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2018 REAL ESTATE MARKET FORECAST 

Overview  

In this installment of our quarterly “Partnering 
for Success” newsletter, we begin with some 
data points provided for market perspective, 
we take a quick look back at 2017, and then 
we discuss our projections for 2018.  

Putting the Market into Perspective 

` Southern California home prices have 
increased each year for almost six 
straight years. Homes are selling in record 
time, mostly at asking price or higher while 
low mortgage interest rates have helped to 
somewhat offset increasing home prices 
(averaging below 4.00% for a 30-year fixed 
rate loan since July 2017). 
 

` Mortgage delinquencies fell last year to 
the lowest point in more than a decade. 
Many analysists expect mortgage 
performance to continue improving this year, 
leading to record lows in mortgage 
delinquencies. 
 

` Most experts predict at least two more 
quarter-point Fed rate hikes in 2018.  
Mortgage rates have started to climb, as the 
figure for a 30-year fixed-rate loan rose to 
4.04% (for the week ending January 18, 
2018). In 2006, at the height of the last 
housing bubble, mortgage rates were in the 
6.5% range and house payments were 
equivalent to 90% of the median household 
income.  

 
` Home prices in California are rising 

faster than incomes. Over the most recent 
quarter-century, median home prices 
practically tripled while median household 
incomes just about doubled. The typical 
California family would have to save more 
than 30 years for a 20% down payment on a 
$541,650 home (the statewide median house 
price in October 2017). 
 

` Entry-level buyers are expected to take 
on even more leverage in 2018 as they 
try to keep up with rising starter-home 
prices. The monthly payment on a median-
priced California home ($541,650) would 
consume just under 55% of the median 
household’s income ($67,739 in 2016, 
according to the U.S. Census). That number is 
only slightly higher than California’s historic 
average of 50%. 

 
` In California, the median house prices for 

Orange County (and four Bay Area 
counties) have surpassed the all-time 
highs set during the housing bubble of 
2007. Local home values are expected to 
continue appreciating this year even though 
the new tax law disproportionately impacts 
higher-priced markets.  
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Follow us on social media: 
Facebook: @titanpacificgroup 
Instagram: @titanpacgroup 
Twitter: @titanpacgroup 
LinkedIn: @titanpacificgroup 
 

 

https://www.facebook.com/TitanPacificGroup/
https://www.facebook.com/TitanPacificGroup/
https://www.instagram.com/titanpacgroup/
https://www.instagram.com/titanpacgroup/
https://twitter.com/TitanPacGroup
https://twitter.com/TitanPacGroup
https://www.linkedin.com/company/18366496/
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Looking Back at 2017 
Last year brought a new political 
administration, an onslaught of natural 
disasters, and a period of the lowest level of 
home sales on record. In early 2017, 
nationwide confidence in the housing market 
surged among consumers. However, that 

confidence decreased toward the end of last 
year as tight supply of inventory, rising home 
prices, uncertainty regarding the new tax law, 
and three separate quarter point increases to 
the benchmark federal funds rate (the fifth 
such increase of this key rate since the 
financial crisis), influenced consumer home-
buying sentiment and left many people 
scratching their heads. All of this turbulence 
set the stage for an interesting 2018 housing 
climate for which there have been many 
competing forecasts.  
 
Home Values Continue Appreciating as 
Supply of Homes Tightens Further, 
Placing Upward Pressure on Prices 

In Orange County, housing appreciation 
increased from 3% in 2016 to 6.4% in 2017. 
We anticipate a 1.2% reduction in 
appreciation (from 2017 to 2018) primarily 
because of reduced affordability stemming 
from additional Federal Reserve rate 
increases and reduced home-buying 
incentives under the new tax law. 
Nevertheless, we expect home-buying 
demand to continue outpacing supply in 2018, 
and the continuing historically tight supply of 
unsold housing will once again keep upward 
pressure on home prices, resulting in what we 

ABOUT TITAN PACIFIC REAL ESTATE SALES AND INVESTMENTS 
 

 
Since 2005, the Titan Pacific Group has offered full service real estate sales and investment 
services throughout Southern California. Integrity, market knowledge, and a deep-rooted 

commitment to our clients and partners have been the pillars of our successful track-record. 
 

When we partner, we partner for success! 
 

Please feel free to reach out to us at 949-464-7639 or visit www.titanpac.com for additional 
information about how we use market data and analytics to position our clients for success. 

 
 

             A NOTE TO REAL ESTATE INVESTORS… 
 
Investors should be guided by sophisticated 
investment strategies centered around 
unambiguous, unwavering criteria. We use a 
data-driven collaborative approach to develop 
investment strategies based on customized 
criteria, and we have a proven track record of 
successfully implementing those strategies to 
find the right investment opportunities for our 
investor clients and partners.  
 
