MOOREINSIGHTS

The Impact of Interest Rates on Your Retirement Plans

Interest rates are constantly in flux, and many don't realize that this impacts their
personal finances and retirement plans in significant ways. If you have a savings
account, loans, investments, or retirement accounts, the decisions you make when
interest rates rise or fall directly affect your financial security. Here's what you need to
know.

Key Impacts on Retirement

Understanding interest rates and how they affect your finances will help you make
smarter financial decisions. Since rate changes affect everything from savings to loans
to investments, making the right moves can drastically shape your retirement.

Impact on Savings Accounts

One of the most noticeable impacts of interest rates involves savings accounts. When
you put money into a savings account, you earn interest on your funds, and the amount
you earn depends on the market. When interest rates rise, your balance grows faster.
Likewise, when rates fall, you'll earn less.

Interest rates also affect certificates of deposit (CDs) and other fixed-income
investments. When you buy a CD at a fixed rate, you earn the same amount of interest
regardless of how the market changes. This means if interest rates drop, new CDs will
have lower rates, and your CD will be more valuable and earn more. However, if rates
rise, you'll earn less as your CD will have a lower rate.

Mortgage Rates and Home Equity

Those with adjustable-rate mortgages are at the mercy of the market when it comes to
interest rates. When rates rise, monthly mortgage payments also go up, meaning you
spend more to pay off your total loan. When rates drop, you'll pay less.

If you want to use your home equity as collateral for a loan or line of credit (HELOC),
interest rates also determine what you'll pay to borrow against your home's value. With
a fixed interest rate, you'll have more predictable monthly payments, but a rise or fall in



rates can mean you'll pay more or less than the going rate. Having an adjustable rate
for a home equity loan or HELOC works the same as a mortgage, where you pay more
in interest when rates go up and more toward principal when rates fall.

For retirees, the changing rates can present both opportunities and challenges. For
example, those entering retirement may want to let their savings continue to
compound in tax-advantaged retirement accounts. If you choose to take out a home
equity loan or HELOC to delay withdrawals, a high interest rate could undermine your
plan. Likewise, a low interest rate would make it a better short-term option.

Investment Returns

The stock market also reacts to interest rate changes, which directly affect investors.
Rising rates make it more expensive for companies to borrow money, which can reduce
profits and slow growth, sending stock prices downward. On the other hand, lower
rates allow companies to get cheaper loans, which can expand operations and send
stocks soaring.

Impact on Annuities

Some retirees prefer investing in annuities to guarantee a lasting income stream in
retirement. You pay insurance companies with a lump sum up front or a series of
payments in exchange for predictable payouts over time. Once the insurance company
receives the funds, it invests them in safe assets, like bonds. If rates rise, annuities
generate higher payouts, and if rates drop, payouts decrease.

Loan Costs

For those nearing retirement with outstanding loans, rate increases or decreases make
a huge difference in their finances. Like with home equity loans, high interest rates
mean that more money goes toward interest instead of the principal, and your loan will
last longer. Lower interest rates let you pay off what you owe faster and enjoy a debt-
free retirement.

Conclusion

The rise and fall of interest rates has a ripple effect on almost every aspect of personal
finance. For retirees, paying attention to the market is especially important. Keep an
eye on interest rate changes to determine how to manage your short- and long-term
retirement goals.
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