Interest Rates
Interest rates or financing rate refers to the price of using money. Interest rates can be nominal or real interest rates. Nominal interest rates do not take into consideration inflation whereas real interest rates take into consideration the impact of inflation. It’s always important to convert the rate of interest to match the compounding period when calculating the present values or future values of cash flows.
 	Interest rate is affected by many factors such as: inflation; economic growth; investment horizon and opportunity cost of capital. If inflation is expected to rise in future then nominal interest rates will have to rise to reflect the inflationary expectations and an expected decline in inflation will result to a decline in future interest rates. Growth in the economy will result to increase in interest rates and decline in the growth of the economy will lead to a decline in interest rates (Jonathan Berk, 2017). The longer the investment horizon the higher the interest rates given the high uncertainties involved and the shorter the investment horizon the lower the interest rate charged due to less risk involved. Opportunity cost of capital also influences the interest charged since investors will always compare their investments with available opportunities like the risk free rate from the US treasuries.
The relationship between interest rates and the investment horizon is what is called the yield curve. A flat yield curve shows that investors expect no change in long term and short term interest rates. A normal yield curve shows that investors expect long term interest rates to rise as compared to short term interest rates due for example due to economic growth. An inverted yield curve shows that investors expect long term interest rates to be lower than short term interest rates and is usually an indicator of impending recession in the economy.
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