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Looking Ahead to 2018 

The economic environment remains favorable for housing and mortgage markets. 

For several years, we have had moderate economic growth of about two percent  

a year, solid job gains and low mortgage interest rates. We forecast those  

conditions to persist into next year. 

If the economic environment remains 
similar next year, what should we expect 
for the mortgage market?

We expect three trends to drive the 
mortgage market of 2018:

1. Purchase mortgage volume increases

2. Rate refinance activity cools

3. Borrowers tap home equity

Purchase mortgage volume 
increases

Modest increases in home sales and 
house price growth should drive purchase origination volume higher next year. 

Year-to-date total home sales are the highest since 2007. Existing home sales are unlikely to 
increase much going forward. Limited inventory will remain a persistent problem, and longer term 
trends like the aging of the population and declining mobility across all age groups will keep a lid 
on existing home sales growth. Growth in home sales will be primarily driven by new homes sales, 
which should continue to grind higher with single-family construction. We forecast total home sales 
(the sum of new and existing home sales) to increase about two percent from 2017 to 2018.

Forecast Snapshot (September 2017)

Summary (annualized) 2016 2017 2018

30-year PMMS (%) 3.7 4.0 4.4

Total home sales (M) 6.01 6.18 6.30

House price growth (%) 6.4 6.3 4.9

Total originations ($B) 2,125 1,800 1,695

http://www.freddiemac.com/blog/research_and_analysis/20170829_winter_is_coming.html
http://www.freddiemac.com/research/outlook/20170726_lean_inventory_of_houses.html
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Given limited supply and robust demand, home price appreciation has been quite strong.  
The most recent report on the FHFA house price index indicates that house prices rose 6.6 
percent from the second quarter of 2016 to the second quarter of 2017. Indeed, in many markets 
house price growth has topped 10 percent on a year-over-year basis, reaching over 15 percent in 
the Seattle metro area. A gradual increase in housing starts and moderate increases in mortgage 
rates will help to reduce house price growth next year. We forecast average U.S. house price 
growth of 4.9 percent in 2018 (Exhibit 2).

Exhibit 1

Total new & existing home sales on pace for best year since 2007 ($ thousands, not seasonally-adjusted)

Source: National Association of Realtors, U.S. Census Bureau, U.S. Department of Housing and Urban Development
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https://www.fhfa.gov/AboutUs/Reports/Pages/US-House-Price-Index-Report-2Q-2017.aspx
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Refinance mortgage 
activity

We have seen the mortgage 
market shift away from a 
refinance-dominated market 
to a more purchase-oriented 
market. That trend will 
likely continue in 2018. We 
forecast that the refinance 
share of mortgage activity 
will decline to 25 percent, 
the lowest annual refinance 
share since 1990 (Exhibit 3). 
What will be the sources of 
mortgage refinance activity 
in 2018?

Exhibit 2

House price appreciation in the U.S. (Annual % change) 

Source: Freddie Mac House Price Index

Exhibit 3

Refinance share of total single-family originations (% of dollars)

Sources: HUD monthly survey of mortgage lending, HDMA data, Freddie Mac
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Rate refinance activity cools

In recent years, many home owners have taken advantage of low mortgage rates by refinancing 
their existing mortgage into a new mortgage with a lower rate. With mortgage rates up from last 
summer’s near-record lows, the potential for rate refinances has diminished. 

One concern of many in the mortgage industry is: how low could mortgage refinance volume fall? 
If rates spike, we could see extremely low levels of refinance activity. For example, from the fourth 
quarter of 1993 to the fourth quarter of 1994, mortgage interest rates on the 30-year fixed rate 
mortgage increased about 2 percentage points. In response, refinance activity fell over 80 percent 
to an inflation-adjusted $40 billion in the fourth quarter of 1994 (Exhibit 4). If rates spiked by a 
similar amount, we could very well see similar declines.

Exhibit 4

Total single-family refinance originations by quarter (Quarterly volume, billions 2016 dollars, inflation-adjusted) 

Sources: HUD monthly survey of mortgage lending, HDMA data, Freddie Mac
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But even if rates don’t spike and remain relatively flat, refinance volumes will likely decline.  
How much? Last year, we estimated the rate refinance potential for the conventional market. 
Exhibit 5 shows an updated analysis comparing July of 2016 to July of 2017.

Exhibit 5

Conventional conforming rate refinance potential  
(Percent of outstanding conventional conforming 30-year fixed mortgages with rate incentive to refinance) 

Source: Bloomberg, Freddie Mac Economic and Housing Research Group calculations.
1Burn out: 30-year FRM, current at least in last 2 years, CLTV<75% a year ago (July 31 of 2016 and 2017).
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Start with all outstanding 
loans, then subtract:

Delinquent loans unlikely 
to refinance.

