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HOW DOES HIGH INFLATION AND THE RISE IN
INTEREST RATES AFFECT MY MONEY?

. Inflation is a general increase in the price level T
. of goods and services, over a period of time. Put °
- simply, you can buy less today than you could .

higher rates to their clients.

What is the impact of inflation and
rising interest rates on my current and
future loans and savings?

When interest rates rise, the cost of the
money you borrow is higher: you may pay
higher interest rates on new loans and
potentially be able to borrow less than
before. The impact on your existing loans
may also vary depending on whether you
have a fixed-or variable-rate loan. You may
expect your savings to grow because of the
interest payments paid by your bank on your
saving accounts However, with these savings,
you will only be able to buy more than before
if the real interest rate is positive. See the

yesterday with the same amount of money.

To control inflation, central banks increase the °
interest rates they charge on loans to commercial o
banks. Commercial banks then pass on these .
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PURCHASING POWER is the quantity of
goods and services you can buy with a certain
amount of money. When prices increase, with
the same amount of money you can buy less
goods and services and, therefore, you lose
purchasing power.

Have a look at ECB inflation dashboard to
have an overview of inflation rates for the
Euro area as an example:

https://www.ecb.europa.eu/stats/

macroeconomic_and_sectoral/hicp/html/

index.en.html

increase the itiwcicaw rates wintin win uiscuulage Lunsunic s
from spending, as borrowing money is more expensive. As

a consequence, the demand for goods and services in the
economy will decrease, prices will decrease and therefore
inflation will be controlled. X

By rising interest rates when inflation is high, central banks
influence both the amount and cost of loans that people and
companies can get. They influence financing conditions and the
level of economic activity in the euro area which in turn affect

inflation.

your investments may be worth

less when you need to use them.
Inflation can affect different kinds
of financial instruments differentl

See the sectoral factsheet for

more details.

sectoral factsheet for more details.

is higher than inflation, the real interest rate
is positive and the purchasing power of your
savings increases. If the (nominal) interest
rate of the savings is lower than inflation,
the real interest rate is negative and the
purchasing power of your savings decreases.



®%ee 5keysteps to keep in mind to handle your

oo e® finances in a context of high inflation and rising

o000 interest rates

Know how much you spend and on what

Inflation increases the cost of living. So, it is a good idea to check wt X
| Do this before making any financial decisions. It will help you better For example:
\ use your income efficiently. Here are a few tips to make a simple bu = any regular income,

t%/ = List all your monthly/annual income and expenses and check yc ® any additional income;
from past months. Many websites and apps offer budgeting tool = your fixed regular expenses paid monthly,
For example, have a look at an online calculator available in yot quarterly or annually such as mortgage/
country if relevant]. You can also ask your bank or financial adv rent, gas/electricity bills, annual car
insurance, home insurance premiums etc.;
iv) your variable regular expenses (food,
transportation, medical care, recreation,

L. . education and communication, and other
Prioritise your spending and plan your budget goods and services;

= Do not forget to include occasional expenses (e.g., if you need tc
safety cushion for unpredictable expenses. (e.g., to replace a hot

When you know all your income and expenses, you can figure outy = vyour less frequent expenses (leisure,

pay all your expenses and have enough left for savings. Then, when vacations, repairs, etc.).

your financial priorities: mortgage/rent, gas/electricity, food, bills, , cic. iveay, viicen nuw yuu van pay you

remaining expenses (e.g. using more affordable alternatives) and how you can reduce them, if needed and

if possible. Always budget for your priorities first and then plan the rest of vour income. If possible, use

automatic payments for fixed expenses. Always aim to spend less tt X
For payment accounts, your bank is obliged to
provide you with a Fee Information Document
(FID) and a Statement of Fees (SoF) to allow
Many financial products such as credit cards, bank ac X
some are unavoidable, check whether any fees can bt yoy should seek advice from entities that are authorised

For example, always ask your bank about the differen  t5 provide this service.

A bank account.

Pay attention to the different fees

®

(@

Make sure the financial advisor you are dealing with is
authorised by an EU regulator to provide the services.

©

Likewise, if you have any financial investments such a

Investment in Transferable Securities (UCITs)), always
alternatives available. = The provision of investment advice is an investment

service regulated under the Markets in Financial
Instruments Directive (MiFID) Il, meaning that it

Seek advice to adapt your financial plan requires authorisation.

