = X; +--- + X,, has mgf

HM (=h, h).

If the X;’s are iid each with mgf M(t), then Y = X1 + --- + X,, has mgf
My () = [M@]", € (=h,h).

3.28. Example: We prove a useful result on transformations of normal random vari-
ables. Let X ~ N(p,0?) and Y = aX + b with a # 0. We know that

ot?
MX(t)—GXp{,U/t—i—T}, teR.

Then

My(t) _ E[ety] _ E[et(aX+b)] _ eth[eatX] _ ethx(CLt) — exp {t(a,u + b) i <a0'2)2t2}

By uniqueness of mgf, we see that Y = aX + b ~ N(ap + b, a’c?).

3.29. Example: Let X; & ~ N(pi,0?) and Y =>""  a;X;. Then

o212
My, (t) =e p{mhL 2 }

- T
= H exp {,ulalt + 22212252 }

i=1
n n
= exp {tz,uiai 4 2 Z afa?}
i=1 i=1

By uniqueness of mgf, we see that

Y = iaiXi ~ N (i iy s i 03af) .
i=1 i=1 i=1
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CHAPTER 3. TRANSFORMATIONS OF RANDOM VARIABLES

Section 5. Important Distributions

3.30. Note: The Chi-Squared distribution with k& degrees of freedom:

iid

Y ZP~xi Zi,.. Ze~ N(OD).
Some properties of x2:
o mgf of x2: M(t) = (1 —2t)~'/2,
e mgf of x3:
k k

MZZ 1ZZQ(t) =Ele tr 121} _ HE[GtZZQ] — H(l _ 2t)‘1/2 —(1— 2t)—k/2‘
e IfYy,...,Y,, are independent with Y; ~ 2, then

; Yo~ Xgr g

as its mgf is given by
=] M) = (1 —2t)7%/2 = (1 — 2t) "2 ==k
i=1

i=1

3.31. Note (¢-Distribution): Let X ~ N(0,1) and Y ~ x2 be independent. Then
X

~ to,
Ve

with support R.

3.32. Note (F-Distribution): Let X ~ X and Y ~ X( be independent, then

X/n

an
Y/n (n,m)

with support (0, 00).

3.33. Example: Let X; S N(u,0?). Define the mean and sample variance

X=X e YR
1=1

i=1

We look at the one-sample T-statistic for Hy : p = po:
X —

T = —Ntnl
s/ym Y
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5. IMPORTANT DISTRIBUTIONS

X — YA VA 7 A
Write Z = S so that T =

= = =: where YV =
o/v/n sfo \/s%]o? ((n—ll))sz Y/(n—1)
—1)s?
u ~ x2_,. We need to show three things:
o
W z=X"Fno1), @yv=""D 2 5 7 and Y are independent
= ~ : =~ : an are independent.
O'/\/ﬁ ) o2 Xn—1 P
Proof of (1). We have
X~N Zam,Za?ﬁ :N(,u,—>.
n
i=1 i=1
— 2
Define Z = aX + b, a = ﬂJ): ,u\/ﬁ’ we get Z ~ N (au+b,a2g—) = N(0,1). m
o o n

Proof of (2). We first show that X is independent with each of X; — X,..., X,, — X. For
this claim, recall that

X1 " o? 0
X, S Np,o?) «— | | ~MVN| |:], .
Xn I 0 o2
Now we can take a linear transformation of (X7,..., X)) to obtain
X 11 1 X
X, - X 121 T 1 X; H o? 0
_ = " " " Sl ~MVN|[A|[:] A AT
X _ X i1 1] |x ® 0 o’
A

Skipping some steps, the covariate matrix evaluates to

a’/n| O
o | .

Since the first row and columns besides the (0,0)-th entry is zero, the claim follows. Now

S (X —p)? YL (X = X)? N n(X — M)Q'

o2 o2 o2

Now LHS ~ X2 as it is a sum of n iid standard normals. The middle term can be written as

2
(n;—é)sQ and the right term can be written as <§/;\/‘%) ~ x3. Computing its mgf and simplify,

we get the desired result. To verify your answer, note that My (t) = (1 — 2t)~(~1/2, O

Proof of (3). Y and Z are independent as Z is a function of the sample mean X and Y is a
function of the sample variance. O
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CHAPTER 3. TRANSFORMATIONS OF RANDOM VARIABLES

3.34. Corollary: Given two independent samples

iid
Xl,---,Xn ~ N(“>U%)7
}/vlw"vy’m %N(H”og%
then

o i (Xi = X)? ot
T = m = ~ Fnim-1-
m—1 Zi:l(Y; - Y)Q/U% ’

Proof. We can write

Note that

(n — 1)5% 2 (m — 1>3% 2

T2 ~ Xn—1s T2 ~ Xm—1>

and the numerator of T is a function of X;’s while the denominator of T is a function of the
Y;’s. Now use previous results and we are done.

