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For most people, getting a mortgage is the best way to afford their dream house without having to make the 

full payment all at once, especially for those who are young and do not have a significant savings. However, thoughts of 

being in debt still keep many people up at night. What if you were to receive a large cash inflow (inheritance, lottery, 

bonus from work etc.), what would you do with that money? Or, perhaps a better question is what should you do? 

Should you shorten your mortgage term? Would it be more beneficial to invest the money? Maybe you want to save it 

for a rainy day?  For those who prioritize being debt free, paying off the mortgage might sound like a good idea. But is 

it? 

 When facing the issue of whether to pay off your mortgage or invest the money, there are six variables to 

consider:  

1. The home’s current market value 

2. The mortgage interest rate 

3. The home value appreciation rate in the area 

4. Income tax rate 

5. Inflation expectations 

6. The assumed rate of investment return.  

These are all factors that can affect your final decision on what would be best for you. Although it might seem like a 

debate without a winner, the math in each scenario favors investing. 

Before jumping to the conclusion, however, the first thing to know is that everyone’s situation is different. If 

you are approaching the age of retirement, you might not want to bear debt after you retire. In this case, it might be 

best to use the money to pay off your mortgage. Furthermore, as someone who will retire within ten years, your fixed 

mortgage rate is worth a lot less than when you first started paying.  Thanks to inflation, your mortgage may be as 

cheap as it has ever been! On the contrary, if you are in your 30s, putting the money into an investment account might 

be a better idea.  Some people may think it’s a better idea to pay off the mortgage so they can invest the money they 

are saving in the future, however, due to the effects of compounding returns, investing earlier may have a better 

ultimate result.  A general rule of thumb is if your expected long-term investment return is greater than your mortgage 

rate you are better off investing the lump-sum and paying down your mortgage on its original schedule.  
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Currently, mortgage interest rates are at historical lows, making the investment return needed to out-pace the 

mortgage expense relatively low.  Through investment diversification and a long investment horizon, investing that lump-

sum windfall early can be very advantageous. 

There are many other reasons to keep your mortgage. Maintaining liquidity is important for every individual, 

especially homeowners. If you were to pay off your mortgage right away, you will have a lot of your net worth in a fixed 

asset. If you face a liquidity need, it may be difficult and potentially costly to retrieve the money that you need.  

Each individual’s combination of circumstances are unique.  At a high level, consider paying off your mortgage if 

you are a conservative investor, in a low tax bracket, with a high mortgage interest rate, and/or are approaching 

retirement. Consider investing if you are an aggressive investor, in a high tax bracket, with a low mortgage interest rate, 

and/or are younger than 50. 

As stated previously, everyone’s individual circumstances can vary greatly.  Based on individual goals, you may be 

someone who would prefer to pay off your mortgage rather than invest or vice-a-versa.  An advisor can help you weigh 

the pros and cons of each so you can make an informed decision about your next steps forward. 
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