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Home Price Appreciation: Winners and Losers 

U.S. economic fundamentals remain robust. Nonfarm payrolls increased 313,000 

month-over-month in the latest employment report, more than 80,000 above 

consensus. Consumer confidence is at a 17-year high. However, mortgage rates,  

while still historically low, have been steadily climbing since the start of the year.

As of March 15, the U.S. weekly average 
30-year fixed mortgage rate was 4.44 
percent, 0.49 percentage points higher 
than in January. Given that the economy 
is going strong, we expect the Federal 
Reserve to continue tightening and long-
term interest rates to follow short-term 
rates higher. We forecast the 30-year fixed 
mortgage rate to average 4.9 percent in 
the fourth quarter of 2018. 

Even with higher mortgage rates, the 
housing market should post modest 
growth in 2018. Headed into the spring 
selling season, housing markets are a 
seller’s market in most of the country due 
to lack of inventory which is pushing house prices up. While increased home prices are  
helping homeowners build equity, many first-time homebuyers are pushed out of the market.  
Clearly, there are winners in the housing market, but for some, it’s been tough to penetrate  
the market. We discuss a few aspects of home price appreciation below. 

Forecast Snapshot (March 2018)

Summary (annualized) 2017 2018 2019

30-year PMMS (%) 4.0 4.6 5.1

Total home sales (M) 6.12 6.33 6.44

House price growth (%) 7.1 5.1 4.3

Total originations ($B) $1,850 $1,720 $1,760
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Home equity hits record high 

Nearly two-thirds of homeowners are on a winning streak 

Owning a home has been a good investment for most since the Great Recession. According to  
the Freddie Mac House Price Index (FMHPI), home prices have increased 37 percent nationwide on 
a seasonally adjusted basis since 2009. In Exhibit 1, we compare the annual percentage change 
in house prices by year over this expansion compared to the 1990s expansion. Homeowners are 
racking up record amounts of home equity; about $14.4 trillion in the fourth quarter of 2017, per the 
latest data from the Federal Reserve.1 According to Black Knight Data & Analytics, homeowners 
with mortgages have nearly $5.4 trillion in “tappable” equity.2 

1	 For a discussion about how rising homeowner equity affects consumer spending, see Aladangady, Aditya, and Laura 
Feiveson (2018). “A Not-So-Great Recovery in Consumption: What is holding back household spending?”, FEDS Notes. 
Washington: Board of Governors of the Federal Reserve System, March 8, 2018,  
https://doi.org/10.17016/2380-7172.2159.

2	 Black Knight defines “tappable” equity as the amount of equity available for homeowners to borrow against before 
reaching a maximum 80 percent total loan to value ratio. See “Black Knight’s Mortgage Monitor: Tappable Equity at All-
Time High, But Tax Code Changes Could Impact Homeowners’ Utilization,” January 8, 2018,  
http://www.bkfs.com/CorporateInformation/NewsRoom/Pages/20180108.aspx.

Exhibit 1

Year-over-year change in Freddie Mac House Price Index (FMHPI) 

Source: Freddie Mac House Price Index
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But, are all homeowners winning in the housing market? 

Not all homeowners saw a significant rise in home prices

When home values grow quickly, home equity accumulates faster, helping to recoup the large upfront costs  
of buying a home. Following the housing crash, millions of borrowers fell underwater on their mortgages. 
Thanks to fast-rising home prices, the share of underwater borrowers has fallen in recent years. Exhibit 2 
shows the change in share of negative equity from 2009 to 2017.

Exhibit 2

Share of negative equity in the U.S.

Source: CoreLogic TrueStandings. Data as of September 2017.
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While home price trends have favored homeowners, not all homeowners saw their home values 
appreciate at the same rate. For example, since 2009, homeowners in California and Colorado saw a 
more than 60 percent increase in their home prices while homeowners in Delaware saw only a three 
percent increase. Similarly, a drop in the share of negative equity is disproportionately spread across 
the U.S., with some states still struggling. Exhibit 3 shows the change in the share of negative equity 
in the U.S by state between 2009 and 2017. 

