UNIT 5
TIME VALUE OF MONEY

The time value of money (TVM) is the concept that money available at the
present time is worth more than the identical sum in the future due to its
potential earning capacity.

Reasons for time preference for money
— As we know future is never certain
and we can't determines the risk involved in future because

outflow of cash is in our hand as payment where as there is no

certainty for future cash inflows.

- In an inflationary economy, the money received

today, has more purchasing power than the money to be

received in future. In other words, a rupee today represents a

greater real purchasing power than a rupee in future.

1 = Individuals generally prefer current
consumption to future consumption.
- An investor can profitably use
the received money today to get higher return tomorrow or

after a certain period of time.



https://www.investopedia.com/terms/e/earning-potential.asp
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