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Stochastic	Processes:	Basic	Definitions

Stochastic	process The	value	of	a	variable	changes	in	an	
uncertain	way

Discrete	vs.	continuous	time When	can	a	variable	change?
What	values	can	a	variable	take?

Markov	property Only	the	current	value	of	a	variable	is	relevant	
for	future	predictions
No	information	from	past	prices	or	path



A	Chain

9



Markov	Chain
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Markov Chain
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Observations
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Matrix	Representation
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Graph Representation
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Happy	– Sad
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Happy	– Sad	2
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Random	Walk
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Random	Walk	Continous

18



2D	Random	Walk
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MutiStep Model
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2nd Step	probabilities
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N+M step
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Equation
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Matrix	equation
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N-th transition	probabilities
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Happy	Sad	Game
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A	Chain
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Unconditional	probabilities
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Universium
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Markov	Chain
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Markov	Chain
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Markov	Chain
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