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Executive Summary
A 1% increase in mortgage rates today would reduce new home sales by about 7% and have very little 
impact on home prices. We base this conclusion on our study of all 10 instances of 1%+ mortgage rate 
increases over the last 42 years. We show the new home sales changes below in the seven non-recessionary 
rate hike environments.

In the two instances that coincided with recessions, sales volumes and home prices fell dramatically. 
Similarly, at the beginning of the great housing decline in 2005 prior to the Great Recession, sales dropped 
dramatically. In the other 7 instances:

• Home sales fell in the short run and mostly recovered after six months. The higher the mortgage rate 
increase, the higher the decline in sales. Also, new home sales typically fell at a higher rate than existing 
home sales.

• Home prices continued appreciating or remained relatively stable.

Source: John Burns Real Estate Consulting, LLC (Pub: Oct-16)
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Mortgage rates have generally trended down since the early 1980s and remain near an all-time low today. 
Accordingly, rates have eventually trended back down in all of these scenarios.

We conclude that the health of the economy has far more impact on the housing market than changes in 
mortgage rates. The demand created by a growing economy has historically been enough to offset the 
reduced demand from rising mortgage rates and to avoid home price declines. The demand from a growing 
economy shows up in multiple ways, including:

• More people with jobs
• Income growth
• Increased confidence in being able to make mortgage payments

Source: John Burns Real Estate Consulting, LLC (Pub: Oct-16)
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Below, we summarize the eight scenarios coinciding with economic growth and the two scenarios concurring 
with recessions. (We investigate in more detail later.) Scenarios 6 (1996) and 7 (1999/2000) most closely 
resemble today’s low unemployment rate, low inflation, and modest economic growth environment.

Sales Changes Price Changes
Case Period New 

Sales
Existing 
Sales

New 
Prices

Existing 
Prices

1 Apr. 1974–Oct. 1974, rates up 1.4% from 8.6% to 10% -14% -9% -2% -3%
2 Mar. 1978–Oct. 1981, rates up 9.3% from 9.2% to 18.5% -56% -51% -13% -4%

Average -35% -30% -8% -3%

Sales Changes Price Changes
Case Period New 

Sales
Existing 
Sales

New 
Prices

Existing 
Prices

3 Mar. 1984–Jul. 1984, rates up 1.3% from 13.4% to 14.7% 1% -4% 1% 0%
4 Mar. 1987–Oct. 1987, rates up 2.2% from 9% to 11.3% -10% -10% 10% -1%
5 Jan. 1994–Dec. 1994, rates up 2.1% from 7.1% to 9.2% 6% -5% 2% 1%
6 Jan. 1996–Jun. 1996, rates up 1.3% from 7% to 8.3% 7% -1% 5% 3%
7 Apr. 1999–Feb. 2000, rates up 1.4% from 6.9% to 8.3% -7% 1% 0% 2%
8 Jun. 2003–Jun. 2004, rates up 1.1% from 5.2% to 6.3% 2% 15% 13% 5%
9 Sep. 2005–Jul. 2006, rates up 1% from 5.8% to 6.8% -25% -15% 1% -4%
10 Apr. 2013–Sep. 2013, rates up 1% from 3.5% to 4.5% -8% -3% -2% 2%

Average -4% -3% 4% 1%

Recessionary Scenarios

Expansionary Scenarios
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Mortgage Rate Sensitivity
A 1% increase in mortgage rates today would increase a mortgage payment by 13%. This increase would 
reduce the number of households who could qualify for a $300,000 mortgage by 5%. Those households 
stretching to buy the least expensive homes in the market would be unable to purchase. Other households 
would have to use up more of their income to purchase a home or purchase a less expensive home. The 
payment on a $300,000 mortgage would rise from $1,347 per month to $1,520 per month if mortgage rates 
rose from 3.5% to 4.5%.     

Assuming a 33% debt-to-income ratio, roughly 5% of US households would no longer qualify for a $300,000 
mortgage if rates increased 1% today. Only 45% of households would qualify compared to 50% today, as 
shown below. 

Note: Calculations exclude property taxes, mortgage insurance, maintenance costs, and other requirements.

Source: John Burns Real Estate Consulting, LLC (Pub: Oct-16)
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Historical Study
We analyzed the changes in new and existing home sales and home prices following a 1% rise in mortgage 
rates. We looked at three periods for each scenario:

1. Peak of the rate increase
2. Short-term: three months after the peak of the rate increase
3. Medium-term: six months after the peak of the rate increase

This time line shows how we broke up the time periods for the first case:

Before hike
April 1974

We compared sales and prices 3 and 6 months after the hike to before-hike levels.