You might be wondering how to manage your finance Check if the firm is regulated (europa.eu)
contacting an authorised financial advisor. It can help  a The provision of advice is a regulated insurance

@ personalised approach to managing your finances. Fc distribution activity under the Insurance Distribution
and reassess the suitability of your investments; or in Directive (IDD), meaning that it requires registration/

- make sure you do not pay excessive penalty fees. authorisation. Gheck it the: X
H 1 H H AmMAPAranec " o P

If you are struggling with your loan payments, contact authorised financial ac *~~ >,
solution and potentially benefit from debt advice. This Register of insurance it FORECLOSURE is a legal
and avoid arrears and foreclosure. It could also ensur EIOPA Register of Insur

process that allows lenders
to recover the amount owed
on a defaulted loan by selling
or taking ownership of the

= For mortgages, accord
Directive advisory serv
by creditors, credit inte

Be aware that central bank interest rates |

Central banks often raise interest rates to counter hig representatives. ;
push up the interest payments you have to make. Kee property.
PN will prepare you for potential changes to your loan repayment.
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What does high inflation and rising interest X
. . What is the relationship between high inflation and

high interest rates ?
High inflation and rising interest rates may make

your new loans more expensive and less accessible QOne of the main goals of central banks’ monetary
policy is to maintain price stability and therefore ensure

/\/ When inflation is high, there is a significant increase  that inflation remains low, stable and predictable. For

(ﬁ in prices of goods and services. Central banks usually example, the European Central Bank targets an inflation
/27 increase their interest rates to tackle inflation and e 6ff 2% over the mesium e,
/\ this influences interest rates charged by commercial
banks on your loans. By adjusting the interest rates paid by banks (when

banks borrow money from the central banks) or
received by banks (when banks deposit money at
central banks), central banks influence the rates

stretch your budget. Make sure you will always have  charged by commercial banks or other lenders to their
enough money to pay your loan instalments. customers.

This means that you need to be more careful with
your money and avoid taking out loans that could

In a context of rising inflation, central banks can decide
to increase the interest rates which will discourage
consumers from spending, as borrowing money is more

What is the impact of high inflation and risi
variable interest rates?

expensive. As =~ =" m Tt Hho domeme o oo
Inflation and rising interest rates will make your vat 5.4 services ir X
e The impact of hi; . L . X
% l " Example of the impact of rising interest rates on variable-rate loans:
[% personatioansm ., example if the amount of the loan is 50 000 or100 000 euros, repayments will go up
If you have a fixe accordingly the rise in EURIBOR (e.g.1, 2 or 3 percentage points):
period of time. V X

Example: how will your monthly instalment change if yo

your instalments  for 25 years with a fixed margin of 2% and you repay it ¢ HE REAL INTEREST RATE is the cost of

borrowing money and the real return on
If you have a var savings that take inflation into account.
on the market. V INSTALMENT = Iligé;lYMENT It is calculated as: Real interest rate =
will also increase AMOUNT AMOUNT nominal interest rate — inflation rate

If the (nominal) interest rate of the

What does i Bomowinglinte} savings is higher than inflation, the real
interest rate is positive and the purchasin
) ) EUR 100 000 ioan postive P 8
Inflation might t power of your savings increases. If the
When EURIBOR rises ; ; : :
nominal) interest rate of the savings is
If By 1 percentage point, the instalment increases ........ EUR 50 ( ) . ] . g
Yyou save mone By 2 percentage points, the instalment increases ... EUR 104 lower than inflation, the real interest rate
€ purchasing powe By 3 percentage points, the instalment increases .... EUR 161 is negative and the purchasing power of
!
’ because goods a Source: The Ban  YOUT savings decreases.

By contrast, if you save your money in a savings account, In principle, you can expect your savings to grow

because you are supposed to receive higher interest payments from v X
However, the benefits of any interest rate rise in the context of high in  |n times of e.g. zero or negative central
interests paid by your bank on your savings will be high. Bear in mind 1 pank rates amid low or negative inflation
lower than the inflation rate so the real interest rate may not always b the interest rate applied for your savings

can also be zero.
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4 steps you can take to deal with the impact of
inflation and rising interest rates on your loans
and savings

ANNUAL PERCENTAGE RATE
OF CHARGE is annual yearly cost
Compare loans by looking at the annual percentage rate of charge (APRC) of funds / the number of years of
charged for a loan. It takes all fees and other additional costs into accour the loan. In %.

Always compare interest rates

Keep an eye on the interest rates on your savings and compare several options to proactively
manage your savings.