Exhibit 3

Change in share of negative equity between 2009 and 2017 (%)

Source: CoreLogic TrueStandings; Note: Blank means no data available; 2017 data is as of September.
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Will the winners keep up their winning streak under the new tax bill?

The new tax bill disproportionately affects homeowners

The new tax law has several provisions that will affect homeowners in different ways. In our February 
Outlook, we illustrate how the new federal income tax provisions may affect two hypothetical families 
who are in the market to buy a home valued at four times their income: a median-income family of 
three from Mississippi and a high-income family of three in New Jersey. Due to the new limit on the 
deduction of state and local taxes including property taxes, homeowners in states with high property 
taxes and high home prices will be the most negatively affected. 

As we previously stated, home equity increased to $14.4 trillion in the fourth quarter of 2017  
(Exhibit 4). Home Equity Lines of Credit (HELOCs) are popular means to tap into home equity.  
Under the previous tax law, the interest paid on HELOCs generally was deductible regardless of how 
the money was spent. Under the new tax law, however, the interest paid on HELOCs is generally no 
longer deductible. This is a big disadvantage for homeowners who wish to use HELOCs on other 
expenses, such as student debt or credit card payments. Beginning in 2018, the use of HELOCs on 

Exhibit 4

Rising home prices help build equity

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

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 December 31, 2017.
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such expenses is considered “home equity indebtedness” and is no longer deductible. This change in 
the tax law could cost families thousands of dollars over the coming years.3

What about those who are living on fixed incomes? 

Fixed-income homeowners are burdened by higher property taxes and potentially by 
higher federal income taxes

While house price appreciation is generally good for homeowners, it comes with a cost; higher 
property taxes. According to our research, about 90 percent of homebuyers chose a 30-year fixed-
rate mortgage in 2016. Under this mortgage option, the interest rate is fixed and the monthly principal 
and interest payment is constant over the 30 years of the loan, shielding borrowers from payment 
shocks resulting from rising home prices. What comes as a shock for those with fixed incomes is 
their increased property taxes. Some states have laws restricting increases in property taxes. For 
example, California limits 
property taxes to one percent of 
full cash value. The differences in 
state law restrictions on property 
taxes or property tax rates result in 
considerable differences in property 
tax levels across the United States. 

Additionally, the new dollar limit in the 
federal tax law on mortgages qualifying 
for the home mortgage interest 
deduction may put more pressure on 
homeowners living on a fixed income 
as they may be required to pay more  
in federal income taxes.4

3	 Taxpayers that already have HELOCs outstanding also will be subject to the new deduction limitations; the new tax law 
does not grandfather the deduction of interest for existing HELOCs.

4	 Beginning in 2018, taxpayers may only deduct interest on $750,000 of qualified residence loans, or $375,000 for a 
married taxpayer filing a separate return. These are down from the prior limits of $1 million, or $500,000 for a married 
taxpayer filing a separate return.

About 90 percent of homebuyers 

chose a 30-year fixed-rate mortgage 

in 2016. Under this mortgage 

option, the interest rate is fixed and 

the monthly principal and interest 

payment is constant over the 30 

years of the loan, shielding borrowers 

from payment shocks resulting from 

rising home prices.
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What about those who are not yet homeowners? 

First-time homebuyers, who are mostly young adults, may be pushed out of the market

Lack of affordability in the housing market is already a drag on first-time homebuyers. Over the  
past year, home prices in the U.S. rose by more than seven percent on a national basis, pushing 
many first-time homebuyers out of the market. Certain individual markets saw even more house 
price growth. 

The top ten metropolitan areas that saw the greatest gains in additional share of income needed  
to buy a starter home from Q4 2016 to Q4 2017 are shown in Exhibit 5. For example, Salt Lake City, 
UT, saw a 31 percent gain in starter home prices. With this gain, homebuyers needed an additional 
nine percent of income to buy a starter home in that area. Given that the median income grew only 
modestly in many of these markets, many first-time homebuyers were pushed out of the market. 

