EXAM FM QUESTIONS OF THE WEEK

S. Broverman, 2005

Question 2 - Week of Auqust 1

Y ou have seen the basic annuity relationships
ami - (1+1)" = sp;  and sz - v = ag

Rank the following in numerical order, from smallest to largest

30105 * (1.10)*, a30).10 * (1.05)*, $20/.05 » S20].10 *
Show by general reasoning that the ordering must always be asyou found it if .05 and .10 are
replaced by positive interest rates 7 and j with 7 < j.
Rank the following numerical order, from smallest to largest

$20/.05 v $20/.10 v » @201.05 » 420].10 -
Show by general reasoning that the ordering must always be asyou found it if .05 and .10 are
replaced by positive interest rates 7 and j with 7 < j.

The solution can be found below.



Question 2 Solution

azg) 05+ (1.10)% = 83.84 , agg g (1.05)2) = 2259 , sq5 05 = 33.07 , 855,19 = 57.27 .

Weknow that ag; - (1 + j)" = sp|; itfollowsthatif i < j then
amjj - (1+4)" < am)j - (1+ )" = sz); - Thisshowsthat azg 1 - (1.05)% < s34 -

We know that if i < j then (1 +i)k < (1 +])k for k=1,2,....Itfollowsthat Snli < Salj »
showing that sap 05 < 35,10 -

We know that if ¢ < j then v} < vl , sothat az); < am . It followsthat
Snjj = njj - (L+ )" < am;- (14 )", s0that s35 1 < aggpo5° (1.10)*.

20 20 o o
S30.05 " Vo = 492, 83510 - Vios = 21.6 , agg 05 = 12.5, agg 9 = 8.5

Similar arguments to those given above apply to these values.



