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Problem Set 1 - Review of Probability and Statistics

Instructions: You are encouraged to solve the problems before the recitation. Additionally,
you are encouraged to work in groups. It is not mandatory to submit solutions unless
stated otherwise. However, if you would like to share your solution, I would be happy to
review it.

Problem 1 Consider a sample space {2 comprising four possible outcomes: € =
{wy, wo, w3, wyt.

Consider also the three events F, F', and G defined as follows:
E={w}, F={w,w}, G={w,wyws}

Suppose the probabilities of the events are given as:
1 5 7
- - P -
10’ (@) 10
Now, consider a fourth event H defined as: H = {w,y,w,}. Find P(H).

Solution

First note that, by additivity,

P(H) = P({wy} U{wy}) = P({ws}) + P({w,y})

Therefore, in order to compute P(H), we need to compute P({w,}) and P({w,}).
P({wy}) is found using additivity on F:

— = P(F) = P({w;} U{wy}) = P({w,}) + P({wy})

= P(E) + P({w,}) = % + P({w,})

so that



5 1 4
Pw)) =110 10

P({w,}) is found using the fact that one minus the probability of an event is equal to the
probability of its complement and the fact that {w,} = G

P(fog}) = P(G) =1~ P(G) =1 - 1= = =

As a consequence,

P(H) = P({w,}) + P({wid) = 15 + 15 = 15

Problem 2 Let E and F be two events. Let E° be a zero-probability event and P(F') =
Compute P(ENF).

1
3

Solution
E° is a zero-probability event, which means that
P(E°) =0
Furthermore, using the formula for the probability of a complement, we obtain

P(E)=1—P(E)=1-0=1

It is also true that

P(ENF) = P(E)+ P(F)— P(EUF)

1 3
=1+5—P(EUF)=7—P(EUF)

Since (F U F') D E, by monotonicity, we obtain

P(EUF) > P(E)



Since P(FE) = 1 and probabilities cannot be greater than 1, this implies

P(EUF)=1
Thus, putting pieces together, we get

P(EﬁF):%—P(EUF):%_1:%

Problem 3 A firm undertakes two projects, A and B. The probabilities of having a successful
outcome are % for project A and % for project B. What is the probability that neither of the
two projects will have a successful outcome if their outcomes are independent?

Solution

Denote by E the event “project A is successful”, by F' the event “project B is successful” and
by G the event “neither of the two projects is successful”. The event G can be expressed as

G=E°NFe

where F¢ and F'¢ are the complements of E and F. Thus, the probability that neither of the
two projects will have a successful outcome is

P(G) = P(E° N F°)
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where: in step A we have used De Morgan’s law; in step B we have used the formula for the
probability of a complement; in step C we have used the formula for the probability of a union;
in step D we have used the fact that E and F are independent.

Problem 4 An economics consulting firm has created a model to predict recessions. The
model predicts a recession with probability 80% when a recession is indeed coming and with
probability 10% when no recession is coming. The unconditional probability of falling into a
recession is 20%. If the model predicts a recession, what is the probability that a recession
will indeed come?

Solution

What we know about this problem can be formalized as follows:

8
P(rec. pred. | rec. coming) = 0

1
P(rec. pred. | rec. not coming) = 10

2
P(rec. coming) = 1

. : 2 8
P(rec. not coming) = 1 — P(rec. coming) =1 — 0= 10

The unconditional probability of predicting a recession can be derived using the law of total
probability:

P(rec. pred.) = P(rec. pred. | rec. coming)P(rec. coming)+P(rec. pred. | rec. not coming)P(rec. not coming)
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10170 710 10 100

Using Bayes’ rule we obtain:

P(rec. pred. | rec. coming)P(rec. coming)

P(rec. coming | rec. pred.) = B )
rec. pred.

015 16 100 2

_ 10 10 _

24 100 oA
100 100 24 3

Problem 5 Let X be a discrete random variable. Let its support Ry be

RX - {O, 17 27 3}

Let its probability mass function py(z) be

(D) (3) (3 ifzeRy,
px(r) =
0 itz ¢ Ry,
where
3\ 3!
x z!(3 —x)!
is a binomial coeflicient.
Calculate the probability
P(X < 3).

