Debt and Homeownership
CHIEF INVESTMENT OFFICE | WOMEN AND FINANCIAL SECURITY SERIES

WINTER 2019

Anna Rappaport
Founder, Anna Rappaport Consulting
Nevenka Vrdoljak
Chief Investment Office

As women save for retirement, it is critical to remember that retirement savings is part of a much bigger lifetime
financial picture. Two important elements of that picture are debt and homeownership. Debt is very important
for many families and for some if not carefully managed can interfere with financial stability. Housing is the
biggest item of current expense for the vast majority of families. This article will link the topics of debt and
homeownership to retirement savings. Focusing on important financial decisions made during a women’s working
years, such as whether you should pay off debt or save for retirement, what is an acceptable level of debt, what
debt should I pay off first and how much one should spend on housing. Women need to make financial choices as
they near retirement, such as: Should I pay off my mortgage, and where should I live in retirement?

Gender debt gap: Women on average pay more for mortgages although women are better than
men at paying their mortgages.1
DURING WORKING YEARS
In working years, there are a number of key financial decisions
and choices that women typically need to make as it relates to
debt and housing.

Should I pay off debt or save for retirement?
Working age women typically need to decide whether to pay
off debt vs. save for retirement, or how much to do of each.
Women should pay off high interest debt, such as credit cards,
as quickly as possible. For example, if you are paying a high
rate of interest on your debt, say 18%, once you pay if off,
you’ve just gained 18% that you had been losing. If you think
of paying off debt as an investment, you just received an 18%
return on your investment.
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But it is also important to remember that putting off saving
for retirement until you’re debt-free could cost you the most
valuable asset you have: time. Due to compounding, even
small contributions to a 401(k) or similar retirement plan will
grow significantly (see Exhibit 1), especially if your company
matches contributions. If you can’t save enough money to
hit the annual limits, or even come close to reaching them,
you should at least consider contributing enough to get the
company match. This will allow for an instant and guaranteed
return on your investment, and you won’t feel as if you are
missing out on a benefit by not participating.
The bottom line is that while your creditors will go after you if
you fail to pay your debts, nobody is going to force you to save
for retirement.

According to the Urban Institute study “Women Are Better than Men at Paying Their Mortgages”, September 2016 which reviewed more than 60 million mortgage originations
from 2004 to 2014, single women pay higher rates than single men on average on their mortgages.
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Over time, saving a small amount each week could add up
The table below shows the impact of savings $50 each week. For
example, Olivia saves $50 each week starting at age 25; by age
35, assuming a modest annual return of 4% per year, she would
have saved $32,500. At age 45, Olivia would have saved $80,500
and by age 65 when she retires she would have saved $256,900.

Exhibit 2: What is an acceptable amount of debt?
Total Debt

Annual Income

$17,500

26.9%
Debt to Income Ratio

Exhibit 1: The impact of saving $50 per week

10 YEARS
20 YEARS
30 YEARS
40 YEARS

4%

$32,500

8%

$40,700

4%

$80,500

$65,000

8% $128,500

Source: Chief Investment Office. For illustrative purposes only.

4% $151,700

One way to avoid getting too deeply into debt is to set aside
some money to cover emergencies, like a major illness, car
or home repairs or a job loss. It is recommend that you have
enough to cover 3 to 6 months of everyday expenses. Use part
of each paycheck to build an emergency fund. Keep in mind
also that some financial emergencies can be anticipated and
planned for with different types of insurance.

8% $318,100
4% $256,900
8% $727,400

Source: Calculations by Chief Investment Office. For hypothetical purposes only.

What is an acceptable amount of debt?

Which debts should I pay off first?

A variety of lending metrics can help you determine whether
your overall debt level is appropriate. Below is a commonly
used measure:2

It is important to distinguish between “good” and “bad” debt.
Money you borrow for a home or an education is considered
“good” debt. That’s because these items can help boost your
financial position. In addition, some home and student loan
debt may be tax-deductible. There’s no need to put pressure
on yourself to repay those loans as long as you can continue
making regular installment payments. “Bad” debt, on the other
hand, includes anything that doesn’t improve your financial
position. “Bad” debt is usually in the form of credit card debt
or a personal bank loan.

Debt-to-Income (DI) ratio, the ratio of debt payments to
total income, is calculated by lenders to determine whether a
potential borrower can bear additional debt.

