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2.1. Indexes
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2.1. Indexes

Definition 1. Index is a number used to show the value of something by 
comparing it to something else whose value is known: 

Index = scale factor x 100.

Example 4 (Share comparison). Compare the two shares regarding 
returns and risks:

Month May Jun Jul Aug Sep Oct
Share A 0.32 0.28 0.34 0.41 0.31 0.46
Share B 6.40 6.46 6.53 6.41 6.47 6.64
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2.1. Indexes
Solution. The average house prices in six years.

Year 1 2 3 4 5 6
Average house price 70 85 88 95 102 105
Annual rate of inflation 10% 7% 3.6% 2.4% 2%

Choose year 1 as the base year, the real data is following.
Year 1 2 3 4 5 6

Real price 70 77.27 74.77 77.91 81.69 82.44
So the real prices rise not much as nominal prices over six years. In Year 3, 
price even decreases.



2.2. Interest 
Figure source: Internet

https://vietnambiz.vn/phuong-phap-lai-suat-thuc-effective-interest-method-la-gi-dac-diem-va-khai-niem-lien-quan-20200505152022695.htm
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2.2. Interest

• If the interest r is compounded n time per year, then in t years we 
have nt periods. The interest for each period is r/n, so the scale factor 
is (1+ r/n). A formula to compute the future value F of present value P 
is

• If the interest r is compounded continously, then 
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2.2. Interest

• If the interest r is compounded n 
times per year, the future value 
F in t years is equivalent to the 
present value P:

• If n goes to infinity, then the 
interest r is the discount rate 
compounded continuously, and 
we get:
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2.3. Investment appraisal
Figure source: Internet

https://www.bogleheads.org/wiki/Comparing_investments


2.3. Investment appraisal



2.3. Investment appraisal



2.3. Investment appraisal



2.3. Investment appraisal




