SUGGESTED SOLUTIONS TO DHW TEXTBOOK EXERCISES

Exercise 5.4

We simply apply recursion formulas. Starting with agg = vpgo(1 + ag1), we get

Qg0 . 10.996
1+ agl N 11756

UPeo =

Extending the recursion to two years, we have agy = vpeo + v29pg(1 + ag2) so that

ago — vpeo  10.996 — (10.996/11.756)

= 0.9822004.
v2(1 + ag) (1.06)-2(11.509)

2P60 =
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