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Photo	Courtesy:	BraunS/Getty	Images	The	term	“inflation”	is	all	over	the	news	lately	and	it	won’t	be	the	last	time	we	hear	it.	Although	it	is	a	fairly	common	term,	what	exactly	does	“inflation”	mean?	And	how	does	it	relate	to	interest	rates?Ã	̈	Here,	we	will	analyze	the	meaning	of	both	terms	and	explain	the	ways	in	which	they	tend	to	go	hand	in	hand.
For	those	who	want	a	quick	introduction	to	the	economy,	we	will	also	look	at	the	causes	and	effects	of	inflation	when	it	comes	to	the	economy	as	a	whole.For	those	who	are	not	financial	experts,	macroeconomics	is	the	study	of	how	the	economy	behaves.	Inflation	and	interest	rates	are	a	bit	like	the	peanut	butter	and	jelly	of	macroeconomics,	so	to
speak.Ã©©	Photo	Courtesy:	kate_sept2004/Getty	Images	Although	inflation	and	interest	rates	are	not	the	same	thing,	they	tend	to	be	linked.	Simply	put,	inflation	refers	to	the	trend	in	the	purchasing	power	of	money	to	decrease	over	time.	With	the	rise	in	the	prices	of	goods	and	services,	the	same	amount	of	money	won’t	be	able	to	buy	as	much	as	it
once	did.Ã©©	Photo	Courtesy:	People	Images/Getty	Images	For	example,	let’s	say	you	had	34	cents	in	1920.	According	to	the	Library	of	Congress	census	records,	it	would	be	enough	to	buy	half	a	litre	of	milk.	Now,	cutting	to	2015,	that	same	34	cents	saw	its	purchasing	power	decrease	dramatically	over	time,	even	though	technically	it’s	the	same
amount	of	money.	Do	you	need	proof?	That	same	half	gallon	of	milk	costs	$	3.50.So	why	don’t	the	prices	just	stay	put?	Well,	inflation	happens	for	a	number	of	reasons,	including	the	following:Economic	growth:	When	times	are	good	and	people	have	more	money	to	spend,	companies	can	get	away	with	raising	their	prices,	because,	most	likely,	people
will	pay	those	prices.	Ã	Demand	and	Supply:	When	a	certain	product	becomes	super	popular,	more	people	will	want	to	buy	it,	so	the	company	making	it	can	pay	more,	knowing	that	there	is	Photo	Courtesy:	KTS	Design/Science	Photo	Library/Getty	Images	Government	Regulations:	Some	laws	or	tariffs	may	make	it	more	expensive	for	companies	to
produce	their	own	goods	or	import	them	from	other	countries.	To	prevent	rising	costs	from	affecting	profits,	they	pass	on	costs	to	their	customers	in	the	form	of	higher	prices.	National	Debt:	When	the	national	debt	goes	up,	the	government	must	find	a	way	to	keep	paying.	The	first	option?	Increase	corporate	taxes	on	large	companies,	which	in	turn
will	often	pass	on	the	burden	of	costs	to	their	customers.	Their	second	option	is	to	print	more	money,	which	can	often	lead	to	higher	prices	on	the	goods	simply	because	it’s	more	money	to	spend.	Both	can	lead	to	inflation.Exchange	rates:	When	the	dollar	becomes	less	to	the	value	of	money	in	other	countries,	countries,	Goods	are	more	expensive	for
retailers	to	buy,	so	prices	often	increase,	ensuring	that	the	cost	is	transferred	to	customers.	If	inflation	is	a	good	or	bad	thing	depends	on	how	quickly	it	happens	â	€	"and	from	which	part	you	are.	We	suggest	this	idea	by	looking	at	some	pros	and	cons	of	inflation.	Pros	of	inflamtionraises	The	price	of	goods	over	time.	This	applies	to	everything	from