DI =

(

)

Annual mortgage payments + annual student loan payments + annual credit card payments
Gross Family Income

Lenders generally consider a result less than 36% indicative of
an acceptable level of risk for homeowners.3
Consider Jane, a working professional with a monthly mortgage
payment of $1,000 (annual payment of $12,000), annual student
loan payment of $3,000, annual credit card payments totaling
$2,500, and a gross family income of $65,000. This would give
her a Debt-to-Income ratio (DI) of 26.9% (= $17,500÷$65,000).
Based on the benchmark of 36%, Jane appears to be carrying an
acceptable amount of debt.
2

3

You should typically tackle bad debt first. Student loans can
generally come second. These loans, especially federal loans,
have lower rates than most other types of consumer debt,
and you may be able to deduct up to $2,500 of the interest.
To free up more for retirement, consider paying the minimum
required each month under the terms of your loan.

A variety of additional metrics can be considered. For further discussion, refer to
Shawn Brayman, “Introducing the ‘Debt Policy Statement.’” Journal of Financial
Planning, Vol. 24, No. 4, April 2011.
Source: Consumer Financial Protection Bureau, “Your Money, Your Goals.” September 2018.
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Paying off debt sooner rather than later
Sarah has a credit card balance of $3,000 and the interest on
the card is 15%; it takes nearly 26 years to pay off the balance if
she pays only the minimum of 2%, with $4,457 paid in interest.
But it takes less than 1.5 years to retire the debt if Sarah can
pay $200 each month.

Paying $200 a month

3,000
2,500
Balance ($)

Monthly housing expense =

(

gross monthly
income x 28
100

)

Consider Sue, her annual income is $60,000, or $5,000 per
month; 28% of that monthly income comes out to about $1,400.
That means Sue could spend $1,400 on a mortgage. Remember,
28% is the top of the spectrum when it comes to how much of
her monthly income she should spend on her mortgage. Paying
less means a smaller strain on Sue’s budget.

Exhibit 3: Paying off debt sooner rather than later
Minimum payment

gross monthly income by 28, then divide that by 100. The
answer is 28% of your monthly income.

2,000
1,500

Exhibit 4: How much can I spend on housing?

1,000

Monthly Debt

Gross Monthly Income

500
0

0

24

48

72

96

120

144

168

192

216

240

264

288

312

$1,400

28%
Housing Debt Ratio

Payment time in months

Source: Calculations by Chief Investment Office. For illustrative purpose only.

It is important to have a plan in place to pay back “good” or
“bad” debt and to stick to the plan. The scale of outstanding
student loans and an increasing share of borrowers who fail
to repay mean that many Americans have become aware of
student debt as a challenge for individuals. But many do not
think of student debt as a women’s issue despite the fact that
women represented 56 percent of those enrolled in American
colleges and universities in the fall of 2016. A recent American
Association of University of Women (AAUW) report4 reveals that
women take on larger student loans than do men. As a result,
women hold nearly two-thirds of the outstanding student debt.

How much money can I spend on housing?
Buying a house is a significant decision for many households
and for many one of the largest financial transactions one
will ever make. Some people buy houses thinking that their
earnings are likely to rise and that the house value will
probably go up. There is uncertainty on both of these points.
Women should remember how important it is to save for
retirement, and include retirement savings in their budget
calculations when they decide how much they can afford to
spend on a house.
You can use 28% as your rule of thumb when making a budget
for buying a home. Here’s an easy formula: Multiply your
4

American Association of University Women “Deeper in Debt: Women and Student
Loans”, May 2017.
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$5,000

Source: Chief Investment Office. For illustrative purposes only.

Owning a house or condominium also probably increases
the need for an emergency fund since there are a number of
uncertainties involved. Repairs are always a part of the picture
and some are major, and special assessments are part of the
picture in condominiums. Taxes may also go up if the local
community needs more money.
On the positive side, taxpayers who itemize deductions can
usually deduct home mortgage interest and real-estate taxes.
You may be able to use your home as a source of income in
the future by trading down to a less-expensive home, perhaps
by moving to a lower-cost area, or by tapping into your home
equity through a loan or a reverse mortgage.

Should I upscale my house versus. save more
for retirement?
This is a combination of a lifestyle choice and of priorities. If
you’re on target to have adequate resources in retirement, there
is no problem upscaling the house. But if you’re behind target for
retirement, it is probably better to save more for retirement and
put off home improvements. It is also depends on how necessary
they are.
3

Where should I live in retirement?
TIPS

• Maintain a good credit rating. Paying attention to credit
rating will help keep your options open
• Don’t get involved with expensive payday loans—paying
these off should be a priority; they are extremely
expensive. Credit card debt is also very expensive and
paying it off should be a priority
• Be sure to maintain an emergency fund
• Carefully evaluate the need, the terms and the plan for
repaying the money before borrowing money
• Don’t spend too much—and particularly not on housing
• Married women (and partners of single persons) should
be very careful about co-signing loans and about how
they are structured. Many people have found themselves
liable for a partner’s debt after a relationship has ended.

