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1. OBJECTIVE OF CHAPTER 

1.1 Interest Rates

1.1 Definition

1.2 How are they determined?

1.3 Factors influencing differences between short-term and long-
term interest rates.

1.4 Factors influencing the interest rate differences between
government and corporate debt, holding maturity constant.

1.5 Applications:

! Fed policy

! If short-term rates are < long-term rates, why would firms
still want to use long-term?
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2. INTEREST RATES

2.1 DEFINITION: Price of borrowed money, for a given maturity
& borrower's risk.

2.2 DETERMINED BY Demand and & Supply for loans

Demand for loans by borrowers (firms, government, and
individuals)

Supply of loans by savers (lenders)
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