]
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CHAPTER 4. LIMITING/ASYMPTOTIC DISTRIBUTIONS

Section 1. Convergence in Distribution

4.1. Definition: Let {X;}2, be a sequence of random variables and {F;(z)}2; be the
corresponding cdfs, i.e., X; has cdf Fj(x) = Pr(X; < z). Let X be the random variable with
cdf F(z) = Pr(X < z). We say X,, converges in distribution to X and write X,, —»p X
if lim,, o Fo(x) = F(x) at all points = at which F(z) is continuous. We call F' the limiting
or asymptotic distribution of X,,.

4.2. Remark: There are a few points to note in this definition.

(1). Intuitively, X,, —p X means that for large n, the distributions of X,, becomes close to
X. Thus, all functions of X,, that uniquely determines the distribution of a random
variable, such as cdf, pdf, mgf, etc., will approach that of X. Taking cdf as an example,
X,, —p X implies that for large n, F,(z) = Pr(X,, < z) =~ Pr(X <n) = F(z).

(2). However, convergence in distribution does not mean that the value of X,, will converge
to the value of X. See Example 4.3.

(3). Note in the definition above, we only care about points where F'(x) is continuous. See
Example 4.4.

4.3. Example: Let W ~ Bernoulli(1/2), X =1 —-W and X,, = W for alln =1,2,...
Here, X,, —p X (indeed, both are Bernoulli(1/2) random variables) but do we have X,, ~ X7
No! We always X,, = W and X =1 — W. In particular, | X, — X| =1 for all n.

4.4. Example: Let X,, ~ Uniform(0,1/n) and X = 0 (a constant random variable).
Intuitively, the support of X,, shrinks as n — oo and eventually approaches X. Let us prove
this formally.

0 <0

0 <0
F(r)=q¢nz 0<z<l/n = lim Fn(w):ﬁ’(x):{
1 >0

n—oo
1 x>1/n

Comparing this with the cdf of X, which is

F@Z{o z <0

1 >0

we see that they do not match at = 0. In fact, F'(z) is not right continuous, so it is not even
a cdf! Luckily, in the definition of convergence in distribution, we only care about points in
R\ {0} as 0 is a point of discontinuity of F'(x). Thus, we still have lim,_,, F,,(z) = F(x)
for all z such that F' is continuous at z, so X,, —p X (which matches our intuition).
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CHAPTER 4. LIMITING/ASYMPTOTIC DISTRIBUTIONS

4.5. The following theorem is very useful in determining the limiting distribution of
random variables.

4.6. Theorem: Let b,c € R and ¢ : N — R such that lim,,_,o, ¢(n) = 0. Then

lim [1 + E + M] " = e’
n

n—o0 n

In particular, taking ¢ to be the constant zero function, we have

lim (1 + E) = e
n—oo n
Proof. Omitted. m

4.7. Example: Let X; %5 Uniform(0, 1), X1y = min{X;, ..., X, } and X(,) = max{Xy,..., X, }.
Find the asymptotic distribution of n.X(y).

Proof. Recall the following from a previous example:

0 y<0
Fow) = 1= (1-y)" 0<y<1
1 y>1

Now observe that

Fo(x) = Pr(nXn) <o)
Pr(Xa) <a/n)

(0 x/n<0
=q1l-—(1—-z/n)" 0<z/n<1
L1 x/n>1
(0 z<0
=q1—(1—-z/n)" 0<zx<n
1 r>n

\

0 z<n
l1—e® x>0

lim F,(z) = F(x) = {

n—oo

Now recall that the cdf of X ~ Exponential(1) is given by

1—e® >
Flz) = e x>0
0 r <0

Since F(z) and F(x) match at all points besides 0, we see that the asymptotic distribution
of nX(y) is Exponential(1). O
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1. CONVERGENCE IN DISTRIBUTION

4.8. Example: Let X; s Uniform(0,1), X1y = min{X;, ..., X, } and X,y = max{Xy,...

Find the asymptotic distribution of n(1 — X,)).

