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INDUSTRY DATA

An Equity
Resurgence



A s of this writing, U.S. home prices

have seen 42 consecutive months of year-over-year home-

price appreciation. This valuation increase has simultane-

ously helped bring millions of American homeowners out

from underwater on their mortgages, while also setting the

stage for a resurgence in home-equity lending. ¶ It has

not been an easy road to this point. ¶ The recent housing,

mortgage and credit crises have

wreaked significant damage on both

the American economy and the eco-

nomic psyche of Americans. That dam-

age is only now starting to feel like a

thing of the past. ¶ There are some

who argue that in the wake of the crises, the pendulum has

swung too far in the other direction—away from an easy,

laissez-faire approach to lending and toward a much more

restrictive tightening of credit. While it’s true that regulatory 
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With home equity 
ascendant and risk in 
decline, now is the time 
to capitalize on a newly 
resurgent home-equity 
market.



changes have tightened the credit box, the result has been
the best-performing mortgages Black Knight Financial Services’
Data & Analytics division has ever tracked. 

In the mortgage industry, we have watched as delinquent
and foreclosure inventories have worked their way back from
record-setting highs to something close to pre-crisis levels,
and the rate of new problem loans has settled comfortably
back into “normal” territory. 

After years of depressed levels, real estate purchase trans-
actions are on the rise, while distressed sales—real estate–
owned (REO) and short sales—have now dropped on an annual
basis for 43 consecutive months, hitting a post-crisis low in
July at the lowest level since 2007.

In terms of those underwater borrowers, the improvement
has been incredible. 

Based upon Black Knight Financial Services’ most recent
available data, we’ve seen negative-equity levels drop by nearly
80 percent from the third quarter of 2011. That’s a drop from
nearly 15 million borrowers underwater on their mortgages
four years ago to just over 3 million today. While there were a
number of factors at work in that reduction, there is no dis-
counting the role rising equity has played.

Equity on the rise
In fact, as of third-quarter 2015, U.S.
mortgage holders held more than $7
trillion in net equity—an increase of
nearly $1 trillion from the year before.
That’s more than twice the amount
of equity in the entire U.S. mortgage
market in 2011, and the average bor-
rower today has about $19,000 more
in equity than he or she did just last
year. 

That statistic is an important
measure of how far we have come
from more troubled times. At Black
Knight, that knowledge simply opened the door to a more im-
portant question for our clients and the industry at large:
How much of that equity is “tappable” or available for home-
owners to borrow against? 

More importantly—for both borrowers and mortgage lenders
that dealt with the fallout of those crises—how much is
tappable within newly accepted risk parameters?

Keeping those risk parameters in mind, we looked at the
amount of equity available on each home with a mortgage,
using an upper limit of an 80 percent total combined loan-to-
value ratio (CLTV), including first and any second liens. What
we found was that 59 percent of total net equity could be ac-
cessed by borrowers before hitting that limit—more than $4
trillion in available equity. 

In total, we’re looking at more than 37 million borrowers
with CLTVs below 80 percent, with an average of roughly
$112,000 in tappable equity available in their homes. 

Of course, that average varies depending upon where a
given borrower’s home falls in terms of values. Those in the
upper 20th percentile of home values have much higher levels
of tappable equity than those in the lowest 20th, but the fact
remains: There is substantial equity to draw on across the
board.

Return of the cash-out refi
Borrowers are beginning to tap this newfound equity in
greater numbers, but the volumes are still far below those
seen in the pre-crisis peak years. 

Consider recent cash-out refinance activity: There were
roughly 300,000 cash-out refis completed in third-quarter 2015
alone, which is almost 40 percent higher than in the same
quarter a year prior. 

Keep in mind, however, that these volumes are still 80
percent below what they were at the peak in 2005. Still, these
cash-out transactions accounted for more than 40 percent of
all refinances completed during third-quarter 2015, which is
the highest share we’ve seen since 2008. On average, borrowers
were tapping more than $60,000 in equity through cash-out
refinances—the highest since at least 2007. 

A key takeaway here, though, is how incredibly low the risk
level is with today’s borrowers as compared with those during
the pre-crisis years. 