Solution
First note that, by additivity, we have

P(X <3)=P{X=0}U{X=1}U{X =2}

= P({X =0}) + P({X = 1}) + P({X = 2})

=px(0) + px(1) + px(2)



Therefore, in order to compute P(X < 3), we need to evaluate the probability mass function
at the three points x =0, z =1 and =z = 2:

=3 <1>°<3>3‘°_ 321 _ 2
Pxt%=1\o)\1) 4 0364 64
1
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Finally,
P(X <3) =px(0) +px(1) +px(2)

_20,21 9 63
64 64 64 64

Problem 6 Let X be an absolutely continuous random variable. Let its support Ry be

Ry =[0,1].

Let its probability density function fy(x) be

Compute



Solution

The probability that an absolutely continuous random variable takes a value in a given interval
is equal to the integral of the probability density function over that interval:

P(i < X< 2) . P(Xe BQD - I/focr)dfﬂ

1
1 1
/1/2 1/2 2 2

Problem 7 Let X be an absolutely continuous random variable with uniform distribution on
the interval [1, 3].

Its support is

Ry =[1,3]

Its probability density function is

i ifze(l,3],
fx(x) :{

0 otherwise

Compute the expected value of X.

Solution

Since X is absolutely continuous, its expected value can be computed as an integral:

F[X] = /_ o fs(x) dz

_/_;:rfx(x)dx—i-/13$fx($)d$+/3w$fx(w)dx

1 [e’e]
:/ ;r-Od:U—I—/:L‘ da:+/ z-0dx
—00 3



Compute the expected value of the random variable Z defined as follows:

Z=V2X+Y

Solution
Using the linearity of the expected value operator, we obtain

E[Z] = E[V2X + Y] = V2E[X] + E[Y]

=V2V2+1=2+1=3.

Problem 9 Let X be a discrete random variable with support

RX — {0, 1, 2, 3}

and probability mass function



i ifrxe Ry,
px(z) =
0 otherwise.
Compute its variance.
Solution
The expected value of X is
E[X]= ) apx(x)

1 1
—0-241-24+92.
4+ 4+

The expected value of X? is

1 14 7
=0--+1--4+4-—-4+9- - = — = —
+ + + 1 2
The variance of X is
) , T (3\?
Var[X| = E[X*] —E[X]* == — | =
2 2
149 5
4 4 4

Problem 10 Let X be an absolutely continuous random variable with support



Ry =0,1]

and probability density function

322 if z €10,1],
fx(@) = {

0 otherwise.

Compute its variance.

Solution

The expected value of X is

The variance of X is

3 9 48-45 3

5 16 80 80

Problem 11 Let X and Y be two random variables such that

10



Var[X] =2
CoviX,Y] =1
Compute the covariance

Cov[bX,2X + 3Y].

Solution
By exploiting the bilinearity of the covariance operator, we obtain

Cov[5X,2X + 3Y] = 5 Cov[X, 2X + 3Y]

= 10 Cov[X, X] + 15 Cov[X, Y]

=10 Var[X] + 15 Cov[X, Y]

=10-2415-1=35.
Problem 12 Let [X Y] be a random vector with support

Ryy ={[2 2,12 0L,[1 2],[0 2]}

and joint probability mass function

ifr=2andy=2
ifr=2andy=0

ifr=0andy=2

1
4
1
4
pXY(xay): i 1fleandy:2
1
4
0

otherwise

What is the conditional expectation of X given Y = 27

11



Solution

Let us compute the conditional probability mass function of X given Y = 2. The marginal
probability mass function of Y evaluated at y = 2 is

py(2) = Z Pxy (@, y) = pxy(2,2) + pxy(1,2) + pxy(0,2) = Z

{(z,y)ER xyy=2}

The support of X is

Ry =1{0,1,2}

Thus, the conditional probability mass function of X given Y = 2 is

0,2) _ 1/4 _ 1 . _
(1,2)_1/4_1 . o
() = He msa—s fr=1
leY:zx a Pxy(2,2) _ 1/4 1 fr=29
py(2) 3/4 3 HTT
0 if z ¢ Ry

The conditional expectation of X given Y = 2 is

EX Y =2]=0pxjy_2(0) + 1 pxjy_o(l) + 2 pxy_2(2)

12
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