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Question # 1

(i) Define stochastic process.

(ii) Define Markov chain?

(iii) Write the transition probabilities from the following transition probability diagram and
finally write the transition probability matrix.
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(iv) Consider state O represents that today is sunny and state 1 represents that today is
raining. Here is the sequence of data for 20 days:

{0,0,1,00,1,1,1,0,0,0,1,0,1,1,0,0,0,1, 0}

a) Considering above data calculates the transition probabilities of the Markov chain:
b) Draw the state transition diagram.
c) Write the transition probability matrix P.
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