
Home   All Journals   The Engineering Economist   List of Issues   Volume 33, Issue 4

 The IRR, NPV and the Fallacy of the Rein ....

A Journal Devoted to the Problems of Capital Investment

Volume 33, 1988 - Issue 4

The Engineering Economist 

209

Views 

50

CrossRef citations to date 

0

Altmetric

ARTICLES

The IRR, NPV and the Fallacy of the

Reinvestment Rate Assumptions
Jack R. Lohmann

Pages 303-330 | Published online: 31 May 2007

 Cite this article   https://doi.org/10.1080/00137918808966959

Related Research Data

      References  Citations   Metrics   Reprints & Permissions Read this article

ABSTRACT

The Internal Rate of Return and Net Present Value decision criteria are probably the

most well known economic decision criteria: they are also probably the most

misunderstood. The ‘reinvestment rate assumptions’ attributed by some writers are

two such misconceptions and they appear to be the result of a misunderstanding of two

fundamental principles of economic decision making: an economic decision should be

(1) based on the prospective differences in the (2) real (out-of-pocket) monetary

consequences. This paper illustrates the fallacy of the ‘reinvestment rate assumptions’

numerically, mathematically, and intuitively.
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