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10.8 The interest rate r; has a deterministic mean of 0.03 + (rg — 0.03) =98¢ and
a random component with mean zero which represents a sum of uncorrelated,
jointly normally distributed shocks. Therefore f(f 0e’¥5dB, is again distributed
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normally with variance [; 0%e!%5ds (variance of a sum = sum of variances, for
uncorrelated variables). In conclusion
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