stocks	to	property	values,	so	it's	good	for	some	types	of	investors.	The	idea	of	inflation	is	a	great	motivator	when	it	comes	to	investing	in	shares.	The	idea	here	is	that	the	value	of	the	shares	will	increase	with	inflation	more	than	it	would	be	if	they	were	put	into	a	savings	account.	You	can	encourage	spending	due	to	the	idea	that	is	at	the	most
convenient	end	to	buy	now	rather	than	later.	In	some	cases,	this	can	increase	the	economy.	Photo	Courtesy:	Ljubaphoto	/	Getty	Images	Cons	of	InflamtionPeichÃ	©	Increase	the	price	of	goods	over	time,	buyers	will	end	up	paying	more	for	anything	from	stock	to	property.	Inflation	can	be	a	bad	thing	for	investors	whose	main	participations	are	in	cash
or	bonds,	as	you	slowly	eat	at	the	value	of	their	shareholdings.	If	inflation	occurs	too	quickly,	it	can	have	a	negative	effect	on	the	economy	by	reducing	the	amount	of	money	that	people	are	able	to	spend.	This,	in	turn,	can	have	a	negative	effect	on	sales.	Interest	rates	refer	to	how	much	a	creditor	expenses	to	borrow	their	money.	The	average	interest
rate	is	a	percentage	of	the	total	amount	of	money	paid	over	a	year	and	is	often	referred	to	as	an	annual	percentage	rate	(APR).	For	a	simple	illustration,	let's	say	you	wanted	to	borrow	$	100	from	your	bank	for	a	year	at	a	10%	interest	rate.	This	means	that	it	would	be	necessary	to	repay	the	$	100	initials	more	the	interest	rate	of	10%	â	€	"or	$	10.
Photo	Courtesy:	SDI	Productions	/	Getty	Images	Interest	rates	can	also	work	oppositely	when,	rather	than	borrowing	money,	you	put	the	money	you	already	have	in	a	savings	account.	Tell,	for	example,	that	instead	of	borrowing	$	100	from	your	bank,	you	put	$	100	in	a	savings	account	with	a	.60%	Apr.	(Unfortunately,	at	the	moment,	yield	on	most
savings	accounts	tends	to	be	incredibly	low).	At	the	end	of	the	year,	you	would	have	the	first	$	100	plus	60	cents	you	have	earned	in	interest,	for	a	total	of	$	100.60.	Although	inflation	and	interest	rates	tend	to	be	strictly	related	enough,	tend	to	trend	in	opposite	ways.	In	other	words,	when	interest	rates	come	down,	inflation	tends	to	rise.	This	is	simply
because	more	people	are	able	to	borrow	money	at	a	lowest	rate,	which	translates	into	more	purchasing	power	in	the	economy	in	general.	As	a	result,	the	They	are	able	to	increase	their	prices,	knowing	that	customers	will	still	be	arranged	(and	able)	to	pay	for	their	products.	Photo	of	courtesy:	Artem	Varnitsin	/	Eyeem	/	Getty	Images	On	the	other	hand,
when	interest	rates	increases,	inflation	usually	drops.	In	this	case,	people	cannot	afford	to	borrow	more	money	and	can	they	can	I	prefer	to	save	it	if	the	interest	rates	of	bank	savings	go	up.	As	a	result,	there	is	less	money	spent,	which	forces	sellers	to	offer	lower	and	more	attractive	prices.	If	you	want	to	deepen	the	way	interest	rates	and	inflation
influence,	study	on	the	theory	of	the	amount	of	money.	In	simple	terms,	the	theory	states	that	the	most	fluid	money	that	is	available	in	the	economy,	the	more	likely	prices	will	increase.	Â	courtesy	photos:	Marko	Geber	/	Getty	Images	The	most	common	method	for	calculating	the	relationship	between	the	interest	rate	and	inflation	is	using	the	fiscade