Loans with high Current LTV 
(CLTV) are unlikely to refinance 
with a standard conventional 
mortgage, though they may be 
a candidate for HARP.

Mortgages with interest rates 
near or less than current 
offer rates have little rate 
incentive to refinance.

Borrowers who have foregone 
previous opportunities to 
refinance may be less likely
to refinance despite low current 
rates; they are said to be
burned out.

The remaining loans are rate 
refinance potential.

http://www.freddiemac.com/research/outlook/20160815_the_return_of_the_2_trillion_dollar_mortgage_market.html
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In July of 2016, when 30-year fixed mortgage rates averaged 3.44 percent the 30-year fixed rate 
conventional conforming rate refinance potential was about $800 billion. Fast forward 12 months 
and refinance potential has been reduced dramatically. Per Exhibit 6 (following page), conventional 
conforming 30-year fixed mortgage rate refinance potential as of July 2017 was down about 2/3 
from the previous year to around $300 billion. Even if rates remain flat, 30-year conventional rate 
refinance potential next year will be the lowest it has been in years.

However, refinance originations have 
not fallen as much as our estimate of 
rate refinance potential. We estimate 
total refinance originations for the 
first half of 2017 are down only about 
48 percent from the first half of 2016 
(as opposed to 63 percent in Exhibit 
5). Our table only covers a part of 
the mortgage market and there are 
other sources of refinance to help fill 
in the gap left by conventional rate 
refinances. 

Some borrowers refinance to shorten 
their loan term. Freddie Mac’s second 
quarter 2017 Quarterly Refinance 
Statistics show that the share of 
refinance borrowers that shortened 
their loan term was 35 percent 
during the quarter and has been over 
30 percent since the first quarter of 2013. Even if rates are up from last year, they are very low 
by historical standards and many borrowers choose a shorter term so they can pay down their 
principal faster.

Another source of additional refinance volume is borrowers refinancing out of FHA loans and into 
conventional loans. Earlier this year, CoreLogic estimated that as many as 250,000 borrowers 
might refinance out of an FHA loan into a conventional loan. Finally, some borrowers may opt to  
tap their home equity and take a cash-out refinance.

Conventional conforming 30-year 

fixed mortgage rate refinance 

potential as of July 2017 was down 

about 2/3 from the previous year 

to around $300 billion. Even if rates 

remain flat, 30-year conventional 

rate refinance potential next year will 

be the lowest it has been in years.

http://www.freddiemac.com/research/datasets/refinance-stats/index.html
http://www.freddiemac.com/research/datasets/refinance-stats/index.html
http://www.corelogic.com/blog/authors/sam-khater/2017/03/fha-to-conventional-refinancing-is-a-bright-spot-in-the-mortgage-market.aspx#.WcDBTtN97dR
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Borrowers tap home equity

For existing homeowners, rising home prices help increase their home equity. Homeowners  
looking for home improvement, to consolidate other debt or pay off student debt can cash-out 
home equity to do so. Under a cash-out refinance, homeowners refinance an existing mortgage 
into a new one with a higher principal balance to get cash in hand. Alternatively, borrowers could 
take out a second lien, typically through a Home Equity Line of Credit (HELOC). 

In our Quarterly Refinance Statistics, we track conventional prime cash-out refinance activity.  
In the second quarter of 2017 the dollar volume of equity cashed out was $15 billion, up $1.2 billion 
from the first quarter, but down from $19.1 billion in the fourth quarter of 2016 (Exhibit 6). As rate 
refinance volumes wane, the share of refinances that involve cash-out has increased (Exhibit 7).

Exhibit 6

Total home equity cashed out ($ Billions)

Source: Economic & Housing Research Quarterly Refinance Statistics

Exhibit 7

Total cash-out dollars as a percentage
of aggregate refinanced originations UPB

Source: Economic & Housing Research Quarterly Refinance Statistics
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http://www.freddiemac.com/research/datasets/refinance-stats/index.html
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Cash-out activity, both as a share of total refinance activity and in dollars is well below levels reached 
last decade. Homeowner equity has increased to $13.7 trillion in the first quarter of 2017 (Exhibit 8). 
As home prices keep rising, cash-out activity is likely to also rise. 

If mortgage rates rise or remain flat, cash-out refinance activity will become an increasingly large share 
of total refinance activity. Our equity extraction estimates in Exhibit 8 are only the portion of refinances 
that are cashed-out. Typical cash-out refinances result in a loan amount around 3 to 5 times as large 
as equity cashed out. If cash-out equity extraction averages $20 billion a quarter, cash-out refinance 
activity would contribute about $300 billion worth of refinances each year. But even if the share of cash-
out refinance activity increases dramatically ($300 billion would be about 75 percent of total refinance 
activity), the level of overall cash-out activity will likely remain well below the levels we saw last decade 
and mortgage debt growth will remain modest by historical standards.

