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Stochastic Interest Models

Lecture named Stochastic interest rate models has an objective
to show an understanding of simple stochastic models for investment returns.
Learning outcomes are: to describe the concept of a stochastic interest rate model
and the fundamental distinction between this and a deterministic model; to derive
algebraically, for the model in which the annual rates of return are independently and
identically distributed random variables, expressions for the mean value and the
variance of the accumulated amount of a single premium; to derive analytically, for
the model in which each year the random variable (1+ i), i is an annual interest rate,
has an independent log-normal distribution, the distribution function for the
accumulated amount of a single premium, and to extend such techniques to Value at
Risk (VaR) method, in order to model and predict the behavior of portfolio of
investments.
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