


The other big thing that has been going on
in real estate is we are seeing a slight rise in
interest rates.

The average 30-year fixed rate as recorded
by Freddie Mac was 3.18% in early April and
is 2.98% right now.

To put that into perspective, we saw towards
the end of the year rates dipping down into
the middle twos.

This puts us back somewhere around June
of last year where we saw the rate
environment start to slide down to the twos.



We still have historically low interest rates!

Sixteen times last year, we had new lows in
the average 30-year fixed rate, and they are
starting to come back up and we are seeing
the return of those rates creeping a little bit
higher as the economy improves across the
country.

George Ratiu sums it very well. He says,
“Home sellers and homebuyers have gotten
really used to extremely low rates. Rates
even in the 3s to the 3.4% range” he says,
“will remain extremely affordable by historic
standards.”



One of the questions in our market right
now relative to low inventory and prices
rising, are we seeing a cash out refinance
issue?

“Cash-out refinances surged to their highest
levels since the financial crisis.”

“House or ATM cashed out refinances
spiked in 2020.”

It is all leading to this question: are we
seeing a cash out refinance crisis in this
country?

Let’s address that further…



Home equity cashed out by refinances is in 
billions.  We have isolated this past year in 
2020 to the highest year in 2006.  $153 
billion last year cashed out as cash out 
refinances in this country.  Back then at the 
height of the market, $321 billion cashed 
out.

Nowhere near what it was back then, but at 
the highest levels since the crash and so that
part is true.  But in context, you have to 
understand where it was back then, and we 
are nowhere near where it was back then 
relative to the amount of cash out refinances 
being transacted across the country.



This has caused the amount of tappable
equity that US mortgage holders have to
surge. Tappable equity is defined as the
amount available for a homeowner to access
before hitting a maximum 80% combined
LTV, loan to value. If you own $100,000
home you $80,000 on it, that’s 80% LTV.

What we know is LTV in equity in homes is
surging right now due to the way that
folks have handled their equity over the last
ten years and not accessing it.

Back then, tappable equity was near $5
trillion, and where that stands today is over
$7 trillion.

We will continue to monitor this relative to
cash out refinances. Equity and tappable
equity is surging in this country.



Cash out refinances in 2020 were nothing
like 2006. Is it like back then? Tappable
equity back then was $4.6 trillion whereas
today the year we have just finished up, was
$7.3 trillion in tappable equity. Back then in
2006, 89% of the transactions were cash out
refinances. Why is that?

We were in an upward trending interest rate
environment back in 2006 in the first half of
the year and no one was refinancing to get a
better deal for the most part.

Where do we see it today? We have been in
a downward trending interest rate
environment for the last year, and 33% of
the refinances were cash out refinances. The
total cashed out was $325 billion back then,
$153 billion today in 2020, representing 7%
of the tappable equity back then where
today it is only 2%. Very different today
versus back then.



Wall Street Journal said, “The residential
real estate market is on its biggest tear since
2006. Just before the housing bubble burst
and set off a global recession, yet in nearly
every meaningful way, today’s market is the
inverse of the previous boom.

In the mid-2000s loose mortgage lending
standards enabled borrowers with poor
credit histories to purchase homes beyond
their means, sometimes with mortgages that
required low down payments in the early
years of the loan.”

That froze the credit markets across the
country. Today lending standards have
changed and in order to obtain financing for
a home loan you have got to qualify for
financing, and you have to demonstrate the
ability to repay. It is very different.



No doubt the market is showing tremendous
demand for homes across the country.

“With demand for homes outpacing new
listings, buyer competition continues to
intensify. On average there were four offers
per home sold of a closed home in February”
according to NAR’s latest February realtor
confidence index report, a monthly survey of
realtors about their transactions. A year
ago, there were two to three buyers for every
home sold.

The intense competition has led to double
digit price growth and properties selling in
record time. To get back to a healthy supply
equivalent of six months of monthly
demand, an additional 2.7 million homes
should be on the market for sale.