Proof. Recall the following from a previous example:

0 y<0
FX(n)<y): yn O<y§1
1 y>1

As before, we want to find the cdf of F,(z).
Fo(xz) =Pr(n(l = X¢y) < )
=Pr(Xun) >1—2/n)
=1- PY(X(n) < 1-— x/n)
=1-Fx,, (1 —z/n)

(

1 l—z2/n<0
=¢1-(1—-z/n)" 0<l—2/n<1
0 l—z/n>1
(0 z<0
=¢1l—(1—-z/n)" 0<zxz<n
1 T>n
~ 0 <0
lim F,(z) = F(z) = v
n—00 I—e™ >0

It follows that n(1 — X(,)) —p Exponential(1) as well.

47

7Xn}



CHAPTER 4. LIMITING/ASYMPTOTIC DISTRIBUTIONS

Section 2. Convergence in Probability

4.9. Definition: A sequence of random variables {X;}°;, converges in probability
to a random variable X, denoted X,, —, X if, for all ¢ > 0, lim,,_,. Pr(|X,, — X| > ¢) =0,
or equivalently, lim,, ., Pr(|X,, — X| <e) = 1.

4.10. Remark: Convergence in probability is a stronger form of convergence than con-
vergence in distribution, in the sense that X,, —, X = X,, —p X. The converse is false.

4.11. Example: Let W ~ Uniform(0,1), X = 0 be a constant random variable, and
B {1 0<W<1/n
" 10 otherwise
We proceed by definition. Let € > 0, observe that
Pr(| X, —X|>¢e)=Pr(X,, >¢)=Pr(X,,=1)=Pr(0 < W < 1/n)

L/n J
:/ lde = — —— 0.
0 n

4.12. Here are two useful inequalities.

4.13. Theorem (Markov Inequality): Let X be a random variable.

E(|X|*
Pr(|X| >¢) < (|k|), Vk,c > 0.
c

4.14. Theorem (Chebyshev’s Inequality): Suppose X is a random variable finite mean
w and finite variance 0. Then for any k > 0,

1
Pr(|X — pu| > ko) < =k

4.15. Example: Let {X;}°, be a series of random variables with

E[X,] =pu, Var[X,]=o2

. 2
n, im0, = 0.

n—o0

Show that X,, —, p.

Proof. Let ¢ > 0. Then,

0 <Pr(|X, —pl >¢) <

g2 g2 g2

By Squeeze Theorem,
lim Pr(|X,, —p|>¢)=0 = X,, =, .

n—o0
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3. WEAK LAw OF LARGE NUMBERS
Section 3. Weak Law of Large Numbers

4.16. Intuition: The WLLN says that the sample mean X, of iid random variables
approaches the population mean p as n — oco.

4.17. Theorem: Suppose {X;}22, are iid random variables with E[X;] = p and finite
variance Var[X;] = 0 < oco. Consider the sequence of means {X;}22, where

_ 1 <&
X, ::E;Xi.

Then X,, =, .

Proof. Fix e > 0. Using Chebyshev’s inequality to the random variable X, with mean s
and variance o2 /n, we obtain

_ ko 1
Pr IXn—uIZ—) < =
Tz 7

for all £ > 0. Set

Then

2
0 < Pr(|X, —pu >¢) < 2 "2
no

0.

By Squeeze Theorem,
lim Pr(|X, —u| >¢) =0

n—o0
as required. O
4.18. Remark: The proof of the WLLN does not actually require that the random
variables are iid, only that they all have the same mean and variance. It also does not

require knowing the distribution of these random variables.

4.19. Remark: A stronger result exists, but we won’t talk about it in this class.
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CHAPTER 4. LIMITING/ASYMPTOTIC DISTRIBUTIONS

Section 4. Central Limit Theorem

4.20. Lemma: Suppose {X;}2, are iid rvs with mgfs M;(t). Let X be a rv with mgf
M(t). If there exists an h > 0 such that

Vi€ (—h,h): lim M (t) = M(1),

n—oo

then X,, —»p X.

