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for your mortgage loan. But how is your interest rate determined?

Oct. 04, 2017

If you’re like most people, you want to get the lowest interest rate that you can find

for your mortgage loan. But how is your interest rate determined?

That can be difficult to figure out for even the savviest of mortgage shoppers.
Knowing what factors determine your mortgage interest rate can help you better

prepare for the homebuying process and for negotiating your mortgage loan.
[This article first appeared on the CFPB blog.]

How much will you pay in interest on your mortgage loan?

View the infographic

Your lender knows how your interest rate gets determined, and we think you should,
too. Our Explore Interest Rates tool lets you plug in some of the factors that affect
your interest rate. You can see what rates you might expect—and how changes in

these factors may affect interest rates for different types of loans in your area.

Even saving a fraction of a percent on your interest rate can save you thousands of
dollars over the life of your mortgage loan, so it definitely pays to prepare, shop

around, and compare offers.

Armed with information, you can have confident conversations with lenders, ask
questions, and understand your loan choices. Interest rates, just like gasoline prices,
can fluctuate from day to day and from year to year. While movement in the interest
rate market is outside of your control, it makes sense—just like with gasoline prices

—to gain awareness about what’s typical. This way, you’ll have a sense of whether
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an interest rate quote you receive appears to be in the range of typical rates, or if you
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consumers with higher credit scores receive lower interest rates than consumers
with lower credit scores. Lenders use your credit scores to predict how reliable
you’ll be in paying your loan. Credit scores are calculated based on the information
in your credit report, which shows information about your credit history, including

your loans, credit cards, and payment history.

Before you start mortgage shopping, your first step should be to check your credit,
and review your credit reports for errors. If you find any errors, dispute them with
the credit reporting company. An error on your credit report can lead to a lower
score, which can prevent you from qualifying for better loan rates and terms. It can
take some time to resolve errors on your credit reports, so check your credit early in

the process.

Enter your credit score range into our Explore Interest Rates tool to get information
on the rates available to you. If you don’t know your credit scores, there are many

ways to get it.

You can also experiment with the tool to see how you might save more on your
mortgage interest rate with higher credit scores. Learn more about things you can do

to raise your credit scores.

2. Home location

Many lenders offer slightly different interest rates depending on what state you
live in. To get the most accurate rates using our Explore Interest Rates tool, you’ll
need to putin your state, and depending on your loan amount and loan type, your

county as well.

If you are looking to buy in a rural area, our Explore Interest Rates tool will help you
get a sense of rates available to you, but you’ll want to shop around with multiple

lenders, including local lenders. Different lending institutions can offer different
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loan products and rates. Regardless of whether you are looking to buy in a rural or

Hello. It looks like you’re using an ad blocker that may prevent our website from

working properly. To receive the best experience possible, please make sure any blockers

are switched off and refresh the page.

If you have any questions or need help you can email us

the amount oi your mortgage loan, too.

If you’ve already started shopping for homes, you may have an idea of the price range
of the home you hope to buy. If you’re just getting started, real estate websites can

help you get a sense of typical prices in the neighborhoods you’re interested in.

Enter different home prices and down payment information into the Explore Interest

Rates tool to see how it affects interest rates in your area.

4. Down payment

In general, alarger down payment means a lower interest rate, because lenders see
a lower level of risk when you have more stake in the property. So if you can
comfortably put 20 percent or more down, do it—you’ll usually get a lower interest

rate.

If you cannot make a down payment of 20 percent or more, lenders will usually
require you to purchase mortgage insurance, sometimes known as private mortgage
insurance (PMI). Mortgage insurance, which protects the lender in the event a
borrower stops paying their loan, adds to the overall cost of your monthly mortgage

loan payment.

As you explore potential interest rates, you may find that you could be offered a
slightly lower interest rate with a down payment just under 20 percent, compared
with one of 20 percent or higher. That’s because you’re paying mortgage insurance—

which lowers the risk for your lender.

It’s important to keep in mind the overall cost of a mortgage. The larger the down
payment, the lower the overall cost to borrow. Getting a lower interest rate can
save you money over time. But even if you find you’ll get a slightly lower interest rate

with a down payment less than 20 percent, your total cost to borrow will likely be
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greater since you'll need to make the additional monthly mortgage insurance
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The term, or duration, of your loan is how long you have to repay the loan. In
general, shorter term loans have lower interest rates and lower overall costs, but
higher monthly payments. A lot depends on the specifics—exactly how much lower
the amount you’ll pay in interest and how much higher the monthly payments could

be depends on the length of the loans you’re looking at as well as the interest rate.

Learn more about your loan term, and then try out different choices with our
Explore Interest Rates tool to see how the length and rate of your loan would affect

your interest costs.

6. Interest rate type

Interest rates come in two basic types: fixed and adjustable. Fixed interest rates don’t
change over time. Adjustable rates may have an initial fixed period, after which they

go up or down each period based on the market.

Your initial interest rate may be lower with an adjustable-rate loan than with a
fixed rate loan, but that rate might increase significantly later on. Learn more
about interest rate types and then use our Explore Interest Rates tool to see how this

choice affects interest rates.

7. Loan type

There are several broad categories of mortgage loans, such as conventional, FHA,
USDA, and VA loans. Lenders decide which products to offer, and loan types have
different eligibility requirements. Rates can be significantly different depending on
what loan type you choose. Talking to multiple lenders can help you better

understand all of the options available to you.

Learn more about the different types of mortgage loans in our Owning a Home tool.
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One more thing to consider: The trade-off between
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