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HOW DO INFLATION AND THE RISE IN INTEREST

RATES AFFECT MY MONEY?

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

. yesterday with 1’ i

. To control inflat PURCHASING POWER is the quantity of

. int goods and services you can buy with a certain
i ) ' s increase, with
)u can buy less
‘ore, you lose

INTEREST RATE is the ratio, usually

. expressed as a percentage per annum, of

.« the amount that a debtor has to pay to the
creditor over a given period of time to the
amount of the principal of the loan, deposit
or debt security.
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Central banks set several interest rates: (1)

the interest rate banks pay when they borrow aT:[jé html
W money from the ECB for one week (against
ri collateral) (2) the interest rate banks receive
al for depositing money with the central bank
overnight and (3) the interest rate banks pay
an decide to

w When they borrow from the ECB overnight.
Ige consumers

from spending, as borrowing money is more expensive. As
a consequence, the demand for goods and s&vices in the
economy will decrease, prices will decrease and therefore
inflation will be controlled.
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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 EU which in turn affect
inflation.

This means that inflation can affect:
e your loans;
e your savings

% financial investments;

pensions¥; .
Irance; .
r financial products you have. .

t sheet, “pensions” does not cover state pension schemes.

f What is the impact of
nt inflation on my pensions
and insurances?

Inflation may impact your
) ts (your premium),
% (your p

) " 2and your pay-
hat you earn on a financial yourpay

. ) : 1 risk will be present
ing into account inflation. . P
our retirement.

w long you have
Jour pension savings
djusted to the rate
see the sectoral
more details.

our investment will

tion rate. The real rate of
itment is calculated as:
:urn — inflation rate

f return of your financial
ir than inflation, the

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 decreas

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.



5 key steps to keep in mind to handle your
finances in a context of inflation and rising
interest rates

Know how much you are spending and on what

Inflation increases the cost of living. So, it is a good idea to check whether you need to adjust your spending.

@ Do this before making any financial decisions. It will help you better understand and plan your finances and
\ use your income efficiently. Here are a few tips to make a simple budget:
=
/\ = List all your monthly/annual income and expenses and check your bank and debit/credit card statements
from past m s which can help you create a budget.
For example ) ur country. You can also ask your bank or
For example:

financial ad )
= any regular income,

. . ) .
Do not forge T e e ) repair your car) and to have a financial

safety cushic Jsehold appliance that broke down).
= your fixed regular expenses paid monthly,

quarterly or annually such as mortgage/
Prioritise yo rent, gas/electricity bills, annual car

insurance, home insurance premiums etc.; .
/our balance and assess if you can

When you knoy
pay all your exg
your financial ¢
remaining expe
if possible. Alw.
automatic payr ® your less frequent expenses (leisure, lai you caiil.

vacations, repairs, etc.).

= your variable regular expenses (food,

transportation, medical care, recreation, _ _ _ X
education and communication, and other A balanced budget is a budget in which
goods and services; incomes are equal to costs.

Pay attention to tne aimerent rees

Many financial products such as credit cards, bank accounts and insurance life products, charge fees.
While some are unavoidable, check whether any fees can be reduced or avoided.

N

&g bank account. %
Likewise, if you have any financial investment Fee Information document (FID) and ollective
Investment in Transferable Securities (UCITs)), Statement of Fees (SoF): heaper

For example, always ask your bank about the different fees available and the exact fees that apply to your

alternatives available.
For payment accounts, your bank is obliged to

provide you with a Fee Information Document
Seek advice to adap v, should seek ac (FID) and a Statement of Fees (SoF) to allow

provide this servic:  you to compare offers from different payment

You might be wondering | r
@ services providers so as to make informed

contacting an authorised nple, to
evaluate the need to upd. Make sure the fing decisions on the payment account that best > you
- would like to end your life authorised by an E  suits your needs.
) . = The provision o !
If you are struggling with y regulated unde/ The FID is a document on fees for the most »find a
solution and potentially be Directive (MiFIC representatives services linked to a payment ~ ’ayments
and avoid arrears and for e .. account. >w loan.
Be awar ARREARS FORECLOSURE is a I The SoF is issued annu‘ally if You hold a .
remain ur process that allows le payment account and it provides a'n ovgrwew o
2 Central b e oV el O of fall the fees and char'ges for services I|nk§d this will
T |—| push up tt N [l oy to it. It shows also the interest you have paid  ments.
I_I_I_L This will prepare yout o, taking ownership ¢ © earned on the account for the period that
property. it covers.