Check for depositor protection

Check that your savings are held with a bank that is authorised in tht X

benefit from depositor protection of up to EUR 100 000 per person  YoU can check here whether your bank
is authorized and to which Deposit

Guarantee Scheme it is affiliated:

EUCLID- Register (europa.eu)
Assess the pros and cons of loans with fixed versus var....._ ..
choose the best option for you when you take out a new loan

R S R

FIXED-RATE LOANS

= A fixed-interest rate loan will most likely be more expensive
rate for a long period of time. However, if interest rates incr

. ) Look at the European Standardised
will remain the same.

Information Sheet:

= The good thing is that if market interest rates fall, you have

or transfer it to another bank or another credit provider, to
and repayment conditions. Just note that you need your bat
loan and you might also have to pay a fee in addition to the

VARIABLE-RATE LOANS

= |f you to take out a variable rate loan, carefully consider hov

affected by possible interest rate rises in the future.

= Ask your bank or credit provider how your monthly paymel
to go up (e.g. interest rate goes from 2 percent to 3 percer
payments?

Pay particular attention to risks of over-indebtedr

In the context of high inflation, before you take out a loan, co
on your monthly/annual budget and whether there is a need
possible). Check your ability to repay your debt, do not borro
that you can repay.

If you think you are going to have problems repaying your loza
provider as early as possible to look for solutions. This could ¢
payments and from future restrictions in obtaining a new loa

For mortgages, your bank or your credit
provider should give you an European
standardised information sheet. It is
presented to you at the time of a mortgage
offer. It must contain key information on
your mortgage product including information
about interest rates and other costs.

OVER-INDEBTEDNESS

Three main causes could lead to over-
indebtedness:

= unexpected personal or professional
events in your life that could have a
negative impact on your economic
situations, such as illness, redundancy;,
or divorce;

= unexpected changes in the economic
environment, such as a recession or
rises in interest rates; and

= unrealistic assumptions about your
incomes and outgoings or of the value
of the loan you have to repay.
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What does inflation mean for me as an investor?

You should take inflation into account in your inve
strategy.

Inflation reduces real returns on financial investm:
and erodes your purchasing power.

Inflation and rise in interest rates can have differel
effects on different kinds of financial instruments:
SHARES

The impact of inflation and the rise of interest rz

The general increase in the prices of goods and :
of their shares on the market positively or negat
inflation will not impact the share prices of all fit

FINANCIAL INSTRUMENTS WITH FIXED COU

You may have financial instruments with fixed cc
form. You will receive:

= 3 periodic fixed payment until the date the in
= the repayment of the initial investment (normr

Inflation has an impact on these investments. At
inflationary cycles, but the purchasing power of
will buy you less in times of inflation.

FINANCIAL INSTRUMENTS WITH FLOATING
You may have financial instruments with floating
= a periodic variable payment until the date the

= the repayment of the initial investment (nomin

The value of the periodic coupon is variable, depe
to interest rates, inflation, etc.).

Inflation has an impact on the repayment received a
which will be the same during inflationary cycles, bu
purchasing power of this amount is reduced. The pe
coupon will vary and might be able to counterbalanc
(or a part) of inflation. However, it is not always the ¢

coupon rate changes will reflect the current level of i...

&

PURCHASING POWER is the quantity

X

REAL RETURN is what you earn on a financial investment
after taking into account inflation.

The real return on your investment will depend by the
inflation rate. The real rate of return on your investment is
calculated as: nominal rate of return —inflation rate.

If the nominal rate of return of your financial investments
is higher than inflation, the real return on your investment %
is positive. If the nominal rate of return of your financial
investments is lower than inflation, the real return on your
investment is negative.

Chart from the ESMA TRV

The chart below illustrates the nominal and real values of an
investment in a portfolio of EUR 10 000 for 10 years.

In nominal terms the investment value reached almost EUR
14 000 in 2022. When considering inflation, the real value of
this 10-year investment was around EUR 11 600 in September
2022, decreasing from September 2021 as inflation sharply
increased.

Value of an investment of EUR 10,000

Real value decline from last year
15,000

14,000
13,000
12,000
11,000

10,000
2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Nominal value Real value

Note:10Y investment of EUR 10,000 in a stylised portfolio, nominal and real
value. Portfolio composition based on asset weights computed using National
Financial Accounts by Institutional Sectors: 36% for collective investment
schemes, 39% for deposits, 22% for shares and 3% for debt securities. Costs,
fees and other charges incurred for buying, holding or selling these
instruments are not taken into account.

