Interest rate refers to the amount charged as a compensation for borrowing a product from a lender. There exists two major types of interest .we have nominal rate of interest and we have real interest rate. Nominal interest rate is the interest rate before taking into account inflation whereas real interest rate is the interest rate after factoring in inflation.so the difference exists in that real interest rate takes into effect inflation while nominal interest rate does not.
Example of nominal interest rate 
If you borrow $1000 at an 8% interest rate, you can expect to pay $80 in interest without taking inflation into account
[bookmark: _GoBack]Workings
8/100 *1000=$80
Example of real interest rate 
Real interest rate ≈ nominal interest rate − inflation rate.
Suppose a bank loans a person $50,000 to purchase a house at a 5% rate. The 5% rate is the nominal interest rate, not taking factoring for inflation. Assume the inflation rate is 3%. The real interest rate the borrower is paying is 2%; the real interest rate the bank is receiving is 2% which is equivalent to $2000.

Workings
Real interest rate=5%-3% =2%
Amount of interest=2/100*50000
=$1000
Between the two interest rates, the real interest is more important as far as the economy is concerned, this is because is takes into account inflation which is a major factor as far as the economy is concerned.