NEARING RETIREMENT
As you near retirement, there are a number of choices
regarding debt and housing that need to be made.

Should I pay off my mortgage before I retire?

Housing is one of the largest expenses people have in
retirement. Where to live in retirement can be a lifestyle
decision, a financial decision or a health care decision. Many
people assume that once they retire, they will downsize their
home. However, a study conducted by Age Wave inconjunction
with Merrill Lynch showed pre-retirees who expect to
downsize when they retire may be surprised to learn that half
(49%) of retirees didn’t downsize in their last move. In fact,
three in ten upsized into a larger home.7
Many retirees can “age in place.” Others find their homes have
become unaffordable, too difficult to maintain, or unsuited
to increasing physical or cognitive limitations. Of those who
must move, many prefer to remain in the communities they
know, while others, often after a great deal of planning, opt to
move elsewhere—to live in a warmer climate, to be near their
kids, to experience something new or to address other goals
and purposes.
It is best to think about retirement housing well before the
need to move arises. After all, it can take a long time to sell
a house, and values can go down as well as up. In addition,
housing decisions, once acted upon, are likely to be difficult
and costly to change.8

Although it remains the goal of many households to repay
their mortgage by the time they retire, an increasing portion
of the population now enters retirement with a mortgage.
At the same time, households are increasingly likely to hold
substantial amounts of financial assets, as a result of the
growth of 401(k) and similar plans. Among households aged
55 to 64 in 2016, 49 percent had a mortgage.5

TIPS

• Evaluate where you are on the path to an
adequate retirement
• Adjust your saving rate so you can meet retirement goals
• If you are a homeowner, figure out when your mortgage
will be paid off. If it is after your planned retirement date,
determine whether you should accelerate payments

Analysis by the Center for Retirement Research at Boston
College indicates that retired households are, in theory, better
off repaying their mortgage. In addition to their conclusion,
there is also a very practical argument against borrowing
to invest. If a household with a mortgage mismanages
its investments, or overestimates the rate at which it can
decumulate those investments, it risks losing the house, its
only remaining asset. One argument that is sometimes cited
in favor of not repaying the mortgage is that retaining a
mortgage increases the household’s liquidity, and enables it to
better cope with sudden unexpected expenses.6

5
6

Based on the 2016 Survey of Consumer Finances, Federal Reserve Board.
For further details refer to: Webb, Anthony “Should You Carry a Mortgage into
Retirement?” Center for Retirement Research at Boston College, July 2009.
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• Evaluate debt and whether you can (and should) reduce
it and pay it off
• Consider whether you will stay in your own home or
relocate. The affordability of your home is a factor in the
decision. (Remember that there is a wide variation in
housing costs by location.)
• Evaluate whether you can afford to retire at
planned time

7
8

Age Wave, “Home in Retirement: New Freedom, New Choices” 2015.
For a more detailed discussion of this topic refer to: Society of Actuaries: Managing
Retirement Decisions Brief: “Where to Live in Retirement”, 2017
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IN CONCLUSION

RESOURCES

Women face many financial decisions and choices surrounding
debt and homeownership in their working years and as they
near retirement. Although not always apparent, many of
these decisions will influence their ability to achieve longterm financial and retirement security. It is important women
not neglect retirement savings when taking on debt and
deciding how much debt to take on or purchasing a home
or deciding where to live in retirement. Keeping debt and
housing expenses to affordable levels and establishing a debt
repayment plan and sticking to it can help women achieve a
more secure retirement.