At peak of the rate hike
October 1974

Short term
January 1975

Medium term
April 1975
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The following tables summarize the percentage change in new and existing home sales as well as new and 
existing real home prices for all three scenarios. We deflated the monthly median home prices and annualized 
the seasonally adjusted sales rates.

Sales Changes Price Changes

Period Period and  
Mortgage Rate Change

Economic  
Conditions

New 
Homes

Existing 
Homes Impact New 

Homes
Existing 
Homes Impact

1. April 1974 to October 1974: Rate up 1.4% from 8.6% to 10%

Rate hike 
period

High 
unemployment 
and high 
inflation

-18% -12% Large 
decline -2% -5% Small 

decline

3 months 
after hike

Apr. 1974 to Jan. 1975: Rate 
up 0.9% from 8.6% to 9.4% -24% -14% Very large 

decline -4% -3% Small 
decline

6 months 
after hike

Apr. 1974 to Apr. 1975: Rate 
up 0.2% from 8.6% to 8.8% 0 0% No change 0 0% No change

Straight 
average -14% -9% Large 

decline -2% -3% Small 
decline

Recessionary Environments

2. March 1978 to October 1981: Rate up 9.3% from 9.2% to 18.5%

Rate hike 
period

High 
unemployment 
and high 
inflation

-56% -48%
Very
large 
decline

-11% -4%
Very
large 
decline

3 months 
after hike

Mar. 1978 to Jan. 1982: Rate 
up 8.3% from 9.2% to 17.5% -55% -52% Very large 

decline -16% -4%
Very
large 
decline

6 months 
after hike

Mar. 1978 to Apr. 1982: Rate 
up 7.7% from 9.2% to 16.9% -58% -52% Very large 

decline -12% -4%
Very
large 
decline

Straight 
average -56% -51% Very large 

decline -13% -4%
Very
large 
decline
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Sales Changes Price Changes

Period Period & Mortgage Rate 
Change

Economic 
Conditions

New 
Homes

Existing 
Homes Impact New 

Homes
Existing 
Homes Impact

3. March 1984 to July 1984: Rate up 1.3% from 13.4% to 14.7%

Rate hike 
period

High 
unemployment 
and moderate 
inflation

-3% -4% Small 
decline 1% 2% Increase

3 months 
after hike

Mar. 1984 to Oct. 1984: Rate 
up 0.7% from 13.4% to 14.1% 7% -9% Mixed 0% -2% Small 

decline

6 months 
after hike

Mar. 1984 to Jan. 1985: Rate 
down 0.3% from 13.4% to 
13.1%

1% 1% Small 
increase 2% 0% Increase

Straight 
average 1% -4% Small 

decline 1% 0% Small 
increase

Expansionary Environments

4. March 1987 to October 1987: Rate up 2.3% from 9% to 11.3%

Rate hike 
period

Moderate 
unemployment 
and low 
inflation

-9% -8% Moderate 
decline 5% -3% Mixed

increase

3 months 
after hike

Mar. 1987 to Jan. 1988: Rate 
up 1.3% from 9% to 10.4% -18% -15% Large 

decline 17% 0% Increase

6 months 
after hike

Mar. 1987 to Apr. 1988: Rate 
up 1.2% from 9% to 10.2% -2% -6% Small 

decline 8% -1% Mixed
increase

Straight 
average -10% -10% Large 

decline 10% -1% Mixed
increase

5. January 1994 to December 1994: Rate up 2.1% from 7.1% to 9.2%

Rate hike 
period

Moderate 
unemployment 
and low 
inflation

2% -5% Small 
decline 5% 1% Increase

3 months 
after hike

Jan. 1994 to Mar. 1995: Rate 
up 1.4% from 7.1% to 8.5% 0% -7% Small 

decline 0% -3% Small 
decline

6 months 
after hike

Jan. 1994 to Jun. 1995: Rate 
up 0.5% from 7.1% to 7.6% 17% -2% Mixed

increase 2% 4% Increase

Straight 
average 6% -5% Mixed

increase 2% 1% Increase
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Sales Changes Price Changes

