
U.S. Macroeconomic Outlook and 
Implications for Residential Real Estate

Zillow Economic Research
March 2018



Macro Outlook

2



The consensus outlook

• Modest boost to economic growth in 2018 from tax reform followed by gradual slowing in 2019
• Accelerating inflation and rising interest rates, though they are expected to remain below 

historic levels on the 24-month horizon
• Slowing home value and rent appreciation, and plateauing home sales (flat-to-falling existing 

home sales offset by modestly rising new home sales)
• Low odds of recession in 2018 and 2019, though odds increase toward late 2019 into 2020
• Upward price pressure from tight supply and rising construction costs in the for-sale market 

currently outweigh potential headwinds from rising mortgage rates
• Mortgage lending conditions remain tight-to-prudent, but could ease with potential for financial 

deregulation



Risks to the consensus outlook

• Poor record of forecasting macroeconomic turning points

− Paraphrasing Janet Yellen from December 2015: Expansion don’t die of old age, they die from underlying 
imbalances in the economy

− But imbalances are easier to identify than to time

− When the next recession does come, will it look more like 1973 or 2001?

• Potential for heightened sensitivity to rising interest rates in some regional markets: Historically 
only modest sensitivity of buyers to small rate increases, but potential for structural break

− Could a regional or sector downturn – for example, in California or in export hubs – become national? 
Lessons from regional experiences of Texas, New England and California in the 1980s/1990s and the 
Shale Belt in 2014-2016

− Sensitivity to stock markets: Some markets are more vulnerable than others, but experience of Bay Area 
in 2001 points to differential impact across market tiers – and a quick recovery

• Political/geopolitical risks (difficult to forecast): Fiscal policy, trade policy, financial regulation



GDP growth forecasts rise in 2018 but fall back in 2019

Source: U.S. Bureau of Economic Analysis



Headline inflation (PCE) expected to rise sharply toward 
the FRB’s 2 percent target
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Continued record low unemployment forecast for 2018, 
but slightly more uncertainty for 2019

Source: U.S. Bureau of Economic Analysis



Economists surveyed by Zillow* see low odds of a recession 
in 2018 or 2019, though risks pick up toward late 2019

*Survey conducted in August 2017.



Federal Funds Rate (mid point of the target range) forecasts 
point to steady rate increases over the next 24 months

Source: Board of Governors of the Federal Reserve System (US)



Mortgage rates expected to increase in line with short-
term lending rates, but remain below historic levels

Source: Freddie Mac



The terminal Federal Funds Rate and the yield curve

• Estimates of terminal funds rate current around 3.25 percent to 3.5 percent by late 2019 (per 
Goldman Sachs) – about 200 basis points above current levels
− In line with peak rates of the mid-2000s and slightly below peak rates of the mid-1990s

− Some evidence of very modest structural headwinds to potential growth – e.g., demographics, 
productivity – putting some downward pressure on the terminal Federal Funds Rate at peak

• Yield curve has flattened putting less upward pressure on long-term lending rates than on short-
term rates
− Possible structural shifts in demand for risk-free/low-risk assets as result of post-crisis financial 

regulation, demographics, global risk environment and legacy QE-era bond buying

− Expect more upward pressure on long-term lending rates as global risk environment normalizes

− Zillow forecasts 30-year fixed mortgage rate to hit 5.5 percent to 5.75 percent by end of 2019, still below 
historic averages, but in line with peak rates of the mid-2000s



ZHVI forecast to extend annual pace of appreciation in the 
5% to 6% range over the next 24 months

Source: Zillow Home Value Index and Forecast



Home value appreciation expected to slow by ~1 ppt in 2018

Source: Zillow Home Value Index and Forecast



Rent growth slower than during 2015-17 but still steady on 
the 12-month horizon 

Source: Zillow Rent Index and Forecast



Rent appreciation expected to slow due to greater 
multifamily supply, strong home buying

Source: Zillow Rent Index and Forecast



Meaningful headwinds to both existing and new home 
sales

Source: NAR Existing Home Sales: Single-Family & Condo & Co-op, U.S. Census Bureau New Residential Sales