We believe that investors should never have to 
compromise their investment parameters for 
the sake of doing a deal, even in today’s highly 
competitive (and often speculative) market.  
Our methodical approach to real estate 
investing enables our investor clients to quickly 
evaluate deals, guard against risk, and 
maximize returns. Whether you are a seasoned 
investor searching for your next opportunity, 
or if you’re just thinking about getting started 
with your first real estate deal, give us a call at  
949-464-7639 to start partnering for success! 

http://www.titanpac.com/
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estimate will be approximately 5.2% year-
over-year appreciation for 2018. 
 

 

 

We expect the supply of single family 
homes to tighten further as we progress 
through 2018, placing upward pressure on 
home prices. We also anticipate interest 
rates to increase at least two more times 
this year. In short, anyone looking to buy a 
home in 2018 can prepare for declining 
affordability as we move through the year, 
and anyone looking to sell their home, can 
take steps to capitalize on the current 
market climate.  
 

 

 

In 2017, housing starts (a term of art used to 
describe new homebuilding) were down well 
below the historic 50-year average at 2.9% 
year-over-year, with record setting low levels 
of inventory recorded during the latter 
months of the year. While many factors such 
as labor shortages and increasing materials 
costs contribute to low housing inventory, the 
underlying reason for these record low 
housing starts has been builders focusing on 
more profitable, higher priced homes and 
multi-family residential construction.  

 

 

A drop in the number of new homes coming 
on-line is almost always preceded by 
increases in the supply of unsold homes as 
well as greater pessimism from housing 
industry leaders. However, the supply of 
unsold inventory at current sales trends is 
down to historically low levels, while the 
National Association of Home Builders’ 
(NAHB) housing market index is near all-
time highs. This is a good indicator that 
home values will continue appreciating.  
 

 

 

 

Interestingly, toward the end of last year, we 
saw a surge in developers pulling single-family 
homebuilding permits. However, due in part 
to the timeline associated with bringing new 
homes online, we believe the market will 
continue struggling with low inventory, and 
prices will continue rising until supply reaches 
levels that closer to parity with demand. With 
that said, if we continue to see surging levels 
of developers procuring single-family 
homebuilding permits for multiple successive 
quarters, then that could be a sign of a 
changing tide toward greater affordability (or 
even a market correction) due to significant 
increases in housing inventory. In short, we 
are watching new home permitting activity 
closely, it will factor into our ongoing market 
analysis, and we will keep you posted. 

 

 

While we anticipate the volume of new 
homebuilding to increase, our near-term 
view is that housing production will remain 
constrained somewhat by declining 
affordability, so we don’t expect resolution 
of the affordability issue in 2018 as a result 
of excess of inventory coming online. 
 

 

 

Multiple Rate Hikes Will Contribute to 
Reduced Housing Affordability 

We anticipate that the Federal Reserve Board 
will raise the fed funds rate at least two more 
times in 2018. The 90-day treasury bill closely 
parallels that rate and has been forecasted to 
rise from 1.2% to 1.8% by year-end 2018. The 
10-year treasury bond is also forecasted to 
increase about 60 basis points. With short- 
and long-term rates increasing in lock step, 
the interest rate spread is expected to hold 
steady at 1.1%. Although this is a decline from 
the 1.8% spread at the beginning of 2017, it’s 
not enough to signal an imminent recession. 
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The New Tax Law Disproportionately 
Impact Higher-Price Markets  

The substantial reduction in the utilization of 
the mortgage interest deduction and 
commensurate reduction in subsidies that we 
described in our New Tax Law Letter to 
Clients will somewhat reduce upward 
pressure on home prices, so had it not passed, 
our prediction for 2018 year-over-year 
appreciation would have been even higher.  

 

Looking Forward to 2019 and Beyond 

California is not currently in the midst of a 
housing bubble, and the market is not at a 
tipping point just yet. However, multiple 
successive quarterly surges in new 
homebuilding, or an economic shock event, 
could lead to a market correction. Keep in 
mind, due to rising interest rates, the 
affordability problem for homebuyers taking 
out a mortgage may continue beyond any 
potential future market correction.  

 

  

SIGN-UP TO RECEIVE OUR NEWSLETTER AND OTHER MARKET INSIGHTS 
 

 
www.titanpac.com/market-insights 

 

ABOUT THE AUTHOR 
 

 
As Principal Partner of the Titan Pacific Group, Omid Yousofi represents buyers and sellers of 
homes as well as investors and developers of value-add and income generating properties. Omid 
began his real estate career in 2005. In addition to representing buyers and sellers during the 
purchase / sale of their home, he also specializes in structuring successful investment deals 
yielding highly profitable returns for investor clients and partners. His overall experience and 
diverse educational background includes receiving a Bachelor of Science degree in civil engineering 
with an emphasis in construction management from the University of Southern California; earning 
a Juris Doctorate in Law from the Thomas Jefferson School of Law; and leading Southern California 
infrastructure pursuits for a Fortune 200 firm known as one of the world’s largest publically traded 
developers of public-private partnerships.  
 

 
 
 

https://www.titanpac.com/s/New-Tax-Law-Letter-to-Clients.pdf
https://www.titanpac.com/s/New-Tax-Law-Letter-to-Clients.pdf
https://www.titanpac.com/market-insights/
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