ME PIUVIUCU VY LICUILUID, LI CUlL

intermediaries or appointed representatives.



BANKING

What does high inflation and rising interest rates mean for new loans?

High inflation and rising interest rates may S .
make your new loans more expensive and less © For example, if you want to buy something
accessible. . large, like a car, it will cost you more as car

Z//\/ . prices will be higher. And if you need a loan
Al When inflation is high, there is a significant increase * to finance your car, you will have to take outa -
/‘327 in prices of goods and services. Central banks usually * higher loan and pay more interests on it. You -
increase their interest rates to tackle inflation and ' may as well face more difficulties in obtaining -
X loan from a bank and in repaying it.
What is the relationship between high inflation and 1
high interest rates ? ? 1
&8 >» &=
One of the main goals of central banks” monetary i @ S@Ca 1
policy is to maintain price stability and therefore ensure 1
that inflation remains low, stable and predictable. For ~ “°***"° oo mooreeeecee
example, the European Central Bank targets an inflation
rate of 2% over the medium term. nterest rates for loans with fixed or
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 ble-rate loans more expensive.
central banks), central banks influence the rates
/ﬁq charged by commercial banks or other lenders to their ~ 1ent credits such as mortgages, car loans and
@\/ customers. : fixed or variable interest rates.
X

In a context of rising inflation, centralt |n cASE OF FIXED-RATE LOAN the t?rest raFe for a given

to increase the interest rates which Wi .ot rate is for instance fixed at a ill remain the same and
consumers from spending, as borrowir rate of 5%.

expensive. As a consequence, the dem

and services in the economy will decré N CASE OF VARIABLE-RATE LOAN line with interest rates

decrease a X

By rising in

banks influence notn the amount ana
people and companies can get. They ir
conditions and the level of economic a

the credit rating of the borrower and
some other considerations.

which in turn affect inflation. WU LIIT 1Eal IHILSITOL Tatc.
, - X
It you save money in the form of cash, it will neither gr  THE REAL INTEREST RATE is the cost of borrowing
B purchasing power will drop. This means that with your - money and the real return on savings that take inflation
eg:} because goods are becoming more expensive. into account. Itis calculated as:
Real interest rate = nominal interest rate — inflation rate

By contrast, if you save your money in a savings accoul

because you are supposed to receive higher interest pf the (nominal) interest rate of the savings is higher
However, the benefits of any intere: X rest rate is positive and
interests paid by your bank on your | times of e.g. zero or negative central our savings increases. If the
lower than the inflation rate so the  pank rates amid low or negative inflation  he savings is lower than
the interest rate applied for your savings  -ate is negative and the
can also be zero. savings decreases.



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

Always compare interest rates

(y 0 Compare loans by looking at the annual percentage rate of charge (APRC). This is the yearly rate
0 A) charged for a loan. It takes all fee % unt.
£§ . ANNUAL PERCENTAGE RATE . )
Keep an eye on the interest rates | options to proactively

OF CHARGE is annual yearly cost
of funds / the number of years of
the loan. In %.

Check for depositor protect

manage your savings.

@ Check that your savings are held with a bank that is authorised in the EU, as this allows you to
benefit from depositor protection of up to EUR 100 %

g You can check here whether your bank

is authorized and to which Deposit

Guarantee Scheme it is affiliated:
Assess the pros and cons of loans with fixe EUCLID- Register (europa.eu)
choose the best option for you when you-

FIXED-RATE LOANS

= A fixed-interest rate loan will most likely be more expensive and you may be tied to this interest
rate for a long period of time. However, if interest rates increase, your monthly loan instalments
will remain the same.