Exhibit 5

Additional income needed to buy a starter home (ranked by metros)

Source: Trulia

U.S. Metro
Median Starter 
Home List Price

Y-o-Y% Change, 
Median Starter 
Home List Price

Y-o-Y Percentage Point Change,  
% of Income Needed to Buy Median 

Priced Starter Home

Salt Lake City, UT $229,908 31% 9%

Seattle, WA $326,550 16% 6%

Fort Worth, TX $124,950 25% 6%

San Antonio, TX $112,950 27% 6%

Las Vegas, NV $151,667 21% 6%

Nashville, TN $136,616 25% 5%

Deltona-Daytona-Ormond Beach, FL $113,450 21% 5%

Los Angeles, CA $379,333 8% 5%

Boston, MA $292,967 12% 5%

Austin, TX $208,597 14% 4%
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What does all this mean for the housing market? 

Overall, U.S. housing markets have been on the upswing. While housing market trends have been 
generally favorable, not everyone has shared equally in the gains. Existing homeowners have largely 
seen their properties increase in value, helping to build equity. In many parts of the country, home 
values have more than recovered from the Great Recession, reaching new (nominal) peaks, and the 
share of underwater homeowners has dropped significantly. However, not every market has fully 
recovered. In addition, higher house prices are not universally good. They create higher property tax 
obligations, which can be a challenge for homeowners with fixed incomes, and they make it more 
difficult for potential first-time buyers to enter the market. With construction ramping up slowly to 
meet housing demand, home prices are likely to continue rising above the rate of inflation, which 
would further widen the gap between housing market winners and losers.
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March 2018 Economic & Housing Market Forecast 

As of 3 /6 / 2018 2017 2018 Annual Totals

Indicator Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 2017 2018 2019 

Major Economic Indicators

Real GDP (%) 1.2 3.1 3.2 2.5 2.9 3.1 2.5 2.3 2.5 2.7 2.1

Consumer Prices (%) a. 3.1 -0.3 2.0 3.7 3.2 2.2 2.3 2.4 2.1 2.5 2.4

Unemployment Rate (%) b. 4.7 4.4 4.3 4.1 4.1 4.0 3.9 3.8 4.4 4.0 4.0

30-Year Fixed Mtg. Rate (%) b. 4.2 4.0 3.9 3.9 4.3 4.5 4.6 4.9 4.0 4.6 5.1

5/1 Hybrid Treas. Indexed ARM Rate (%) b. 3.2 3.1 3.2 3.3 3.6 3.9 4.1 4.4 3.2 4.0 4.7

10-Year Const. Mat. Treas. Rate (%) b. 2.4 2.3 2.2 2.4 2.8 2.9 3.0 3.2 2.3 3.0 3.5

1-Year Const. Mat. Treas. Rate (%) b. 0.9 1.1 1.3 1.6 1.9 2.1 2.3 2.5 1.2 2.2 2.9

Housing & Mortgage Markets

Housing Starts c. 1.24 1.17 1.17 1.25 1.26 1.28 1.31 1.33 1.20 1.30 1.40

Total Home Sales d. 6.24 6.17 5.97 6.25 6.23 6.30 6.35 6.43 6.12 6.33 6.44

FMHPI House Price Appreciation (%) e. 1.8 1.6 1.7 1.8 1.1 1.3 1.3 1.3 7.1 5.1 4.3

1-4 Family Mortgage Originations f.

 - Conventional $290 $369 $388 $377 $250 $377 $407 $334 $1,423 $1,368 $1,356

 - FHA & VA $107 $106 $112 $101 $75 $83 $88 $106 $427 $352 $404

 - Total $397 $475 $500 $478 $325 $460 $495 $440 $1,850 $1,720 $1,760

Refinancing Share - Originations (%) g. 46 30 32 36 35 24 23 23 36 26 23

Residential Mortgage Debt (%) h. 2.8 3.6 4.1 4.3 4.4 4.6 4.8 4.9 3.7 4.7 5.2

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
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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, 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. 
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