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[bookmark: _GoBack]Interest is the sum of money earned after one completes servicing his or her loan. In most cases, interest rates are dependent on how the borrower is credit worthy. However, despite there being different interest rates, economists talk about interest rates in common because the rates mostly move together which is simply known as the market rate (McKinnon, 2010). Interest rates can help in capital allocation and investment within an economy in different ways. 
To start with, interest rates help in capital allocation within an economy by ensuring that a project can be profitable even on borrowed money. For example, if the interest rate is lower than the internal rate of return, a project that runs on borrowed money is guaranteed to make profits. When the interest rate low, a business is assured of a business-risk premium which exceeds the interest of the money borrowed. This assurance increases the probability of the project being profitable. In addition, interest rates can help in allocation of capital through lowering the rates to ensure manty people acquire loans and establish profit gaining projects (Wurgler, 2000). 
On the other hand, high interest rates will positively help investment within an economy. When the interest rates are high, there will be more opportunities to invest because everyone will be seeking the high returns in investment. When the interest rates are high, there will be less borrowing and high returns. The flow and circulation of funds will also be high. For example, with high interest rates even foreign nations will be interested in investing because every foreigner will also be interested in gaining such high returns on their investments. When both capital allocation and investment in boosted, the economy at large thrives (McKinnon, 2010).


References
McKinnon, R. I. (2010). Money and capital in economic development. Brookings Institution Press.
Wurgler, J. (2000). Financial markets and the allocation of capital. Journal of financial economics, 58(1), 187-214.

 