Period Period & Mortgage Rate 
Change

Economic 
Conditions

New 
Homes

Existing 
Homes Impact New 

Homes
Existing 
Homes Impact

6. January 1996 to June 1996: Rate up 1.3% from 7% to 8.3%

Rate hike 
period

Low 
unemployment 
and low 
inflation

1% -2% Small 
decline 5% 5% Large

increase

3 months 
after hike

Jan. 1996 to Sep. 1996: Rate 
up 1.2% from 7% to 8.2% 8% -2% Mixed

increase 3% 1% Increase

6 months 
after hike

Jan. 1996 to Dec. 1996: Rate 
up 0.6% from 7% to 7.6% 13% 1% Moderate

increase 7% 2% Large
increase

Straight 
average 7% -1% Mixed

increase 5% 3% Large
increase

Expansionary Environments

7. April 1999 to February 2000: Rate up 1.4% from 6.9% to 8.3%

Rate hike 
period

Low 
unemployment  
and low 
inflation

-7% 1% Moderate 
decline -1% 0% Small 

decline

3 months 
after hike

Apr. 1999 to May 2000: Rate 
up 1.6% from 6.9% to 8.5% -7% 1% Moderate 

decline 0% 3% Increase

6 months 
after hike

Apr. 1999 to Aug. 2000: Rate 
up 1.1% from 6.9% to 8% -8% 2% Moderate 

decline 0% 5% Increase

Straight 
average -7% 1% Moderate 

decline 0% 2% Small
increase

8. June 2003 to June 2004: Rate up 1.1% from 5.2% to 6.3%

Rate hike 
period

Low 
unemployment 
and low 
inflation

-1% 16% Mixed
increase 11% 6%

Very 
large
increase

3 months 
after hike

Jun. 2003 to Sep. 2004: 
Rate up 0.5% from 5.2% to 
5.8%

2% 12% Very large 
increase 9% 4%

Very 
large
increase

6 months 
after hike

Jun. 2003 to Dec. 2004: 
Rate up 0.5% from 5.2% to 
5.8%

4% 16% Very large 
increase 18% 6%

Very 
large
increase

Straight 
average 2% 15% Very large 

increase 13% 5%
Very 
large
increase
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Sales Changes Price Changes

Period Period & Mortgage Rate 
Change

Economic 
Conditions

New 
Homes

Existing 
Homes Impact New 

Homes
Existing 
Homes Impact

9. September 2005 to July 2006: Rate up 1% from 5.8% to 6.8%

Rate hike 
period

Low 
unemployment 
and low 
inflation

-22% -13% Very large 
decline -3% 0% Mixed 

decline

3 months 
after hike

Sep. 2005 to Oct. 2006: Rate 
up 0.6% from 5.8% to 6.4% -24% -12% Very large 

decline 3% -4% Mixed 
decline

6 months 
after hike

Sep. 2005 to Jan. 2007: Rate 
up 0.5% from 5.8% to 6.2% -28% -21% Very large 

decline 4% -9% Mixed 
decline

Straight 
average -25% -15% Very large 

decline 1% -4% Mixed 
decline

Expansionary Environments

10. April 2013 to September 2013: Rate up 1% from 3.5% to 4.5%

Rate hike 
period

High 
unemployment 
and low 
inflation

-12% 1% Moderate 
decline -4% 3% Mixed 

decline

3 months 
after hike

Apr. 2013 to Dec. 2013: Rate 
up 1% from 3.5% to 4.5% -2% -5% Moderate 

decline -2% 3% Mixed 
decline

6 months 
after hike

Apr. 2013 to Mar. 2014: Rate 
up 0.9% from 3.5% to 4.3% -9% -7% Large 

decline -1% 1% Mixed 
decline

Straight 
average -8% -3% Large

decline -2% 2% Mixed 
decline

https://www.realestateconsulting.com/terms-and-conditions-of-use/legal/


See Terms and Conditions of Use and Disclaimers. Distribution to non-clients is prohibited. © 2016

11

Mortgage Rates Have Less Impact 
than Most Think
Published October 2016

The following key conclusions focus on the medium-run impact of rising mortgage rates on new home sales.

1. April 1974 to October 1974: Little impact from 1.4% increase
The economy was in a recession, facing high unemployment and high inflation. In six months, the 30-
year fixed mortgage rate rose by 1.4% from 8.6% to 10%. Sales volumes for both new and existing homes
experienced a large 12%–18% immediate drop after the mortgage rate hike but stabilized in just six months
when rates fell back to 8.8%. The recession ending in March 1975 and mortgage rates falling back down
resulted in a negligible medium-term impact to sales volumes. Real home prices for both new and existing
homes fell 2% to 5% immediately after the mortgage rate hike but recovered in six months.