= The good thing is that if market interest rates fall, you have the choice to renegotiate your loan
or transfer it to another bank or another credit provider, to obtain more favourable borrowing
and repayment conditions. Just note that you need your bank’s agreement to renegotiate the
loan and you might also have to pay a fee in addition to the other expenses.

VARIABLE-RATE LOANS

= |f you to take out a variable rate loan, carefully consider how your monthly payments might be
affected by possible interest rate rises in the future.

= Ask your bank or credit provider how your monthly payments would change if interest rates were
to go up (e.g. interest rate goes f X to afford those

2
payments? Lool

Info QVER-INDEBTEDNESS

Pay particular attention to ris "'
prov  Three main causes could lead to over-

In the context of high inflation, befc Stan indebtedness: repayment
on your monthly/annual budget anc P85 a ynexpected personal or professional (where
- possible). Check your ability to repa Offe! events in your life that could have a e out loans
’ that you can repay. your negative impact on your economic
abot situations, such as illness, redundancy;,
If you think you are going to have pi or divorce; redit
provider as early as possible to look for so Ities for late

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

payments and from future restrictions in ¢

= ynrealistic assumptions about your
incomes and outgoings or of the value
of the loan you have to repay.



What does inflation mean for me as an investor?

You should take inflation into account in your investment

strategy.

Inflation reduces real returns on financial investments

and erodes your |
Inflation and rise
effects on differe
SHARES
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The general incre
of their shares or
inflation will not
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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.
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https://www.esma.europa.eu/sites/default/files/library/ESMA50-165-2438_trv_1-23_risk_monitor.pdf

®%es 3stepsyou can take to deal with the impact

oo o® ofinflation and rising interest rates on your

o0o financial investments

Pay attention to the real return of your financial investments

When comparing investment opportunities or analysing potential risks and benefits of a financial
instrument:

€ ) = always consider inflation risk and the possible effect it may have on the real value and real return
of the investment

= keep in mind that inflation risk comes in  REAL RETURN is what you earn on a financial investment
products such as: entry and exit fees anc after taking in - %
investments and check if there are cheay

The real retur For more information, have a look 2
) . . . inflation rate. at the ESMA investor corner page: 2ntis
Check or ask your financial advisor for infc p : ” -
) . calculated as: “Get ready to invest”.
+ inflation).
Ifthe NOMINa. . ccc ov v cevnir o0 youn ianiciar v eow ENES

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.

Consider diversifying your investm

Always keep in mind the core tenets of inve

= maintaining a well-diversified portfolio Chart from the ESMA TRV

= ensuring investments remain aligned wit

The chart below illustrates the nominal and real values of an

L ) ) investment in a portfolio of EUR 10,000 for 10 years.
Diversifying the types of instruments invest

counterbalance the impact of inflation. In nominal terms the investment value reached almost EUR
14,000 in 2022. When considering inflation, the real value of

Balanced portfolios including investment fur this 10-year investment was around EUR 11,600 in September

2022, decreasing from September 2021 as inflation sharply

= Shares are subject to higher risks and va |
increased.

higher expected returns, and the inflatic

= Bonds may be more directly impacted b
their price is less volatile than the price ¢~ Value of an investment of EUR 10,000

o Real value decline from last year
= |nvesting in investment funds , such as L 15,000

Securities (UCITS)), might help diversifyil
need to select individual shares or bond 14,000

and economic sectors, depending on the T

' 12,000
6 Seek advice to adapt your investm: /

11.000
c e A fi X
You should seek advice from entities thatare 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022
As authorised to provide this service.
an Nominal value Real value
i The provision of investment advice is an Y investment of EUR 10,000 in a stylised portfolio, nominal and real
Wi . . ortfolio composition based on asset weights computed using National
Investment service regU|ated Under the Il Accounts by Institutional Sectors: 36% for collective investment
A i A A 3 5, 39% for deposits, 22% for shares and 3% for debt securities. Costs,
Markets n FmanC|a| Instruments Dlrectlve id other charges_ incurred for buying, holding or selling these
(MIFlD) ||, meaning that it requires :nts are not taken into account.