Proof. Recall that the mgf uniquely determines the distribution of a random variable.  [J
4.21. Lemma: Suppose {X;}2, and X are non-negative integer-valued random vari-
ables. If X,, —p X, then
lim Pr(X, <z)=Pr(X <z

n—0o0

holds for all x and in particular

lim Pr(X,, =2)=Pr(X=2) z=0,1,...

n—oo

Proof. This is like the definition of convergence in distribution but applied on non-negative
integer-valued random variables. O

4.22. Theorem: Suppose {X;}2, are #id rvs with E[X;] = p and Var[X;] = 0% < oo.
Consider the sequence of normalized random variables {Z;}32, with

X, — - 1
Zn:M, Xn:_ZXi'
o n

Then Z, —p Z ~ N(0,1).

Proof. Omitted. O

4.23. Example: We show an application of CLT. Let Xy,..., X, pS Poisson(A). Then

@ —p N(0,1).

4.24. Example: Suppose we have a sequence of random variables where X; ~ x?. Since
X2 =" X%, we can apply CLT. We know that E[X?] = 1 and Var[X?] = 2. Therefore,

\/§ —D N(O, 1)
It follows that
X —
n L N(0,1)



5. MORE LiMIT THEOREMS

Section 5. More Limit Theorems

4.25. The following two results tell us that convergence in distribution/probability be-
have quite nicely. In particular, we can substitute the limiting distribution when applying a
continuous function and add/subtract/multiply/divide limiting distributions, as long as one
sequence converges to a constant random variable. See Warning 4.28.

4.26. Theorem (Continuous Mapping): Let g(-) be a continuous function.

o If X,, =, c, then g(X,,) =, g(c).

o If X, —4 X, then g(X,) =4 9(X).

Proof. Omitted. m

4.27. Theorem (Slutsky): If X,, =4 X and Y,, —, c, then:

e X, +Y, =>4 X +ec.

° XnYn —d cX.

Xn X
o A —d (when ¢ #0).

Note that we can replace —q with —, and these results still hold.

Proof. Omitted. O]
4.28. Warning: Note that X,, —-p X and Y,, —p Y does not imply X,,+Y,, =-p X+Y!

4.29. Example: Let X,, > 0 and ¢ > 0. Then
Xn_>pc — \/Xn_>p\/E
X, =,c = X2 —c
4.30. Example: Let X,, -p X ~ N(0,1). Then
2X,+1—=p2X+1~ N(1,4)
X2 —=p X2~ i
4.31. Example: If X,, -p X ~ N(0,1) and Y,, =, ¢ # 0, then

X, +Y, =p X +c~ N(c1)
XY, —=pcX ~ N(0,c%)

X X 1
-r — ~Nl0 =
Yn_>Dc (’c2>
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CHAPTER 4. LIMITING/ASYMPTOTIC DISTRIBUTIONS
4.32. Example: Let {X;}22, be iid Poisson()\) random variables. We wish to find the
asymptotic distribution for U, = /n(X, — ) and Z, = U,/v/ X,.

Solution. First, by CLT, we have

M —D N(O, 1)

=
VA
Define g(t) = VAt which is continuous. Then by continuous mapping theorem,

U, =g (%) —p g(N(0,1)) = VX-N(0,1) = N(0, \).

Next, by WLLN, X,, —, A. Define h(t) = v/t which is continuous. Then

Vo = (X0) =, 900 = VA

Finally, by Slutsky, we have

]

4.33. Example: Let {X;}°, be iid Uniform(0,1) random variables. Define U, =
maxi<;<p X; and V,, = e~™1=Un)  Find the limiting distribution of V.

Solution. Previously, we have shown that n(1 — U,) —p Exponential(1). Define g(t) = e™?,
so that V,, = g(n(1 — U,)). Using continuous mapping theorem,

V., —p g(Exponential(1)) = e
where Y ~ Exponential(1). Let T'= e™. Using definition of cdf,
Pr(Y > —log(t)) t>0

Fr(t) =Pr(e™ <t) = {0 <0

For t > 0,

M€ Vdy  —log(t) >0 1
Pr(Yz—log(Zf)):{f_logte Y 0g()> :{t t <

1 —log(t) <0 1 t>1
It follows that

0 t<0
1 t>1

Observe this is a Uniform(0, 1) random variable. It follows that V,, —p Uniform(0,1). [
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5. MORE LiMIT THEOREMS

4.34. Example: Let {X;}3°, be iid Uniform(0,1) random variables. Define U, =
maxi<;<p X;. Find the limiting distribution of
1-0,
w, = M=)
X

n

Solution. We know the numerator converges in distribution to Exponential(1). For the
denominator, we use WLLN, which gives us

— 1
Moreover, Var[X;] = 1/12 < co. Using continuous mapping, for g(t) = t?, we have

—o — 1 1
X :g(Xn)_hD2_2:Z7é0-

n

Applying Slutsky, we have

Exponential(1)
1/4

W, —p = 4 - Exponential(1) = Exponential(4).

