ECONOMISTS ALSO ADJUST
INTEREST RATES TO
ACCOUNT FOR INFLATION, .
. g
R
&
=




THE NOMINAL IH‘I'EHST HA‘I'F
TELLS YOU THE GROWTH R

MONEY IN THE BlN'K
...BuT YouR PURCHASING POWER—
wow, My YOUR ABILITY TO BU¥ STUFF—
Sopsr D GROWS MORE SLOWLY BECAUSE OF INFLATION,

FAST!

PRICES ARE
GOING UP, TOO,
S0 YOUR MONEY
ISN'T WORTH AS
MLUCH. ..

2 AND THAT'S
WHY WE NEED TO
ADJUST FOR
INFLATION,
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THE REAL INTEREST RATE
TELLS YOU HOW MUCH YOUR
PURCHASING POWER IS GROWING,
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FOR EXAMPLE, IF THE NOMINAL

‘ ... AND INFLATION IS 3%... ‘ ‘ ...THE REAL INTEREST RATE IS ABOUT 2%,

INTEREST RATE IS 5X...
T e, ooV A FEAR FOUAL ¥ 1 pirv 3100 1o IN A TEAR YOUTL
" e S1 MoRE HAVE 77 M ORE
MoNE?,

AS WITH PRICES, INTEREST
RATES ARE USUALLY GIVEN IN
NOMINAL TERMS, .,

‘ W‘:‘.HEBMM‘,

PURCHASING
POWER.

...BUTIT'S THE REAL INTEREST RATE THAT

DRIVES ECONOMIC DECISIONS,

werooewT | WHAT MATTERS
IS PURCHASING
POWER,
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THERE'S A HANDY RULE OF
THUMB THAT RELATES NOMINAL
AND REAL INTEREST RATES,

THE NOMINAL
 INTEREST RATE. ..

3 ... MINUS THE RATE
ﬁE " OF INFLATION

... IS CLOSE TO THE
REAL INTEREST RATE,

DETALS ARE W
THE GLOSSARY,

Real = Nominal — InFlation
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