Current LTVs nationwide are declining, on average, overall;
the weighted average mark-to-market LTV today is approxi-
mately 57 percent. If we look at the average LTV for borrowers
after completing a cash-out refi—after pulling out more than

$60,000 in available equity, on aver-
age—we’re seeing average LTVs at
still only 67 percent. 

That’s well below the 80 percent
threshold and is actually the lowest
we’ve seen on record, going back to
2005, when Black Knight began track-
ing that data.

A commonly accepted notion in
our industry—and among the media
that report on it—was that during
the run-up to the Great Recession,
people were “using their homes as
ATMs.” While that makes for a good
sound bite, the catchphrase is a poor

metaphor for what happened. One of the key functions of an
ATM is to allow you to pull cash from your account, provided
you have the funds available to do so. 

A better comparison is that people were using their
homes more as credit cards—borrowing money they didn’t
really have. Many borrowers overextended themselves—and,
let’s be candid, many lenders approved them—into 125
percent and higher combined LTVs, with piggyback second
mortgages and home-equity lines of credit (HELOCs) and
any number of ways to borrow against a perceived future
value of a home. 

Of course, the prevailing wisdom at the time was that
home prices would continue to appreciate—probably at dou-
ble-digit annual rates. What could possibly go wrong?

With the crystal-clear benefit of hindsight, we all know ex-
actly what could go wrong. Once home values began to slip,
that became one of the tipping points that started to bring the
whole economic house down, and it took millions of American
homeowners underwater with it.

Today is a completely different story. What we’re seeing
in terms of cash-out refinance activity shows that people
are now using their homes much more like debit cards—
drawing on accounts where the cash actually exists, and
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where the balances are healthy even after they make the
withdrawal (as evidenced by the lowest post-cash-out LTVs
in well over 10 years).

HELOC harbor in rising rates
Of course, refinances make a world of sense when interest
rates are still at historic lows. The fact is, however, that we’ve
already seen a great deal of burnout in terms of the refi-
nanceable population; a great many of those who could both
qualify and for whom refinancing made financial sense have
already done so. 

In truth, a lot of the refinancing activity we’ve tracked in
recent years can be attributed to “serial refinancers” who
have capitalized on every rate movement and equity spike
they possible could. 

Black Knight has reported periodically on the sizable, but
shrinking, untapped refinanceable population, and at last
check, there were still more than 6 million borrowers who
made good candidates for traditional refinancing. But for both
those who have yet to take advantage as well as for those
looking to tap newfound equity, time may be running short.
We cautioned in our November 2015 Mortgage Monitor report
that even a 50-basis-point increase
in the 30-year mortgage rate would
knock 2.1 million borrowers out of
the running.

As of this writing, the Federal Re-
serve has announced one interest-
rate increase at its December 2015
policy meeting, and the general con-
sensus is that 2016 will see several
more. Thus far, that announcement
has not translated into higher 30-
year conforming interest rates, but
it is really only a matter of time at
this point.

When rates rise, borrowers will be much less likely to refi-
nance in order to tap the available equity in their homes, but
they will still want to use that equity—whether to invest
back into their homes (as anecdotal evidence suggests many
are doing), or to meet any number of financial challenges or
opportunities. 

Home-equity loans and lines of credit will therefore become
more and more attractive to borrowers who want to hold on
to the historically low rates they’ve secured on their first
mortgages while still leveraging their equity.

Historically low risk
Last year we’d already begun to see signs of this. Though tap-
pable equity is only 13 percent below what it was in 2006,
third-quarter 2015 HELOC originations—while up 35 percent
percent year-to-date—are still 85 percent below 2007 levels. 

That said, the average second-lien line amount is at its
highest level in more than 10 years. While undoubtedly driven
by higher home prices, it’s interesting to note that home
prices today are still not as high as they were back in 2006, yet
second-lien HELOC amounts are higher. 

Property value distributions show that more HELOCs are
going to higher-value properties today than they did in the
past. However, nearly 43 percent are going to properties valued

at $500,000 or more, compared with roughly 35 percent at the
peak of home prices in 2006.

Looking again at the very different risk profile of today’s
equity-based borrower, we saw that first-quarter 2015 HELOC
originations had the highest weighted average credit scores
on record at 782. Though they’ve come down a bit from there,
on average, HELOC credit scores are holding very high at 780.
In fact, 70 percent of HELOCs are going to borrowers with
credit scores of 760 or higher, while some 60 percent of the
nation’s $4.2 trillion in total tappable equity belongs to
borrowers in that same credit-score group.