O

4.35. Theorem (Delta Method): Let {X;}2, be a sequence of random variables such that
an(X, —0) —p N(0,07)
with limy, o0 a, = 00 and g(z) is differentiable at x = 0 with ¢'(6) # 0. Then
an[9(Xn) = 9(0)] —=p N(0,[¢'(0)]°%).

4.36. Intuition: Using 1st order Taylor expansion,

9(Xn) = g(0) + ¢'(0) (X, — 0)
an(9(Xn) — 9(0)) = an(g'(0)(X, — 0))
For large n, a,(X, —0) ~p N(0,0?), which implies that
a,g'(0)(X, — 0) ~p N(0,0%) — ¢'(0) = N(0,0°[¢'(0)]?).

4.37. Note: We usually use this result with a,, = /n. Recall CLT states that

@ —p N(0,1).

Now by continuous mapping theorem,

Vn(X, —u) —p N(0,1) -0 = N(0,0%).
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CHAPTER 4. LIMITING/ASYMPTOTIC DISTRIBUTIONS

4.38. Example: Let {X;}22, be iid Poisson(\) random variables. Find the limiting
distribution of

Zo = i\ X0~ V).

Solution. Previously, we have \/n(X, —X) —p N(0,)). Define g(t) = Vt, so that Z, =
Vn(g9(Xy) — g(N)). Since A > 0 (required for Poisson), ¢'(\) exists and

1
') =—=#£0.
g'(\) Wi #
By the Delta method,
Zn—=p N, [dN)]?-\) = Z, —p N(0,1/4).
O

4.39. Example: Let {X;}°, be iid Exponential(f) random variables. Find the limiting
distribution of

Z, = Villog(X,) — log(6)).

Proof. By CLT and continuous mapping,

VIO ) N(0.1) = VR, = 0) > NO.2).

Define g(t) = log(t) so that
Zyn = V/n(9(Xn) — g(0)).
We have ¢'(0) = 1/0 # 0, so by delta method,
Zn —p N(0,[g'(0)) - 0*) = N(0, 1).
O]

4.40. Example: Let {X;}3°, be iid with mean 0, variance 0® < co. Approximate the
distribution of Yi

Solution. By CLT and continuous mapping,

\/ﬁ(yn — O)

g

—p N(0,1) = /nX, —p N(0,0%).

Define g(t) = t?, which exists at ¢ = 0. However, ¢’(0) = 0, so we can’t use the delta method.
Another idea: apply the squared functionto

\/ﬁ(yn — 0)

g

2

nX,
5 D [N(0,1)]* = x3.

—D N(O,l) —
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6. SUMMARY

Section 6. Summary

4.41. Let us now summarize this chapter. We first list the building blocks for determin-
ing convergence in distribution/probability, then discuss the helper results.
4.42. Note: We have two ways of showing convergence in distribution:

(1). By definition, i.e., show that F,(z) — F(x). Most likely simple limit or e limit.

(2). By CLT, when we are working with sums of iid random variables.
We have two ways of showing convergence in probability:
e By definition, i.e., Ve > 0 : Pr(|X,, — X| > ¢) — 0. Simple limit, or Markov inequality.
e By WLLN, when there are sum of iid random variables.
4.43. Note: The helper results:

e Continuous mapping theorem.
e Slutsky’s theorem.
e Delta method.
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CHAPTER 5. POINT ESTIMATION

CHAPTER 5. POINT ESTIMATION

5.1. Motivation: Suppose the random variable X has pdf f(x;#), where € is unknown
and 0 € Q) is the parameter space. A statistic, 7' = T'(X), is a function of the data X which
does not depend on any unknown parameters. A statistic 7' = T'(X) that is used to estimate
7(0), a function of 6, is called an estimator of 7(6) and an observed value of the statistic
t = t(x) is called an estimate of 7(6). We often denote an estimator of 0 as .
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1. METHOD OF MOMENTS

Section 1. Method of Moments

5.2. Note: Let Xi,..., X, be iid with pdf f(x,8), where 6 € RP. Define
)

= E[X;] = g1(0
M2 = E[Xz] = 92(9)

pp = E[XT] = g,(0)
Since we don’t have true population moments in practice, we can substitute u; by fi;, where

oS X

Hj = 0

We define the method of moments estimates (MME) of 6 to be the solution to this
system of p equations and p unknowns.

