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Rising Rates and
The Impacts to the
Building Industry
The year 2018 is proving to be a very significant
year for the Home Mortgage industry.
With The Federal Reserve Bank increasing its benchmark rates, and continued
regulatory costs, mortgage lenders are having to either drastically compress
their profit margins or increase their interest rates in order to remain
competitive and afloat. While these interest rate changes are a sign of a good
economy, they can limit the consumer’s purchasing power and lead to slower
home sales for both resale and new construction. In this article I will explain
a bit about what has led the market to this pivotal transition, how I feel it will
impact the Building Industry, and also share some strategies to avoid impacts
to your business.
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The Federal Reserve Bank and Increasing Mortgage
First and foremost – you may be asking yourself “What is the Federal Reserve Benchmark
rate, and how does it relate to mortgage rates?” To keep it short and sweet- the federal funds
rate, or benchmark rate, is set by the Federal Reserve Bank, and is the interest rate that is
charged on money lent overnight between banks in order to meet reserve requirements.
When the cost is low for the banks, it trickles down to the consumer. When the cost is
high for banks, it is absorbed by the consumer. It impacts virtually all interest rates from
mortgages to auto loans.
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Economic Growth Means Increased Rates
In 2008, the economy was in a recession following the “housing crisis” that was the
nation’s worst downturn since World War II. As a method for recovery, on December 17th
2008, the Federal Reserve Bank decided to lower the benchmark rate to a range between
0.0 to 0.25%. The decrease on the Federal Reserve rate made financing a purchase,
specifically homes, more affordable over time. For reference – according to Freddie
Mac - the average mortgage interest rate for 2008 leading up to the Fed dropping their
benchmark was 6.03%.
By the end of 2009 the average mortgage interest rate had decreased to 5.04% - a
year over year decrease of almost 1%. This decline in the average mortgage interest rate
continued for the next 7 years with 2016 ending at a historical low of 3.65%. Although
the Fed raised rates once in 2015 and 2016 – mortgage rates had not seen significant
impacts just yet. However, in 2017 Janet Yellen – the Chairperson of the Federal Reserve
Bank, announced that as a result of economic growth and stabilizing job markets, the
benchmark rate would see several increases.

In January of 2017 the benchmark rate was 0.75% - and we have now seen 5 increases in
the last 2 years – bringing the benchmark rate to the current 2.0% - still there is one more
rate increase expected this year and at least 2 more in 2019. The average mortgage rate
for 2017 was 4.10% and the current average mortgage interest rate for 2018 (as of August
2018) is 4.52% according to Freddie Mac Primary Mortgage Market Survey.
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What do rate increases mean for the consumer?
San Diego County is still
experiencing a housing shortage, which is
continuing to drive up
home prices. As of July
2018, the median home
price hit another historic
high at $575,000 beating the previous record
of $570,000 in May of
this year, a 5.5% increase
from the previous year.
With increasing home
prices and interest rates,
consumer’s purchasing
power is greatly impacted. Using the current 2018 average interest rate of 4.43% as published by Freddie Mac,
an individual putting down 20% on a 30 year fixed term loan would have a monthly
principle, interest, tax and insurance payment of approximately $2,938 and this is without factoring in mello-roos, or HOA dues. If we continue to see the same 5.5% increase
over the next year in home prices, that same home would be
$606,625. Based on mortgage projections from The EconA NEW HISTORIC
omy Forecast Agency – interest rates at this time next year
HIGH IN SAN DIEGO
are expected to be averaging 5.08%. Based on the value and
interest increase that same property will now cost the consumer $3,319 in principal, interest, taxes and insurance per
month, an increase of $380.66 in payment per month. Let’s
simplify that into terms of income. While Fannie Mae and
Freddie Mac now allow for a maximum combined debt to
income ratio of up to 50%, traditionally, housing ratios (the
THOUSAND DOLLARS
total amount of only housing costs compared to income)
should be about 28% of your gross monthly income. Based
on a 28% housing ratio – in order to afford the $575,000 purchase price the individual
would need to make $125,942 a year. That same home next year would need a buyer to
make approximately $142,256 a year. This means that as consumers wait to purchase,

