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Capital Budget Decision
To boost the economy in times of slow economic growth, low-interest rates are put in place by the federal reserve and this encourages additional investment spending. Decreasing interest rates helps a company to increase its net present value. The net present value is the sum total of all present values. Present value is the amount of cashflow/(1+r) ^n with the initial investment deducted from this (Kim, 2020). In this case, r represents the discount rate and n is the number of time periods. The lower the interest rates the slower money grows thus this increases the present value of potential business ventures. When the present value is high businesses will readily invest in many new projects hence boosting the economy. 
When using the payback period tool for making capital budget decisions then lower interest rates allow for a shorter period of time for the business project to break even. This is good for businesses and thus entice firms to make more investments with the possibility of guaranteed returns. Moreover, when an investment has lower interest rates then this means their overall internal earning on the investment will be higher and the business venture is considered efficient and profitable (Kengatharan, 2016). A project with the highest internal rate of return should be considered for projects but this rate of return should be higher than the investor’s required rate of return. When the federal reserve lowers the interest rates in the economy then most business ventures become lucrative and profitable hence companies take part in many projects. When this happens, the economy is boosted and money flows freely within such an economy.
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