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Abstract

Real interest rates shifted upwards by four or five percentage points in approximately
1980. The question is why. In this paper we review some of the more popular
explanations and point out that they are somewhat inconsistent with the facts. We
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markets. 1'he end result was that the rates offered by Ireasury securities rose to
compete with these quasi-risk-free substitutes sold by savings and loans. This added
(and, indeed, continues to add) significantly to the federal government's borrowing
costs. We calculate this increased cost under various assumptions about the effect of
the S&L crisis on real interest rates.
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