theory,	and	in	particular	Fisher's	equation,	which	states	that:	(1	+	i)	â	=	(1	+	r)	(1	+	ï	€)	Â	or	Â	I	â	‰	r	+	ï	€	I	=	the	nominal	interest	rate	rate	rate	rate	rate	=	the	real	interest	rate	*	€	=	the	rate	of	inflation	...	as	you	could	have	imagined,	this	So	be	sure	to	take	a	look	at	this	convenient	guide	from	the	corporate	finance	institution	if	you	are	interested
in	learning	more.	Ready	to	switch	the	key	to	the	apartment	for	a	key	to	your	first	home?	A	task	you	will	have	to	add	to	your	list	of	things	to	do	is	request	a	mortgage.	Before	taking	this	step,	you	should	make	some	moves	to	ensure	you	get	the	best	possible	mortgage	rate.	A	lower	rate	indicates	a	lower	monthly	payment	and	lower	monthly	payment,	plus
money	you	will	have	for	other	goals,	such	as	paying	your	debt	or	travelling	to	exciting	places.	Take	a	look	at	the	factors	that	influence	your	mortgage	rate	and	what	you	can	do	about	them.	Before	requesting	a	mortgage,	make	sure	your	credit	score	is	as	high	as	possible.	Your	score	is	one	of	the	most	influential	factors	for	your	mortgage	interest	rate.
The	higher	your	credit	score,	the	better	your	interest	rate.	Review	your	credit	report	for	any	inaccuracies	necessary	to	contest.	Once	you	know	that	your	credit	report	is	correct,	determine	what	you	can	do	to	increase	your	score.	A	simple	way	to	increase	your	score	is	to	reduce	your	revolving	credit	usage,	such	as	credit	cards	and	credit	lines.	Keep
your	usage	at	30%	or	less	to	increase	your	score.	Surely	you	make	all	your	loan	payments	on	time,	since	late	payments	hurt	your	score.	If	you	already	have	negative	information	about	your	credit	report	(such	as	missing	payments	or	collection	accounts),	you	may	not	remove	negative	information	if	it	is	accurate.	However,	the	effects	of	information
decrease	with	time.	The	terms	of	the	mortgage	are	another	significant	factor	for	the	mortgage	rate.	A	key	factor	is	the	amount	of	the	mortgage	compared	to	the	value	of	the	house.	Generally,	the	greater	the	mortgage	relative	to	the	value	of	the	house,	the	greater	the	interest	rate.	For	example,	if	you	want	to	buy	a	house	that	costs	$with	a	5%	deposit
($10,000)	produces	a	higher	interest	rate	than	a	20%	deposit	($40,000).	You	should	weigh	the	benefits	of	making	a	bigger	payment	than	the	effect	on	your	liquid	savings.	It	could	be	wise	to	keep	money	for	savingsversus	get	a	slightly	lower	interest	rate.	mortgages	with	shorter	terms	usually	have	lower	interest	rates	than	those	with	longer	terms.	the
interest	rate	for	a	10	year	mortgage	is	typically	lower	than	the	rate	for	a	30	year	mortgage.	Variable	rate	mortgages	(arms)	tend	to	have	a	lower	initial	interest	rate	than	fixed-rate	mortgages.	However,	if	the	rate	increases,	the	payment	increases.	some	borrowers	prefer	the	stability	of	a	fixed-rate	mortgage.	the	lender	can	give	you	the	opportunity	to
pay	an	additional	fee	in	exchange	for	a	lower	interest	rate.	this	loan	fee	is	known	as	discount	points	or	simply	points.	Although	the	payment	points	increase	mortgage	costs	in	advance,	it	decreases	general	interest	expenditure	for	the	life	of	the	loan.	generally,	one	point	is	equal	to	one	percent	of	your	loan	amount.	how	much	each	point	decreases	the
interest	rate	depends	on	the	current	conditions	of	the	interest	rate	and	the	lender	terms.	to	decide	whether	it	is	a	smart	decision	to	pay	points,	you	can	use	a	computer	to	determine	when	you	will	match	the	cost	of	points	through	interest	savings.	For	example,	suppose	you're	paying	$2,000	to	decrease	the	interest	rate	by	0.25	percent.	You'd	reward