5.3. Example: Let Xq,...,X, ~ Poisson(\). We know the true population mean is
w1 = E[X;] = A\. Using MME, we derive one equation of one known:

1 n

Since A = [11 solves this equation, it is the MME of \. We look at the quality of this estimate:

e )\ is unbiased:

1 1 < 1

EZX"] = BN = JomA=
=1 =1

e ) is consistent: By WLLN, A=X, —p A

5.4. Example: Let Xi,..., X, S Uniform(0, §). We know that p; = E[X;] = 6/2. The
MME estimate 6 is given by

AIZQ — =20 =2- ZZX = ZX =2X,,.

zlzl

Again, this estimate is unbiased (easy) and consistent (continuous mapping and WLLN).

5.5. Example: As one last example, consider Xi, .. X S N(u,0?). We know that

w1 = E[X;] = p and py = E[X?] = Var[X;] + E[X;]* = 0 + p?. The MMEs are obtained by
solving fi; = p and fio = 0? + p?. Both are consistent; fi is unbiased while 62 is biased.

— 1 —
=X, (32:_2)(3_
nizl
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CHAPTER 5. POINT ESTIMATION

Section 2. Maximum Likelihood

5.6. Motivation: Let X,..., X, be iid random variables with pdf f(x;8) with 8 € €.
Let (x1,...,x,) be observe from (X1,...,X,).

5.7. Note: The likelihood function £ : 2 — [0, 00) is defined by

n

L(6;x) =[] f(x:;6).

i=1
It is important to recognize that

e The joint pdf is a function of data x, indexed by parameter 6.

e The likelihood function is a function parameter 0, indexed by data x.

The maximum likelihood method picks € that maximizes the likelihood function. We call
this # the maximum likelihood estimate (MLE) of 6. In practice, it is often easier to
maximize the log likelihood function:

£(0:x) = log £(6:) = log (H fas e>) = > log(f(@::0))

5.8. Example: Suppose X1,..., X, X Uniform(0, 8). Then
1/06 0<z<¥6
fla;0) = { /

0 otherwise

The likelihood function is given by

5(9;$):ﬁf(a:i;0):ﬁ{l/0 o>z :{9_n 0 > max; r;

paiey il L otherwise 0 otherwise

Observe the maximum happens at f = max; x;. This is thus the MLE.

5.9. Theorem (Invariance of MLE): [fé is the MLE of 6, then for any function g, g(é)
is the MLE of g(0).

5.10. Example: Let X;,..., X, i Poisson(A). Previously, we derived that MiLE = X,
How about the MLE of E[X7]? Recall that E[X7?] = Var[X,] + E[X;]* = A+ X* = A(A + 1).
By the invariant property, the MLE is simply X, (X,, + 1). How about the MLE of

A=A

— A9
0! =€ !

Pr(X; = 0)

Again, it’s just e=X».
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2. MAXIMUM LIKELIHOOD

5.11. Note: From now on, let # be a scalar. Define the score function by

d
S(@,X) = @5(9 X)
Define the information function by
d2
I1(0;x) = d92€(9 X).

Define the expected information function by

J(0) = E[1(0;%)].

5.12. Theorem (Asymptotic Normality and Consistency of MLE): Under some regu-
larity conditions, (0 — 0)[J(0)]*/? —p N(0,1) and 6§ —,, 6.

5.13. Example: Let Xy,..., X, ~ Poisson(A). Then

((\;x) = log L(\; %) (Z :1:) log A — n\ — Zlog ;)

, d D T
S(x) = Sot(x) = =51
d? DT D
I\ x) = ——d)\QE()\ X) = 2 17— )\21
- R N D S
J(\) = E[I(X; )] _E{ S5 = =1

By this theorem, we have

A= N[JW]Y?2 =5 N(0,1), AX, —, A
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