Sources: Refinitiv Datastream, Refinitiv Lipper, ECB, Eurostat, ESMA.

rates, nor that they will compensate the rate of inflation. v .

INVESTMENT FUNDS

Investing in investment funds gives access to a portfolio composed by several financial instruments. The
impact of inflation and the rise of interest rates on investment funds depends on the type of fund and the
composition of its investment portfolio: types of asset classes, activity sector, etc.



3 steps you can take to deal with the impact
of inflation and rising interest rates on your

financial investments

Pay attention to the real return of yo
When comparing investment opportunities or
instrument:

= always consider inflation risk and the possil
of the investment

= keep in mind that inflation risk comes in ad
products such as: entry and exit fees and tr
investments and check if there are cheapel

Check or ask your financial advisor for inform
+ inflation).

Consider diversifying your investmen

Always keep in mind the core tenets of investi
= maintaining a well-diversified portfolio

= ensuring investments remain aligned with»
Diversifying the types of instruments invested
counterbalance the impact of inflation.
Balanced portfolios including investment funds

= Shares are subject to higher risks and varia
higher expected returns, and the inflation ¢

= Bonds may be more directly impacted by ir
their price is less volatile than the price of ¢

= |nvesting in investment funds, such as Unc
Securities (UCITS)), might help diversifying
need to select individual shares or bonds, t
and economic sectors, depending on the c

Seek advice to adapt your investmen

REAL RETURN is what you earn on a financial investment
after taking into account inflation.

The real return on your investment will depend by the
inflation rate. The real rate of return on your investment is
calculated as: nominal rate of return — inflation rate.

If the nominal rate of return of your financial investments
is higher than inflation, the real return on your investment
is positive. If the nominal rate of return of your financial
investments is lower than inflation, the real return on your
investment is negative.

Chart from the ESMA TRV

The chart below illustrates the nominal and real values of an
investment in a portfolio of EUR 10,000 for 10 years.

In nominal terms the investment value reached almost EUR
14,000 in 2022. When considering inflation, the real value of
this 10-year investment was around EUR 11,600 in September
2022, decreasing from September 2021 as inflation sharply
increased.

Value of an investment of EUR 10,000
Real value decline from last year
15,000

14,000

13,000

12,000

11,000 /

10,000

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

Nominal value Real value

Note:10Y investment of EUR 10,000 in a stylised portfolio, nominal and real
value. Portfolio composition based on asset weights computed using National
Financial Accounts by Institutional Sectors: 36% for collective investment
schemes, 39% for deposits, 22% for shares and 3% for debt securities. Costs,
fees and other charges incurred for buying, holding or selling these
instruments are not taken into account.

Sources: Refinitiv Datastream, Refinitiv Lipper, ECB, Eurostat, ESMA.

You should seek advice from entities that are

A financial advisor can help you make more informed ¢ authorised to provide this service.

financial plan or adapt your existing one.

As an investor, if you have doubts on how inflation may
an authorised financial advisor. During inflationary peri
will evaluate the need to update your profile and reass

The provision of investment advice is an
investment service regulated under the
Markets in Financial Instruments Directive
(MIFID) Il, meaning that it requires
authorisation.

Make sure the financial advisor you are
dealing with is authorised by an EU regulator
to provide investment services

Check if the firm is regulated (europa.eu)
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What does inflation mean for my insurance and private ~~=~i~=*?3

X

PURCHASING POWER is the quantity of
goods and services you can buy with a certain
amount of money. When prices increase, with
the same amount of money you can buy less
goods and services and, therefore, you lose
purchasing power.

Inflation may impact your financial situation and reduce your pu

Take time to consider your options before taking important decis
products (e.g.: temporarily stop paying in contributions to your p
insurance product, not renewing an insurance product or termin:

product early), because these decisions can also impact your fina
Have a look at the ECB inflation dashboard

It is important to have an overview of the insurance policies you | to have an overview of inflation rates for the
making decisions on them. Bear in mind that the price of the inst  Euro area as an example:

important factor. https://www.ecb.europa.eu/stats/

macroeconomic_and sectoral/hicp/html/
index.en.html

Consider seeking help/advice. Indeed, seeking advice on your ins
your current and future needs and the potential consequences o
investment early, no adequate insurance coverage for your home,va-your savings or returns:

How could inflation affect my life insurance product or private pension?