Nevenka Vrdoljak and Anil Suri “Managing Your Personal
Liabilities”, 2016 Merrill Lynch Wealth Management
Age Wave, “Home in Retirement: New Freedom, New Choices” 2015
Society of Actuaries, 2015 Retirement Risk Survey: Key
Findings and Issues: Spending and Debt
Society of Actuaries: Managing Retirement Decisions Brief:
“Where to Live in Retirement”, 2017

TOOLS TO HELP
Cost of Debt tool—w w w . merrilledge . com / guidance /tools/
cost-of-debt-calculator
Refinancing tool—w w w . merrilledge . com /guidance/tools/
home-mortgage-refinancing-calculator

Debt and Home Ownership

5

Anna Rappaport is an internationally recognized expert on
the impact of change on retirement systems and workforce
issues. Following a 28-year career with Mercer Human
Resource Consulting, Anna has established her own firm,
specializing in strategies for better retirement systems. She is
committed to improving America’s retirement systems, with
special focus on women’s retirement security.
Anna has been a leader in the planning, management, and
execution of a major research program by the actuarial
profession, focused on enhancing retirement security in
America. She is a Past President of the Society of Actuaries
(1997-98) and has chaired the Society of Actuaries Committee
on Post-Retirement Needs and Risks for more than 15 years.
Anna is a frequent speaker and contributor to business and
trade publications, and is the co-author of three books on
various retirement issues.
Anna serves on the boards of the Women’s Institute for a
Secure Retirement (WISER), and the Pension Research Council.
She is a Fellow of the Society of Actuaries, and is a member of
the American Academy of Actuaries. Anna holds a master’s in
business administration from the University of Chicago.

Debt and Home Ownership

Nevenka Vrdoljak is a Director and Senior Quantitative
Analyst within the Global Portfolio Solutions Group of
the Chief Investment Office (CIO) within Global Wealth &
Investment Management (GWIM), a division of Bank of
America Corporation. In this role, Nevenka is responsible
for asset allocation and retirement investing for Merrill
Lynch Wealth Management. She had been involved in the
development of retirement planning tools, applications
and calculators. She published in several peer-reviewed
publications such as the Journal of Wealth Management and
Journal of Retirement.
Prior to joining Bank of America, Nevenka held analytical roles
at Goldman Sachs Asset Management (London) and Deutsche
Bank Asset Management (Sydney) in the fixed income, currency
and derivatives areas.
Nevenka earned her Bachelor and Master degrees with honors
in Economics from the University of New South Wales (Sydney).
She also earned her Master degree in Mathematics of Finance
from Columbia University.

6

Chief Investment Office: Women and Financial Security Series
Winter

2019

Women and Life-Defining Financial Decisions

Rappaport/Vrdoljak

Winter

2019

The Family and Financial Security

Rappaport/Vrdoljak

Winter

2019

Financial Security for the Caregiver

Rappaport/Vrdoljak

Winter

2019

Managing Your Career

Rappaport/Vrdoljak

Winter

2019

Debt and Homeownership

Rappaport/Vrdoljak

Winter

2019

Financial Decisions Near Retirement

Rappaport/Vrdoljak

IMPORTANT DISCLOSURES
This material was prepared by the Chief Investment Office (CIO) and is not a publication of BofA Merrill Lynch Global Research. The views expressed are those of the CIO only and are
subject to change. This information should not be construed as investment advice. It is presented for information purposes only and is not intended to be either a specific offer by
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management solutions for GWIM clients, is part of the Investment Solutions Group (ISG) of GWIM.
Neither Merrill Lynch, U.S. Trust nor any of their affiliates or advisors provide legal, tax or accounting advice. You should consult your legal and/or tax advisors before making any
financial decisions.
Investing involves risk, including the possible loss of principal. Past performance is no guarantee of future results.
Asset allocation, diversification and rebalancing do not ensure a profit or protect against loss in declining markets.
No investment program is risk-free, and a systematic investing plan does not ensure a profit or protect against a loss in declining markets. Any investment plan should be subject to
periodic review for changes in your individual circumstances, including changes in market conditions and your financial ability to continue purchases.
This material is provided for information and educational purposes only. Assumptions, opinions and estimates are as of the date of this material and are subject to change without
notice. The information contained in this material does not constitute advice on the tax consequences of making any particular investment decision. This material does not take
into account a client’s particular investment objectives, financial situation or needs and is not intended as a recommendation, offer or solicitation for the purchase or sale of any
security, financial instrument or strategy. Before acting on any recommendation, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek
professional advice.
This material does not constitute legal, accounting or other professional advice. Although it is intended to be accurate, neither the author nor any other party assumes liability for loss
or damage due to reliance on this material.
The case studies presented are hypothetical and do not reflect specific strategies we may have developed for actual clients. They are for illustrative purposes only and intended to
demonstrate the capabilities of Merrill Lynch and/or Bank of America. They are not intended to serve as investment advice since the availability and effectiveness of any strategy is
dependent upon your individual facts and circumstances. Results will vary, and no suggestion is made about how any specific solution or strategy performed in reality.
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