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Refinance Trends in 2020

This past year was a busy year for the mortgage market. While the economy
was in recession, record low mortgage interest rates contributed to refinance
activity reaching near record highs. Many borrowers saved thousands of
dollars by lowering their mortgage rate through refinances. This Research Note
highlights some of the key trends defining refinance mortgage activity in 2020.

Refinance volume climbs

Despite an economy rocked by the COVID-19 pandemic, mortgage market activity in 2020
increased. With mortgage rates reaching historical lows in 2020, mortgage refinancing activity
reached its highest annual total since 2003. There were an estimated $772 billion in inflation-
adjusted 2020 dollars in single-family first lien refinances in the fourth quarter 2020. For full-year
2020, there were about $2.6 trillion in inflation-adjusted refinance originations, more than double
the volume in the prior year, but still less than the $3.9 trillion in 2003

EXHIBIT 1

U.S. single-family mortgage refinance originations (2020 U.S. dollars, billions)
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1 Even not adjusted for inflation, 2003 refinance originations in nominal dollars ($2.8 trillion) exceeded 2020 ($2.6 trillion).
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According to Freddie Mac’s Primary Market Mortgage Survey, the 30-year fixed rate mortgage rate
averaged 3.1% in 2020, a decline of about 90 basis points from a year earlier. Also, in 2020 house
prices rose 11.6% on a year-over-year basis. Homeowners took advantage of record low mortgage
rates and increased homeowner equity to refinance their properties, reducing their monthly
payments and extracting equity through cash-out refinances.

Repeat refinances increased

With mortgage interest rates falling rapidly throughout the year, we saw an increase in repeat
refinances. Repeat refinances include loans that were refinanced two or more times within a
12-month period. In 2020, 10.1% of refinances were repeat refinances, up from 7.8% in 2019,
but less than the 16.6% in 2003.

EXHIBIT 2

In 2020, repeat refinances increased

Share of refinances that are under 1-year old and the prior transaction was a refinance
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Source: Freddie Mac’s fourth quarter 2020 Refinance Report.
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Repeat refinances were much more prevalent in high housing cost metro areas where the average
unpaid principal balance of mortgages is higher. In 2020, almost 20% of conventional refinances in
Los Angeles-Long Beach Anaheim, CA MSA were repeat refinances while only 3.1% of refinances

in the Dallas-Fort Worth-Arlington, TX MSA were repeat refinances (Exhibit 3).

EXHIBIT 3

Repeat refinances in 2020 by MSA
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Source: Freddie Mac 2020Q4 Refinance Report.

Note: Repeat Refinances are defined as share of refinances that are under 1-year old and the prior transaction was a refinance.
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Borrower savings from refinances

On average, borrowers who refinanced their first lien mortgage in the fourth quarter of 2020 lowered
their rate by more than 1.25 percentage points, the largest reduction since the second quarter of
2015. A year earlier, refinance borrowers lowered their rate by about 0.70 percentage points, on
average. Exhibit 4 compares the average mortgage rate of the old refinanced loan against the
average mortgage rate of the new refinance loans for each quarter from 1994 through 2020.

EXHIBIT 4

As mortgage rates fall, borrowers are paying less to refinance

Average mortgage rate on new and old loan for conventional refinances of 30-year
fixed rate mortgages
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On average, borrowers who refinanced their 30-year fixed rate mortgage to another 30-year

fixed rate mortgage to lower their mortgage rate (non cash-out refinancers) saved over $2,800

in mortgage payments (principal and interest) annually by refinancing in 2020. The typical refinance
loan in 2020 was a loan for about $300,000 and the borrower lowered their rate from 4.3% to 3.1%.

The amount saved differed significantly by metro area; for example, borrowers in Los Angeles,
San Diego, San Francisco, Seattle and Washington DC metro areas have saved over $3,500
annually in mortgage payments while borrowers in St. Louis and Pittsburgh metro areas have
saved about $2,000 (see Exhibit 5).

EXHIBIT 5

Average annual mortgage payment savings for borrowers who refinanced in 2020

Average annual mortgage payment savings for United States: $2,821
(80-year fixed-rate to 30-year fixed-rate refinances)
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Source: Freddie Mac 2020Q4 Refinance Report.

Note: Mortgage payment includes principal and interest.
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About one-fourth of refinance borrowers shortened their term

Of borrowers who refinanced in the first quarter of 2020, about 24% shortened their loan term,

down from 28% in the prior quarter (see Exhibit 6). The difference between the 30-year and 15-year
fixed rate loans averaged 0.52 percentage points. Borrowers tend to refinance into shorter term
products when the mortgage rate difference between the longer and shorter-term products is

larger. For example, in the first quarter of 2014, the difference between the 30-year and 15-year loan
products was 0.96 percentage points—resulting in more than 37% of borrowers shortening their loan
term. In terms of product distribution, more than 98% of refinancing borrowers chose a fixed-rate
loan. Fixed-rate loans were preferred regardless of what the original loan product had been.