Inflation may mean your investments are less profitable for you.

It can lead to you having less disposable income now or in the future based on the returns on your
investments and private pension.

For example, when you leave or retire, the amount you have saved in your pension pot, no matter how
long you have contributed, may not be adjusted to the rate of inflation: your purchasing power could
therefore be reduced.

If you decide to surrender your life insurance early or temporarily stop paying into a regular premium or
savings product, because of your immediate financial needs, you may have to pay penalty fees and may
have less income or savings in retirement or later in life.

If | own non-life insurance products such as home or car insurance, ho\ . X
impact those products? COV.ERAGE is thg protection
provided by your insurance

contract in the event of claim
Inflation may affect your insurance costs (your premiums), your coverage and the

a successful claim.

For example, from one year to another, your car insurance premium can significantly increase, notably due
to the rise in the cost of car repairs.

In some cases, inflation could have a direct impact on whether the compensation for any losses covered by
your policy is sufficient for your needs. Take home insurance as an example. After a claim, the pay-out from your
policy might not be sufficient to cover the cost of materials for repairs or rebuilding all or parts of your home.

N.B. In this factsheet, state pensions are not covered. Private pension refers to workplace and personal pensions.



3 steps you can take to deal with the impact
of inflation and a rising interest rates on your
insurance products and private pensions

X
For example:

For all types of insurance products and private pensi e is struggling financially because

Be wary of letting a period of rising prices dictate your decisions or inflation is high. When renewing her home
@ products, such as home insurance. Sometimes, the consequence o Nsurance, she uses a price comparison

than you might have foreseen. website to switch to a new policy. She opts
<:_40>_:> ) ) _ ~ for the cheapest policy without looking the

R_,J So do not just compare prices, also compare coverage. Find the rig coverage and the excess. Later, Marie tries
Keep in mind that before taking an important decision on your inst  to make a claim on the policy. She finds that

advice from your financial advisor. there is a high excess to be paid and the level
of coverage does not match her needs. This

Private pensions have a long-term horizon. Keep in mind that savin ) i
means. she cannot claim on her policy.

means less pension in the future, which may not match your retire

For life insurance products and private pensions, >

. ... Youshould seek advice from entities that are
You should not look only at the short-term impact of high ini ) ) . . )
, registered/authorised to provide this service.

@ situation will change
' L N . . The provision of advice is a regulated insurance
It is important to keep in mind that a life insurance policy tha

. ) ) . . distribution activity under the Insurance
normally bought with a perspective of investing for a mediun _ " i X ) )
[ Distribution Directive (IDD), meaning that it

= Do not take rushed decisions based only on the current ra  requires registration/authorisation

= The value of some investments can fluctuate over time du
Before buying an insurance product, check if the

= Keep in mind that today’s value is not the tomorrow’s valu i 0 ) respeteree e Frisree] s

If you approach a financial advisor for advice, bear in mind th Register of insurance intermediaries (europa.eu)

= The financial advisor is required by law to always act hone EIOPA Register of Insurance Undertakings

interests in mind. (europa.eu %
= The financial advisor should help you to make an informec A LIFETIME ANNUITY converts the
investing more money in an existing one. total amount that you have saved into

= |f you are already approaching retirement and considering buying a lifet @ set of regular payments (e.g., 1 000
consider an inflation-linked annuity, which will protect your annuity aga EUR each year) made to you for the rest
start at a much lower rate, but it will help you avoid any inflation risk in ~ ©f your life.

= |fyou are advised to invest in a range of different types of assets to get nigner returns ana peat tne nign
inflation, ask your financial adviser about the type of fees which you need to pay and about the risks.

Adapt your coverage for non-life products

@ If you need to save money, rather than deciding not to renew an existing policy, you could consider:

8{) = Only choose the most essential coverage.

= |ncrease the rate of the policy excess (this is the amount of money you agree to pay towards the overall
cost of any claim).

= Check if you are already covered for the same risk under a different policy (including credit cards);

Look around the market and compare quotes from different insurance providers, but be careful not to decide
only based on price. Check the types of coverage offered.

© EBA, EIOPA, ESMA, 2023 | lllustrations © Kate3155- stock.adobe.com Reproduction is authorised provided the source is acknowledged.
Luxembourg: Publications Office of the European Union, 2023 ISBN 978-92-9245-837-9 doi:10.2853/848236 DZ-09-23-050-EN-N
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