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Exercise 3.5

(i)

(ii) We first need to compute the actual probabilities pg, p1(H) and pi(T) using the
definitions of P(HH),P(HT) and P(TH).

We can now compute the remaining values of the Radon-Nikodym derivative process.

Z(H) = E[Z|wy = H] = pu(H)Zo(HH) + qu(H)Zo(HT) =

Zi(H) = E[Zlw =T]=pi1(T)2:(TH) + (T) Z,(1T) =

[\CR GV

Zy = E[Z]=poZi(H)+ qZ1(T) =1 (as by definition)

*The author can be contacted via <<firstname>>.<<lastname>>@gmail.com and
http://www.matthiasthul.com.
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As expected, these prices agree with the ones we earlier computed in exercise 1.(ii).