Further, while HELOC line amounts may be at 10-year
highs, initial utilization rates—a key HELOC risk factor—are
near 10-year lows. 

In the years leading up to the crisis, HELOC borrowers were
initially using, on average, between 76 percent and 78 percent
of their available line amounts. Today that number is much
closer to 30 percent. Also, harkening back to what we saw
with cash-out refinances, the average resulting CLTV for bor-
rowers with second-lien HELOCs is 66 percent—well below
the 75–76 percent range seen during the bubble era.

As of this writing, the most recent available data shows
delinquency rates on existing HELOCs
are also very low—at 1.9 percent, the
lowest level seen since April 2007.
Likewise, delinquency rates on sec-
ond-lien HELOCs had declined by
more than 11 percent through the
first half of 2015, which is slightly
behind the 16 percent reduction on
first-lien mortgage delinquencies over
the same period. 

Further underscoring the point,
these delinquency rates, as low as
they are, are predominantly driven
by bubble-era HELOC vintages; delin-

quencies among recent vintage originations are essentially de
minimis. 

All this adds up to a potentially lucrative, relatively low-
risk opportunity for lenders willing to pursue the resurgent
home-equity market. 

It’s also important to note the geographical concentration
of net equity in the United States, which makes strategic mar-
keting of home-equity products all the more effective. 

California alone has $1.6 trillion in equity, representing 38
percent of the nation’s total available equity. The next nearest
state is Texas, which, while containing just over 6 percent of
total net equity and thus a fraction of the market size of Cali-
fornia, still represents a lucrative opportunity for lenders able
to capitalize on the opportunity. 

The tools to capitalize
Knowing this in the aggregate is one thing; having access to
the current, accurate information that proves it within your
own portfolio and your target market is another thing entirely.
As with so much in our industry, the key to successfully cap-
italizing on opportunity (to say nothing of navigating risks
and challenges) is having access to the best possible data and
the tools and expertise necessary to produce the best analysis
of that data.
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When it comes to capitalizing on the resurgent home-
equity market, the first step is being able to identify the low-
hanging fruit within your own portfolio. With the proper data
analysis, lenders can easily identify customers among their
first-mortgage portfolios whose current interest rates make
refinancing unattractive, but for whom HELOCs make much
more sense. 

Access to the appropriate data on those borrowers can
reveal estimated CLTVs, estimated
available tappable equity and—cru-
cially—the existence of any subordi-
nate loan that may be held by another
institution. All of this data helps iden-
tify and/or eliminate specific cus-
tomers to target. Of course, this
requires detailed information on the
borrower, the loan, the property, the
local market and some forward-look-
ing projections on how all of those
might be expected to perform in the
coming months and years. 

Furthermore, by combining your
in-house data with quality, sizable property records databases,
industry-leading valuation technologies and any number of
third-party data sources—along with critical information such
as specific geographical concentrations of net equity to focus
on—you can expand home-equity marketing efforts well
outside of your own portfolio. Rather than assuming a shotgun,
wide-net approach, however, you can become much more tar-

geted, informed and strategic in your efforts. 
Knowing, for example, which homeowners have a specific

range of tappable home equity, CLTVs within acceptable risk
parameters, no current second liens and projected home-
price appreciation expected to remain at an acceptable main-
tenance level could produce a highly targeted marketing
campaign. From there, using previous results and statistical
modeling, big data in-memory analytics engines can assess

the effectiveness of these acquisition
campaigns, allowing the lender to
further fine-tune and improve its ef-
forts for the future.

The key is to partner with a trusted
data provider that not only has the
data assets to supplement your own
internal sources, but also the tech-
nology, skills and expertise to build
out a wider data ecosystem and, in
turn, provide deeper lending insight. 

It then becomes possible to not
only capitalize upon the newly resur-
gent home-equity lending market,

but also be perfectly positioned to do the same for almost any
new opportunity that presents itself. MB

Ben Graboske is a senior vice president with the Data & Analytics division of
Black Knight Financial Services Inc., Jacksonville, Florida, a leading provider of
technology, data and analytics to the mortgage and real estate industries. He
can be reached at exec.author@bkfs.com.  
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