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Finance Text Summary and Question 3 Solution
While borrowers will always like to access credit and repay it at the lowest interest rates, lenders have to factor in the risks likely to affect their investments for viable returns in the future. Some of the risks attached to credit facilities are inflationary rate fluctuations. If the current rates of interest charged face no form of risk on credit and lenders anticipation future increase in inflation, the effect will be passed on the risk rate and ultimately to the principal amount on the facility. This usually makes borrowing expensive discouraging credit access, lowering savings and reserve for investments. It also reduces money in circulation, as monetary policy. Since 1970, the inflationary effect on the fluctuating interest rates has been on the increase until the 1990s before again the prices started going up.
 Policy matters related to interest rates increment or decrement by the fed aim to achieve some motive. Any adjustment on the federal funds rate or the rate at which banks access excess reserves for their volume of transactions will affect interest rates charged to borrowers. This is usually possible through the issuance of treasury bills. To lower interest rates, treasury bills are bought from the public, spiking up their prices, increasing money in circulation as banks also lower interest lending rates. The opposite is true. However, such a policy move resulting in the increase in cash in circulation can have long term or short term effects on the economy if unchecked especially by increasing inflation. Fed can’t also predict what would happen in the long run.
Question 3
Injecting funds from the federal reserve during the 9/11 economic effect on banks was a sound monetary policy move. However, if the Fed hadn’t provided billions of dollars, the economic uncertainty could lead investors withholding their investments, less money disposable to banks for lending resulting to high-interest rates as the demand for cash could increase. The stock market DOW could have fallen to a new low as risk-averse investors opt for a ‘wait and see’ situation before they evaluate viable investment opportunities to make a move. This could have led to low trade volumes in the stock market, reducing spending by business and consumers as a cautionary measure to future uncertainty. Chances of low unemployment rates could have been realised as few are willing to invest a security measure to avoid losses. Many people could have stayed longer waiting to secure jobs due to low business activities. 





























































