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Although an interest rate increase for this year is not certain, similar to what occurred be-
tween 2012 and 2013, it is very likely. Most of the predictions I saw, were between the upper 4% 
and the mid 5% range. A key factor is the amount of mortgage back securities and longer term US 
Treasury Bonds purchased by the Federal Reserve (FR). As of the writing of this article, the respec-
tive amounts were $US 30 Billion and $US 35 Billion per month. Changes in the rate of inflation 
and unemployment will heavily influence the FR’s behavior. If inflation remains “low” and if            
unemployment is reduced, you could expect the FR to reduce the amount of their purchases,     
putting pressure on rates to go up. 
 

So, what does this mean for consumers? A rise in interest rates directly affects the loan amount 
that a person may qualify for. The table below is an illustration: 
 

Interest Rate   4.5%  5%  5.5% 
APR    4.6%  5.1%  5.6% 
Max Loan Amount  $295,600 $279,000 $263,800 

 

As shown, the same individual would qualify for more than $30,000 less if interest rates went 

from 4.5% (4.6% APR) to 5.5% (5.6% APR).  

 

Consumers can offset interest rate increases by maintaining good credit and minimizing their    

consumer debt. Higher credit scores result in lower interest rates which lead to qualifying for 

higher loan amounts.  

 

Lower debt increases the amount of additional debt that a person may take on. For example, a 

$100 a month reduction in consumer debt would increase purchasing power by almost $20,000 

at 4.5% (4.5% APR)! 
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Sellers are another group that would be negatively impacted by a rate increase. As interest 
rates  increase, the number of people that can qualify at a given price point decreases. This fact may 
slow the rate at which real estate appreciates (or not!).  
 

My prediction for this year (Drum Roll!!!) is that interest rates will end the year between, 5.25% 

(5.35% APR) and 5.5% (5.6% APR). 
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