2. March 1978 to October 1981: Very large negative impact from 9.3% increase
The economy was in a recession and facing high unemployment. The Federal Funds rate reached 16.4% in
1981, pushing the 30-year fixed mortgage rate up 9.3% from 9.2% in March 1978 to 18.5% in October 1981.
Sales volumes for new and existing homes experienced a very substantial 48% to 56% immediate decline
after the mortgage rate hike and did not stabilize in the following six months. In real terms, both new and
existing home prices fell 4% (existing) and 12% (new) following the rate hike and did not recover to their
original levels for many years.

3. March 1984 to July 1984: Small positive impact from 1.3% increase
The economy recovered from the recession that took place in the early 1980s and faced stable inflation along
with moderately high unemployment. In just four months, the 30-year fixed mortgage rate rose by 1.3% from
13.4% to 14.7%. Sales volumes for new and existing homes experienced a small immediate decrease after
the mortgage rate hike but recovered in the following six months. The home sales recovery can be partially
explained by the prosperous economic expansion in 1984 and falling mortgage rates after the 1.3% hike. In
real terms, both new and existing median home prices continued to rise despite the mortgage rate increase.

4. March 1987 to October 1987: Small negative impact from 2.3% increase
The economy was heading towards the end of an economic expansion, showing slower GDP growth,
moderate unemployment, and stable inflation. In just four months, the 30-year fixed mortgage rate rose by
an alarming 2.3% from 9% to 11.3%. Sales volumes for new and existing homes experienced an immediate
drop after the mortgage rate hike, falling 15% to 18% by January 1988. The median existing real home price
fell by 3% following the mortgage rate hike and remained 1% below the original real price after six months. In
contrast, the median new real home price continued to rise despite of the mortgage rate increase.
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5. January 1994 to December 1994: Moderate positive impact from 2.1% increase
The economy was in a stable expansion, facing low inflation and moderate unemployment. The housing
market was beginning to recover from the previous bust, and there was excess new home inventory. The
three fed funds rate hikes in 1994 put upward pressure on the 30-year fixed mortgage rate, which rose by
2.1% in 11 months, from 7.1% to 9.2%. Sales volumes for existing homes experienced a modest 5% immediate
drop after the mortgage rate hike, recovering slightly in the following months. In contrast, the new home sales
volume rose immediately after the rate hike and flourished even more in the following six months. Mortgage
rates began to fall after the initial 2.1% jump, which partially contributed to the new home sales growth.
New real home prices continued to rise regardless of the mortgage rate increase. Existing real home prices
experienced a slight cutback of 3% in the three months after the rate hike but recovered in the following
months.

6. January 1996 to June 1996: Moderate positive impact from 1.3% increase
The economy was in a modest economic expansion, facing low inflation and unemployment. In just five
months, the 30-year fixed mortgage rate rose by 1.3% from 7.0% to 8.3%. Sales volumes for existing homes
experienced a small 2% immediate drop after the mortgage rate hike but recovered in the following six
months. In contrast, sales volumes for new homes rose immediately after the rate hike and flourished even
more in the following six months. This rise in sales volume reflected favorable economic conditions and
decreasing mortgage rates after the 1.3% jump. Both existing and new real home prices rose by 5%, partially
reflecting stable economic conditions.

7. April 1999 to February 2000: Moderate negative impact from 1.4% increase
The economy was at the end of an expansion and about to enter a recession driven by the tech bubble. In
nine months, the 30-year fixed mortgage rate increased by 1.4% from 6.9% to 8.3%, partially driven by the
three fed funds rate hikes. The existing home sales volume experienced a small immediate increase after
the mortgage rate hike and stayed flat in the following six months. In contrast, the new home sales volume
experienced a moderate decline immediately after the rate hike and did not recover in the following six
months. New home real price appreciation fell by a modest 1% but soon recovered after just three months.
This case best resembles what would happen today if mortgage rates rose by 1% and all other conditions
remained the same.