interest	savings	in	eight	years.	If	you	intend	to	stay	in	the	house	more	than	eight	years,	paying	points	will	save	you	long-term	money.	if	you	check	mortgage	rates	regularly,	you	will	notice	that	they	swing	slightly	during	the	week.	Sometimes	the	rate	can	vary	in	one	day.	there	are	some	different	factors	that	influence	mortgage	rates	and	contribute	to
these	fluctuations.	mortgage	rates	are	based	on	the	trading	value	of	mortgage	bonds	(mbs.)	a	mbs	is	a	type	of	bond,	and	these	bonds	are	exchanged	during	the	day.	If	the	question	of	mbs	is	high,	this	increases	the	question,	causing	mortgage	rates	to	fall.	when	the	question	of	mbs	falls,	this	lowers	the	trading	price,	resulting	in	higher	mortgage	rates.
mbs	prices	are	influenced	by	different	details,	including:	economic	conditions	real	estate	market	conditions	of	existing	rates	for	example,	if	a	relationship	comes	out	with	an	encouraging	economic	perspective,	this	gives	investors	hope	that	the	real	estate	market	will	continue	to	thrive	and	people	will	continue	to	demand	loans.	they	believe	that	mbs
will	be	a	profitable	investment,	increasing	the	trading	price	and	lowering	mortgage	rates.	when	you	find	a	fantastic	rate,	you	can	have	your	creditor	lock	in	the	rate	for	a	specified	duration.	the	lock	on	the	rate	is	good	for	a	declared	number	of	days,	although	mortgage	rates	go	up.	and	'common	for	rates	to	vary	slightly	in	more	banks	and	financial
institutions.	every	bank	canProcess	to	assess	the	risk.	Some	banks	can	offer	promotional	interest	rates	for	well-qualified	customers	(individuals	with	high	credit	scores).	Other	financial	institutions	give	customers	who	have	already	a	relationship	with	them	(as	a	control	or	savings	account)	a	light	rate	of	interest	rate.	Be	sure	to	shop	with	with	lenders	in
order	to	get	the	best	mortgage	rate.	When	comparing	numbers	from	different	banks,	use	the	official	loan	estimate.	This	document	breaks	all	your	mortgage	expenses	so	you	can	make	a	careful	comparison.	In	addition	to	your	mortgage	conditions	(interest	rate,	mortgage	term	and	the	type	of	mortgage	that	is	applying	to,)	gives	you	a	detailed	list	of
closing	costs	associated	with	the	loan.	Maybe	you	didn't	find	a	home	that	meets	your	needs,	or	maybe	you're	waiting	to	build	your	dream	home.	Meanwhile,	you	found	the	perfect	package	for	your	new	home.	As	the	Earth	has	no	dwelling,	you	can	not	use	a	mortgage	to	finance	the	purchase.	Instead,	you	need	a	loan.	Earth	loans	are	similar	to	a
mortgage	because	the	Earth	acts	as	a	guarantee	for	the	loan.	This	means	that	if	the	loan	is	predefined,	the	creditor	can	grab	the	earth.	Often	it	is	more	difficult	to	procure	approval	for	a	loan.	These	loans	are	riskier	for	creditors,	so	that	they	can	request	a	higher	credit	score	or	a	larger	payment.	The	term	is	also	shortest	than	typical	mortgage	terms.
Once	ready	to	build	your	home,	you	could	take	a	construction	loan	to	finance	construction	costs.	When	the	house	is	complete,	you	can	take	a	mortgage	to	replace	both	the	construction	loan	and	the	land	loan.	loan.
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