Fixed or Variable Mortgage, Which Should
You Pick?

Buying a home is the single-largest financial commitment most people ever make. And sorting
through mortgages involves a lot of critical choices. One of these is choosing between a fixed or
variable interest rate mortgage.

True to its name, fixed-rate mortgage interest is “fixed” throughout the life of the loan. In
contrast, the interest rate on a variable-interest rate loan can change over time. The mortgage
interest rate charged by a variable loan is usually based on an index, which means payments
could move up or down, depending on prevailing interest rates.!

Fixed-rate mortgages have advantages and disadvantages. For example, rates and payments
remain constant despite the interest rate climate. But fixed-rate loans generally have higher initial
interest rates than variable-rate mortgages; the financial institution may charge more because if
rates go higher, it may lose out.

If prevailing interest rates trend lower, a fixed-rate mortgage holder may choose to refinance, and
that may involve closing costs, additional paperwork, and more.'

With variable-rate mortgages, the initial interest rates are often lower because the lender is able
to transfer some of the risk to the borrower; if prevailing rates go higher, the interest rate on the
variable mortgage may adjust upward as well. Variable-rate mortgages may allow borrowers to
take advantage of falling interest rates without refinancing.!

One of the biggest advantages variable-rate mortgages offer can be one of their biggest
disadvantages as well. Rates and payments are subject to change, and they can rise over the life
of the loan.

Should you choose a fixed or variable mortgage? Here are four broad considerations:

First, how long do you plan to stay in the home? If you plan on living in the home a short time
before selling it, you may want to consider a variable-rate mortgage. With a shorter time frame,
the loan will have less time to move up or down.

Second, what’s happening with interest rates? If interest rates are below historic averages, it may
make sense to consider a fixed rate. On the other hand, if interest rates are above historic
averages, it may make sense to consider a variable-rate loan. Then, if interest rates decline, your
interest rate may fall as well.

Third, under what conditions can the lender adjust the rate and payment? How frequently can it
be adjusted? Is there a limit on how much it can be adjusted in each period? Is there a lifetime
limit on how high the interest rate and payment can be raised?



And fourth, could you still afford your monthly payment if interest rates were to rise
significantly? How would it affect your finances if your payment were to rise to its lifetime limit
and stay there for an extended period?

For most, buying a home is a major commitment. Selecting the most appropriate mortgage may
make that long-term obligation more manageable.
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Average Interest Rate: 30-Year, Fixed-Rate Mortgages

According to the Federal Reserve Bank of St. Louis, the annual rate on the 30-year fixed-rate
mortgage was 6.63 percent (as of February 2024).

Source: FRED.StLouisFed.org, 2024. For the period between January 2003 to January 2023.
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