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




INSURANCE/PENSIONS
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What does inflation mean for my insurance and private pension* ?

Inflation may impact your financial situation and reduce your purchasing power now and in the long term.

X

Take time to consider your options before taking important det
products (e.g.: temporarily stop paying in contributions to yout
insurance product, not renewing an insurance product or term
product early), because these decisions can also impact your fi

PURCHASING POWER is the quantity of
goods and services you can buy with a certain
amotunt of monev. When orices increase. with

th X
It is important to have an overview of the insurance policies yo & Bl A H TS AT LA 35207
P P ° 5. PRODUCT

making decisions on them. Bear in mind that the price of the ir
important factor. H. Some insurance products include an

tc investment part. This means that some of
Consider seeking help/advice. Indeed, seeking advice on youri g, the insurance premium that you pay is used
your current and future needs and the potential consequences to provide you with insurance coverage,
investment early, no adequate insurance coverage for your hor such as life insurance that will pay out if you
die. While some of the premium is invested
— infinancial markets with the aim to build up
How could inflation affect my life insurance prod _ your savings or returns.

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 I own non-life insurance products such as home or car insurance, how could
inflation impact those products?

Inflation may affect your insurance costs (your premiums), your coverage and the pay-out you receive
for a successful claim. %

COVERAGE is the protection

For example, from one year to another, your car insurance premiu ) i y due
. . provided by your insurance
to the rise in the cost of car repairs. . .
contract in the event of claim.
In some cases, inflation could have a direct impact on whetherthecol... ... .. ..., . __._.__ .y

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 rising interest rates on your
insurance products and private pensions

For all types of insurance products and private pensions, avoid taking hasty decisions

Be wary of letting a period of rising prices dictate your decisions on whether to take out essential insurance

products, such as home insurance. Sometimes, the consequence of not doing so can lead to riskier

outcomes than you might have foreseen.
So do not just compare prices, also compare covera

Keep in mind that before taking an important decisi
seeking advice from your financial advisor.

Private pensions have a long-term horizon. Keep in |
income, means less pension in the future, which me

For life insurance products and private pe

You should not look only at the short-term impact ¢
situation will change

It is important to keep in mind that a life insurance |

X

For example:

Marie is struggling financially because
inflation is high. When renewing her home
insurance, she uses a price comparison
website to switch to a new policy. She opts
for the cheapest policy without looking the
coverage and the excess. Later, Marie tries
to make a claim on the policy. She finds that
there is a high excess to be paid and the level
of coverage does not match her needs. This
means she cannot claim on her policy.

1 the

ctis

normally bought with a perspective of investing for a medium to long term period.

] = Do not take rushed decisions based only on the current rate of inflation.

= The value of some investments can fluctuate over time due to frequent changes in financial markets.
= Keep in mind that today’s value is not the tomorrow’s value.

If you approach a financial advisor for advice, bear in mind the following:

= The financial ac
interests in mir

X and professionally with your best
You should seek advice from entities that are

= The financial ac registered/authorised to provide this service.

investing more

hen buying a life insurance policy or

The provision of advice is a regulated insurance
distribution activity under the Insurance
Distribution Directive (IDD), meaning that it X
requires registration/authorisation A LIFETIME ANNUITY converts the
total amount that you have saved into

a set of regular payments (e.g., 1 000
EUR each year) made to you for the rest
of your life.

= |fyou are alrea
consider an infl
start at a much

lifetime annuity, you could also

= |fyou are advis
inflation, ask yc Before buying an insurance product, check if the

firm is a registered/authorised financial advisor:

Register of insurance intermediaries (europa.eu)

Adapt your co
EIOPA Register of Insurance Undertakings

europa.eu)

If you need to saw 1g policy, you could consider:

= Only choose th

Look around the market ant
only based on price. Check-

Increase the rate of the policy excess (this is the amount of money you agree to pay towards the overall
cost of any claim).
y ) %

Check if you are already POLICY EXCESS is the amount of solicy (including credit cards).
money you agree to pay towards the

; oviders, but be careful not to decide
overall cost of any claim.
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