
 

A Guide for Dipping Into Your Emergency Savings 
 

This article is part of our series, COVID-19 and Your Financial Health, which addresses COVID-19 (Coronavirus), how 
it impacts your financial health, and tips to stay financially well during this pandemic. 

 

One of the best money strategies that you can have is tucking away savings that are sufficient to cover three to six 
months’ worth of expenses, coupled with long-term savings for your retirement. But what happens if you are confronting 
an emergency and need to dip into your savings? Here's what you need to know about dipping into your savings and 
ways to minimize the negative consequences of doing so. 

When You Might Need to Dip into Your Savings 

There may be various times when you might need to dip into your savings, such as when an unexpected event arises. 
Examples include: 

 When you need to repair something in your home 

 When you need vehicle repairs 

 When you have expenses that were not covered by your insurance  

 When you have an urgent or unavoidable financial need 

Certain events might also trigger the need to dip into savings, such as: 

 You suffered a job loss 

 Your income suddenly drops 

 You become disabled 

You can also dip into your savings when you have met a financial goal and need to use the funds to cover the expense, 
such as a down payment on a house. 

Strategies to Dip into Your Savings 

It is typically better for you to dip into your savings to account for unexpected expenses rather than using credit since 
the interest you will lose on your savings will typically pale into comparison to the interest your credit card company will 
charge you. However, you also want to maintain savings so that you do not wind up taking on debt. 

 

 

Some strategies to dip into your savings include: 

A Triage Approach 

If you have some unexpected expenses that you need to cover, you might need to take out just enough funds to cover 
these expenses in a way that does not jeopardize your long-term savings goals. Consider withdrawing savings in the 
following order of priority: 



 

 Emergency fund 

 General savings 

 Investment accounts 

 Retirement savings  

It is important that you repay your savings as soon as possible after tapping into your account so that you do not lose 
the benefits of compound interest and so that you can avoid taking on debt. 

A Little Over Time 

In some instances, you may have an ongoing need for more money that your current income cannot provide. For 
example, if you recently lost your job, you might need to transfer funds from your savings to your checking account to 
cover your ordinary bills and expenses. In this type of situation, you might need to set up automatic transfers from your 
savings. Once your financial situation stabilizes, you can take strides to reimburse the funds into your savings account. 

One Large Withdrawal 

In other situations, you may need to make a one-time large withdrawal from your savings, such as if you are making a 
large purchase, like buying a car or putting a down payment on a house. 

The strategy that you use will depend on the type of expense you need to cover and the consequences for dipping into 
your savings. 

Consequences for Dipping into Your Savings 

There may be a number of consequences that you may confront by dipping into your savings that you need to carefully 
consider. 

Taxes and Penalties 

You may have to pay taxes or penalties, depending on the type of withdrawal you make. Your savings account may 
charge you a fee for the transaction or for making too many transfers. For example, in the U.S., early withdrawals from 
your 401(k) or IRA can result in the assessment of ordinary income taxes and a 10% penalty. Note, however, that there 
are exceptions to this, such as if you suffer disability or a job loss, so check with your accountant or financial adviser 
first. 

Also, there may be occasional times that you can withdraw from your retirement accounts without penalty. For example, 
during the COVID-19 outbreak, the United States passed the CARES Act , which contained a provision for people to 
take out emergency expenses from their retirement accounts without penalty. 

It is important that you understand the specific rules related to your account and the potential penalties and ways to 
avoid them. For example, in Great Britain, you can make withdrawals from your SIPP account once you reach age 55 
and the first 25% you withdraw is not taxed. However, if you make a withdrawal before this age, you may incur an early 
withdrawal penalty, along with a massive tax rate of 55% on the amount that you took out of your account. 

Loss of Compound Interest 

Your savings can earn additional income. The more money you have in your account, the more interest you stand to 
gain. Your interest adds to the principal and you earn income on this income. However, once you withdraw funds, you 
lose the benefit of compound interest. 

Loss of Safety Net 



 

If you raid your emergency fund, you can also lose your safety net and be vulnerable to financial distress if you do not 
quickly reestablish the savings. 

Conclusion 

Your savings are there for you when you need them. However, be sure that you carefully consider the potential 
consequences of tapping into your savings and whether you need to make adjustments to your budget to avoid needing 
to raid your savings in the future. 
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This document is not intended to be taken as advice regarding any individual situation and should not be relied upon as such. Marsh & 
McLennan Insurance Agency LLC (MMA) and its affiliates.  MMA and its affiliates shall have no obligation to update this publication and shall 
have no liability to you or any other party arising out of this publication or any matter contained herein.  
Any statements concerning actuarial, tax, accounting or legal matters are based solely on our experience as consultants and are not to be 
relied upon as actuarial, accounting, tax or legal advice, for which you should consult professional advisors. Any modeling analytics or 
projections are subject to inherent uncertainty and the analysis could be materially affecting if any underlying assumptions, conditions, 
information or factors are inaccurate or incomplete or should change.  