EXHIBIT 6

24% of borrowers shortened loan term when refinancing
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Notes: Balloons are excluded from the analysis. Percentages rounded to nearest whole number.
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Homeowners are cashing out more

Based on Freddie Mac’s Quarterly Refinance Statistics, “cash-out” borrowers, those that increased
their loan balance by at least 5 percent, represented 38% of all refinance loans in the fourth quarter
of 2020; an increase from the previous quarter, but much lower than the 89% share reached during
the third quarter of 2006. The total cash-out volume increased to $48.4 billion but was lower than
the volumes reached during the early 2000s housing boom. Adjusted for inflation in 2020 dollars,

in the fourth quarter of 2020 an estimated $48.0 billion in net home equity was cashed out during
the refinance of conventional prime-credit home mortgages, up from the $34.3 billion a year earlier
and substantially less than the peak cash-out refinance volume of $108.1 billion during the

second quarter of 2006 (see Exhibit 7).

EXHIBIT 7

Net equity cashed-out in refinance of prime conventional loans (billions, in 2020 dollars)

In the fourth quarter of 2020, borrowers cashed-out about $48 billion when refinancing.
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Source: Freddie Mac, Bureau of Labor Statistics (Consumer Price Index) Fourth Quarter 2020, Equity cashed-out adjusted for inflation
(2020 CPI - All Urban Consumers SA).
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Although equity extraction has increased in recent quarters it is important to keep in mind
additional context. Exhibit 8 compares the amount of equity extracted through the refinance

of a prime conventional mortgage as a percentage of overall homeowner equity in real estate.

In the fourth quarter homeowners cashed out only approximately 0.25 percentage points of available
equity through a cash-out refinance, far less that the over 0.5 percentage points extracted in 2006.
Our estimates are also conservative in that they exclude non-prime and nonconventional
cash-out refinances. The total equity extracted via cash-out refinances including non-prime

and non-conventional refinances in 2005 was over $200 billion a quarter, about three times

the amount that we estimated for only the prime conventional market.?

EXHIBIT 8

Home equity cashed-out as a share of total home equity
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Source: Freddie Mac 2020Q4 Refinance Report; Federal Reserve Board’s Financial Accounts of the United States, Table B. 101.
Data as of Sep 30, 2020; Moody’s Analytics.

2 Greenspan, A., & Kennedy, J. E. (2005). Estimates of home mortgage originations, repayments, and debt on one-to-
four-family residences. FEDS Paper, (2005-41).
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Borrowers are paying less points to buy down rates when they refinance

When borrowers get a mortgage loan, they have the option to pay discount points and buy down

their interest rate. By paying discount points—expressed as a percentage of the loan amount; i.e.

1 point for a $300,000 would be $3,000—borrowers can lower the rate on their mortgage. The amount
of points paid by a borrower can be combined with the contract rate on the mortgage to calculate an
effective rate on the mortgage. Typically, analysts assume that one point paid upfront translates to

0.2 percentage points in interest rate, though the borrower’s own translation between rate and points
could be different depending on factors such as how much the borrower discounts future cash flows.

Prime conventional rate refinance borrowers (those with FICO score greater or equal to 740, loan-to-
value ratio less than or equal than 80%) tend to pay the same effective rate as conventional purchase
borrowers, while cash-out borrowers tend to pay slightly higher rate and points. Exhibit 9, Table A below
shows the rate and points conventional borrowers paid with rate lock dates in 2018, 2019, and 2020.

EXHIBIT 9

Borrowers are paying less points to buy down rates when they refinance

Non Cash-out Cash-out Non Cash-out  Cash-out Non Cash-out  Cash-out
A) All prime borrowers Purchase Refi Refi Purchase Refi Refi Purchase Refi Refi
FRM 30 (%) 4.68 4.65 4.86 4.04 3.88 418 3.07 3.05 .28
FRM 30 pts 0.24 0.33 0.39 0.23 0.29 0.46 0.18 0.23 0.40
Eff FRM 30 (%) 4.73 4.72 4.94 4.09 3.93 4.27 3.10 3.10 33l
Share of borrowers who paid pts (%) 36.90 38.94 44.77 35.87 31.77 45.20 31.37 31.41 43.42

I I T

Non Cash-out Cash-out Non Cash-out  Cash-out Non Cash-out ~ Cash-out
B) Borrowers paid points Purchase Refi Refi Purchase Refi Refi Purchase Refi Refi
FRM 30 (%) 4.66 4.63 4.83 4.01 3.88 418 3.09 3.06 3.24
FRM 30 pts 0.65 0.85 0.88 0.65 0.90 1.01 0.58 0.72 0.93
Eff FRM 30 (%) 4.79 4.80 5.01 414 4.06 4.39 3.20 3.21 3.43

Source: Closing documents files - single-family, owner-occupied, LTV<=80%, FICO>=740, FRM 30.
Loans with rate set dates in 2018, 2019, 2020.

