








Problem #8: 
 
Would you rather have $500 in an account paying 6% interest compounded 
quarterly (or every 3 months) or $750 in an account paying 5.5% compounded 
annually (or every 12 months)?  Explain your reasoning. 
 

Annual Interest Rate of 6% 
 

Compounded Interest Periods Per Year Rates Per Period 
Annually 1 6% every year 

Semi-Annually 2 6% ÷ 2 = 3% every 6 months 
Quarterly 4 6% ÷ 4 = 1.5% every 3 months 
Monthly 12 6% ÷ 12 = .5% every month 

 
Using the equation y = a · bx 

x = the number of interest periods 
y = the balance at various times 

 
$500 in an account paying 6% interest 
compounded quarterly. 
 
a = 500 
b = (1 + r) = 1 + .06 = 1.015 
                            4 
 
y = 500(1.015)x 
 
Year Interest 

Periods 
Total 
Balance 

 X Y 
0 0 500 
1 4 530.68 
2 8 563.25 
5 20 673.43 
10 40 907.01 
20 80 1645.33  

$750 in an account paying 5.5% 
compounded annually. 
 
a = 750 
b = (1 + r) = 1 + .055 = 1.055 
                              1 
 
y = 750(1.055)x 

 

Year Interest 
Periods 

Total 
Balance 

 X Y 
0 0 750 
1 1 791.25 
2 2 834.77 
5 5 980.22 
10 10 1281.11 
20 20 2188.32  

 
So, in this case it is better to select the smaller annual interest rate with the larger starting 
value.  The larger interest rate, when compounded quarterly does not benefit over the 
long term. 


