SUGGESTED SOLUTIONS TO DHW TEXTBOOK EXERCISES

Exercise 5.18

Choose f(T) = G- and note that

from which it follows that
fft)=v">0 and f’(t)=—0" <0.
Henceforth, by Jensen’s inequality, we have
Elap] =a, < Oy
Also, because vt =1 — 0, we have
E[T]
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To interpret these results, a life annuity is always cheaper than an annuity-certain for a period
of the expected future lifetime; a life insurance is always more expensive than a discounted
value of a dollar paid on the expected future lifetime.

PREPARED BY E.A. VALDEZ PAGE 1