Exhibit 8

Total value of U.S. real estate held by households ($ Trilllions) 

Note: Value of U.S. housing stock includes homes with and without underlying mortgages. U.S. home equity is the difference between the value of the U.S. housing stock  

and the amount of U.S. single-family mortgage debt outstanding.

Source: Federal Reserve Board’s Flow of Funds Accounts, Table B. 101. Data as of March 31, 2017.
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September 2017 Economic & Housing Market Forecast 

As of 9/5/2017 2016 2017 Annual Totals

Indicator Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 2016 2017 2018 

Real GDP (%) 0.6 2.2 2.8 1.8 1.2 3.0 2.1 2.3 1.8 2.2 2.2

Consumer Prices (%) a. 0.1 2.3 1.8 3.0 3.1 -0.3 2.1 2.2 1.8 1.8 2.4

Unemployment Rate (%) b. 4.9 4.9 4.9 4.7 4.7 4.4 4.4 4.3 4.9 4.5 4.5

30-Year Fixed Mtg. Rate (%) b. 3.7 3.6 3.5 3.8 4.2 4.0 3.9 3.9 3.7 4.0 4.4

5/1 Hybrid Treas. Indexed ARM Rate (%) b. 2.9 2.8 2.8 3.0 3.2 3.1 3.1 3.1 2.9 3.1 3.7

10-Year Const. Mat. Treas. Rate (%) b. 1.9 1.8 1.6 2.1 2.4 2.3 2.2 2.2 1.9 2.3 2.6

1-Year Const. Mat. Treas. Rate (%) b. 0.6 0.6 0.6 0.8 0.9 1.1 1.3 1.4 0.7 1.2 1.7

Housing Starts c. 1.15 1.16 1.15 1.25 1.24 1.17 1.21 1.26 1.17 1.22 1.33

Total Home Sales d. 5.88 6.04 5.97 6.11 6.24 6.16 6.10 6.20 6.01 6.18 6.30

FMHPI House Price Appreciation (%) e. 1.5 1.4 1.6 1.7 1.7 1.7 1.3 1.3 6.4 6.3 4.9

1-4 Family Mortgage Originations f.

 - Conventional $295 $432 $466 $458 $290 $377 $388 $321 $1,651 $1,376 $1,327

 - FHA & VA $95 $113 $134 $132 $107 $113 $112 $92 $474 $424 $368

 - Total $390 $545 $600 $590 $397 $490 $500 $413 $2,125 $1,800 $1,695

Refinancing Share - Originations (%) g. 51 44 47 50 42 26 32 32 48 33 25

Residential Mortgage Debt (%) h. 1.1 3.3 4.1 3.6 2.5 4.0 4.2 4.3 3.1 3.8 4.7

Note: Quarterly and annual forecasts are shown in shaded areas; totals may not add due to rounding; quarterly data expressed as annual rates.  

Annual forecast data are averages of quarterly values; annual historical data are reported as Q4 over Q4.

a. Calculations based on quarterly average of monthly index levels; index levels based on the seasonally-adjusted, all-urban consumer price index.

b. Quarterly average of monthly unemployment rates (seasonally-adjusted); Quarterly average of monthly interest rates (not seasonally-adjusted).

c. Millions of housing units; quarterly averages of monthly, seasonally-adjusted levels (reported at an annual rate).

d. Millions of housing units; total sales are the sum of new and existing single-family homes; quarterly averages of monthly, seasonally-adjusted levels (reported at an annual rate).

e. Quarterly growth rate of Freddie Mac’s House Price Index; seasonally-adjusted; annual rates for yearly data.

f. Billions of dollars (not seasonally-adjusted).

g. Home Mortgage Disclosure Act for all single-family mortgages (not seasonally-adjusted); annual share is dollar-weighted average of quarterly shares (2014 estimated).

h. Federal Reserve Board; growth rate of residential mortgage debt, the sum of single-family and multifamily mortgages (not seasonally-adjusted, annual rate).

Prepared by the Economic & Housing Research group; Send comments and questions to chief_economist@freddiemac.com.

Forecasted Figures

Historical Data

mailto:chief_economist%40freddiemac.com?subject=Economic%20and%20Housing%20Market%20Outlook
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www.freddiemac.com/finance

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, should not be construed as indicating Freddie Mac’s business prospects 
or expected results, and are subject to change without notice. Although the Economic & Housing 
Research group attempts to provide reliable, useful information, it does not guarantee that the 
information is accurate, current or suitable for any particular purpose. The information is therefore 
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 is strictly prohibited. 

© 2017 by Freddie Mac.

http://www.freddiemac.com/finance
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