The Impact of Interest Rates 

Interest rates show:

1. The cost of borrowing money 

2. The reward for saving money 

The impact of high interest rates:

· The cost of borrowing money increases
· Businesses pay back more on loans and overdrafts 

· Businesses total costs rise 
· Profits fall 

· Consumers’ loan and mortgage repayments are increased 

· Consumers can spend less on other goods and services
· Sales fall 
· Consumers borrow less as the cost of borrowing has increased 

· Consumers buy less of goods that require borrowing (cars, houses, etc)
· Sales of these products will fall more than other products 
The impact of low interest rates: 

· The cost of borrowing money falls 
· Businesses pay back less on loans and overdrafts 

· Businesses total costs fall
· Profits increase 

· Consumers’ loan and mortgage repayments are reduced 

· Consumers can spend more on other goods and services 
· Sales increase 

· Consumers borrow more as the cost of borrowing has fallen
· Consumers buy more of goods that require borrowing 

· Sales of these goods increase 
Businesses most affected by changes in interest rates include:

1. Businesses that sell goods that are bought on credit, e.g. sofas, washing machines, TV’s as a change I interest rates will impact how much customers have to pay back 
2. Luxury goods, e.g. holidays as people will stop buying these goods if they have less money to spend 
3. Business with high levels of borrowing as an increase in interest rates will cause a large increase in costs 
