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Discussion on Interest Rate and Money Supply and Demand
Interest rates are affected by an increase or decrease in money supply in the economy. This is also dependent on whether the demand remains constant or changes. An increase in money supply will lead to a decrease in the interest rates as long as the money demand remains unchanged (Cebiroglu & Unger, 2017). The financial institutions drop their interest rates in order to motivate people to borrow and make investments. A decrease in money supply, on the other hand, will lead to an increase in interest rates as long as the money demand remaining unchanged. In this case, there is a general shortage of money in the market which forces financial institutions to increase the interest rates being offered to reduce the rate of borrowing as many people will not able to meet the high interest rates.
[bookmark: _GoBack]An increase in money demand leads to a reduction in interest rates. This is the case assuming the money supply remains the same. There is an increased need for money which in turn leads to the interest falling down as people seek to utilize the funds in several investments. There is also an increase in borrowing occasioned by the lower interest rates witnessed in the country. This is opposed to when it comes to a decrease in money demand. A decrease in money demand results in an increase in interest rates (Cebiroglu & Unger, 2017). There is a reduction in the market for demand for money which in turn lead to the cost of borrowing going up as the interest rates have already plummeted. Money demand is inversely related to interest rates as an increase in demand leads to a reduction in interest rates while a decrease in money demand leads to an increase in interest rates.
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