
There exist the same linkages as between 6 and i.

So after t years at the discrete spot rate, 1 accumulates to (1+ yr)'. At the spot force of
interest (or gontinuous time spot rate) it accumulates to C 

/. r

Thus yt: e 'R - I

Continuous time forward rates

Similarly the continuous time forward rat€ F1. is the force of interest equivalent to

the forward spot rate f1t

At time 0 there is an agreement tc invest 1 at time t for r years. This will accumulate
at the end of the term to F.,. -
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As before: f,., "*'t - I

As we did with the discrete rates we can consider the relationship between the spot
and forward rates by considering the accumulation of I for t years at the spot rate
followed by r years at the forward rate. Then we equate that to the accumulation of I
for t*r yeam at the relevant spot rate:
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Considering the zero coupon bond price P" we can see that Y" : -1 log P,,
n

rherefore FL.: + %t+J

Instantaneous forward rates

Ft is defrned as lim Ft.,
'?->o

, .  I
Thus Ft : tuY\
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