With mortgage interest rates falling so much in 2020, refinance borrowers did not pay as many discount
points as in prior years. Lower mortgage rates reduce the amount of interest that borrowers have to
pay, so there may be less utility in paying points for an even lower rate. While on average conventional
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refinance borrowers paid 0.33 and 0.29
points in 2018 and 2019, respectively,
average discount points paid by refinance
borrowers declined to 0.23 points in 2020.
In general, purchase borrowers pay less in
points than either cash-out or non cash-out
refinance borrowers.

The reduction in points paid by refinance
borrowers in 2020 was due to both a
decrease in the share of borrowers who
paid discount points and a decrease in the
amount of discount points paid by borrowers
who did pay points. Exhibit 9, Table B
shows that conditional on paying points,
non cash-out refinance borrowers paid 0.72
points in 2020, down from 0.85 and 0.90
points in 2018 and 2019, respectively.

Conclusion

With mortgage rates reaching multiple
record lows in 2020, refinance borrowers
locked in thousands of dollars in savings

on average by refinancing, sometimes more
than once. Some homeowners also took
advantage of the opportunity to tap equity
through cash-out refinancing, while others
sped up the rate at which they paid down
their principal by refinancing into a shorter
term. With mortgage rates still near a record
low, we forecast that refinance volume will
remain strong in 2021. Though there are
still many homeowners who could benefit
from refinancing their properties, without
an unexpected drop in mortgage rates, the
volume of refinances will likely contract this
year relative to the near-record setting levels
we saw last year.
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Who saved from refinancing in 2020?

If we compare refinance activity in 2020 to prior recent waves of

refinance activity, we see an increase in the refinancing income gap, the
difference in refinance activity between low- and high-income borrowers.
The research paper “Inequality During the COVID-19 Pandemic: The Case
of Savings from Mortgage Refinancing” shows that in the first half of 2020,
the difference in savings from refinancing between high- and low-income
borrowers was ten times higher than in prior refinance waves. The paper
documents that the refinancing income gap was largest in the months hit
hardest by the pandemic. Geographically, the counties hit hardest by the

pandemic also saw some of the largest refinancing income gaps.
Refinancing activity by income quintile

Percent of loans newly in-the-money that refinance
[0 Before 2020
I During 2020

11.7
9.2
7
5
3.4
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Borrower income quintile (1=low, 5=high)

Notes: Refinancing activity is projected based on the coefficients Table 5 of Agarwal,
Chomsisengphet, Kiefer, Kiefer and Medina (2020)* using refinancing levels in the bottom
quintile of the income distribution before 2020 as the omitted category. The coefficients are
estimated with the full set of control variables, and as a result, the projections hold control
characteristics fixed at the levels observed on individuals in the bottom quintile of the
income distribution.

We say that a mortgage is newly in-the money during a refinancing wave when it was not
in-the-money at the beginning of the refinancing wave but becomes in-the-money during
the corresponding refinancing wave. We say that a mortgage is in-the-money when it
satisfies the conditions outlined in Agarwal, Driscoll and Laibson (2013).

Estimated for recent refinance waves

Before 2020: 2015 wave: 9/2014 — 2/2015, 2016 wave: 4/2016 — 9/2016, 2017 wave: 4/2017
—9/2017, 2019 wave: 4/2019 — 9/2019, During 2020: 01/2020 - 6/2020

*Source: Agarwal, S., Chomsisengphet, S., Kiefer, H., Kiefer, L. C., & Medina, P. C.

(2020). Inequality During the COVID-19 Pandemic: The Case of Savings from Mortgage
Refinancing. Available at SSRN 3750133.
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Opinions, estimates, forecasts, and other views contained in this document are those of
Freddie Mac's Economic & Housing Research group, do not necessarily represent the views
of Freddie Mac or its management, and should not be construed as indicating Freddie Mac's
business prospects or expected results. Although the Economic & Housing Research group
attempts to provide reliable, useful information, it does not guarantee that the information or
other content in this document is accurate, current or suitable for any particular purpose.

All content is subject to change without notice. All content is provided on an “as is” basis,
with no warranties of any kind whatsoever. Information from this document may be used
with proper attribution. Alteration of this document or its content is strictly prohibited.
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