$575

they can afford less home for their money, and may end up priced out of the market. This
will also cause the buyer pool to shrink for new construction and resale alike.
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What can the Building Industry do
to limit the impact?
WHILE THE INCREASE IN HOME VALUES AND INTEREST RATES IS A
NORMAL OCCURRENCE IN THE HOUSING MARKET, AND A SIGN OF A
THRIVING ECONOMY, IT CAN DEFINITELY SLOW DOWN THE “SELLERS”
MARKET WE HAVE EXPERIENCED OVER THE LAST FEW YEARS AND
SLOWLY SHIFT US INTO A MORE LEVEL PLAYING FIELD FOR BUYERS.
To help prevent adverse impact to our industry talk to
your preferred lenders about options that can help protect
your inventory from interest rate hikes. Some lenders offer
things like “forward-commitments” and “Builder Spec
Locks” that allow the builder to pay for an extended rate
lock on a particular property prior to a buyer being found,
securing an interest rate based on the date that the lock is
executed. While terms vary by lender – typically this lock
transfers to the buyer at no cost, and allows the builder to
market the property at below market interest rates. This
can greatly increase the buyer pool as more families will
be able to fit the debt to income ratios if the interest rate
is lower than what is available on the current market.

Resources
•

https://www.valuepenguin.com/mortgages/historical-mortgage-rates#nogo

•

https://www.nytimes.com/2008/12/17/business/economy/17fed.html

•

http://www.freddiemac.com/pmms/

•

https://www.forbes.com/sites/laurengensler/2017/12/13/federal-reserve-raises-interest-rates-for-third-time-in2017/#775bcf077a53

•

https://www.thebalance.com/fed-funds-rate-history-highs-lows-3306135

•

http://www.sandiegouniontribune.com/business/real-estate/sd-fi-corelogic-home-20180724-story.html

•

https://longforecast.com/mortgage-interest-rates-forecast-2017-2018-2019-2020-2021-30-year-15-year

•

https://www.sandiegocounty.gov/content/sdc/sdhcd/rental-assistance/income-limits-ami.html
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Meet the Author

69%

Derek Lupien has been in the mortgage industry since
2010, and working directly with new construction
lending since 2014.
90%
Derek was born and raised on Ft. Bliss Army base in
El Paso Texas, where his father served 23 years on
active duty. Seeing the impact that stable housing,
and the dream of homeownership had on Veterans
and their family members is what sparked Derek’s
passion for the Mortgage and Real Estate Industry.
Derek Lupien

Home Mortgage Consultant
NMLSR 823363
(619) 598-5737
Derek.A.Lupien@wellsfargo.com
7676 Hazard Center Drive,
San Diego CA 92108

Derek’s prior experience as a Mortgage Underwriter
and Area Processing Manager allows him to navigate
the ins and outs of the intricate mortgage guidelines,
getting his clients to the closing table smoothly and
efficiently. Working for Wells Fargo Home Mortgage
gives Derek access to a wide variety of programs and
products to make homeownership a reality.
Derek is proficient in FHA/VA, Conventional, USDA,
Jumbo/ Non-Conforming, 1031 Exchanges, and Home
Equity Lines of Credit. Derek’s goal and intention is
to educate his clients and guide them through the
process, making the experience memorable for both
the buyer and his Builder and Realtor partners.
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We’re looking for experts like you!
Have a whitepaper you’d like to share or write for the SMC? Contact our president Lori
Asaro at smc@biasandiego.org and provide your name, contact information, and subject
matter for consideration.
•
•
•
•

Don’t worry about formatting,
we’ll do that for you.
Write about something you know.
It should be educational, but still engaging.
1,000 words is ideal for this purpose.

•
•
•
•

Provide citations if referencing other material.
Provide links.
Add pictures.
Provide a Bio and your picture.
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JOIN TODAY

For more info, please contact Lori Asaro, SMC President at
858-336-2709 • smc@biasandiego.org