8. June 2003 to June 2004: Small positive impact from 1.1% increase
This case entails one of the biggest real estate booms ever, driven by loose mortgage lending, low
introductory adjustable mortgage rates, and solid economic growth. In one year, the 30-year fixed mortgage
rate rose by 1.1% from 5.2% to 6.3%. The existing home sales volume experienced an immediate increase
after the mortgage rate hike and stayed constant in the following six months. In contrast, the new home sales
volume experienced a very small decrease immediately after the rate hike and recovered in the following six
months. Both new and existing median real home prices continued to rise despite the mortgage rate hike,
partially reflecting high demand for homes.
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9. September 2005 to July 2006: Very large negative impact from 1.0% increase
The economy was reaching the end of the housing boom and about to enter the Great Recession, while
facing low inflation and low unemployment. In 14 months, the 30-year fixed mortgage rate rose by 1% from
5.8% to 6.8%, partially driven by the 12 federal funds rate hikes. Sales volumes for new and existing homes
experienced a large 13% to 22% immediate decline after the mortgage rate hike and worsened to a 21% to
28% decline in the following six months, partially anticipating the coming recession. Real home prices for new
homes fell by 3% soon after the mortgage rate hike but recovered after three months. In contrast, median
existing real home prices fell after three months by 4% from their original level and by 9% after six months.

10. April 2013 to September 2013: Large negative impact from 1.0% increase
The economy was still recovering from the Great Recession, facing very low inflation and high unemployment.
In just six months, the 30-year fixed mortgage rate rose by 1.0%, from 3.5% to 4.5%. The existing home sales
volume slightly increased after the mortgage rate hike but fell 7% in the following six months. In contrast,
the new home sales volume decreased 12% immediately after the rate hike and did not recover much in
the following six months. The median existing real home price continued to rise despite the mortgage rate
increase. The median new real home price, however, fell by 4% after the rate hike and after six months was
still 1% below its original level.

Conclusion
Home sales, especially new home sales, tend to fall immediately after a mortgage rate increase and then 
partially recover when the economy continues to grow. Historically, the positive impacts associated with 
economic growth have been able to overcome the negative impacts associated with reduced affordability.  
The current housing and economic cycle most resembles scenarios 6 (1996) and 7 (1999/2000). The most 
likely scenario over a six month period following a 1% mortgage rate increase today would be:  

• Modest 5% to 10% decline of new home sales
• Little impact on existing home sales, which are less volatile than new home sales
• Little impact on home prices
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Appendix
We analyzed the monthly mortgage payment changes for each case after the mortgage rate hikes. During 
recessionary times, monthly mortgage payments rose by 51% on average. During expansionary scenarios, 
monthly mortgage payments rose by 15% on average. For the sake of simplicity, we used a 30-year fixed rate 
$100,000 mortgage for our analysis and excluded the down payment and other costs. The table below shows 
the monthly payment changes following the mortgage rate hikes.

Sales Changes Price Changes Payment Changes
Case Period New 

Sales
Existing 
Sales

New 
Prices

Existing 
Prices

$100K 
Mortgage

1 Apr. 1974–Oct. 1974, rates up 1.4% from 8.6% to 10% -14% -9% -2% -3% 13%
2 Mar. 1978–Oct. 1981, rates up 9.3% from 9.2% to 18.5% -56% -51% -13% -4% 88%

Average -35% -30% -8% -3% 51%

Sales Changes Price Changes Payment Changes
Case Period New 

Sales
Existing 
Sales

New 
Prices

Existing 
Prices

$100K
Mortgage

3 Mar. 1984–Jul. 1984, rates up 1.3% from 13.4% to 14.7% 1% -4% 1% 0% 9%
4 Mar. 1987–Oct. 1987, rates up 2.2% from 9% to 11.3% -10% -10% 10% -1% 20%
5 Jan. 1994–Dec. 1994, rates up 2.1% from 7.1% to 9.2% 6% -5% 2% 1% 22%
6 Jan. 1996–Jun. 1996, rates up 1.3% from 7% to 8.3% 7% -1% 5% 3% 13%
7 Apr. 1999–Feb. 2000, rates up 1.4% from 6.9% to 8.3% -7% 1% 0% 2% 15%
8 Jun. 2003–Jun. 2004, rates up 1.1% from 5.2% to 6.3% 2% 15% 13% 5% 12%
9 Sep. 2005–Jul. 2006, rates up 1% from 5.8% to 6.8% -25% -15% 1% -4% 11%
10 Apr. 2013–Sep. 2013, rates up 1% from 3.5% to 4.5% -8% -3% -2% 2% 13%

Average -4% -3% 4% 1% 15%

Recessionary Scenarios

Expansionary Scenarios
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