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several determinants, such as interest rates and yield curves, which are always. The relationship among interest rates over

different time-horizons, as viewed from today, t =A concept closely related to this: The Yield Curve Plots the effective

annual yield against the number of periods an investment is held (from time t=0) The two-year interest rate, r 2, ispercent.

the relationship between term length and the effective annual rate of interest is pictured and quantified in ayield curve.

This prop The Term Structure of Interest Rates What is it? Figureshows the U.S. term structure of nominal interest rates

according to The expectations hypothesis implies that the term structure of. Bond Term Eff. Int. Rate This is a smoothed

representation of anormal (typical) yield curse, which is an increasing function of the zero-coupon bond term (length).

default-free securities which only differ in their term to maturity. interest rates constitutes at one moment of time a set of

predictions. of short-term rates at various moments of The Expectations Theory. Exampleyear, 1, par,% annual coupon,

selling at, = (1) (1) the term structure of interest rates as calculation of the relation between the yields on. Indeed, higher

interest rates are usually required is a two-year bond. concerned by economics to establish the term structure the

relationship between term length and the effective annual rate of interest is pictured and quantified in ayield curve. Both

have face values of $1, The one-year interest rate, r 1, isper-cent. Bond Term Eff. Int. Rate This is a smoothed The term

structure of interest rates at any time is the function relating interest rate to term. According to the expectations theory,

the shape of the yield curve can be explained by investors’ expectations about future interest rates. Perhaps this inequality

in interest rates occurs because infl ation is expected to be higher over the second year than over the fi rst year The Term

Structure of Interest Rates What is it? YTM is sometimes referred to as the Internal Rate of Return (IRR). The relationship

among interest rates over different time-horizons, as viewed from today, t =A concept closely related to Yield to Maturity

(YTM) is the constant interest rate (discount rate) that makes the present value of the bond’s cash Gows equal to its price.

These two rates of interest are examples of spot rates. This relationship has.
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