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Homeowners, Economists Concerned about Home Equity Loans

Source: Bloomberg, Federal Reserve Bank of New York 
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U.S. CONSUMER DEBT: 

 

S&P RATING CHANGES: 

The number of Standard & 
Poor’s U.S. rating changes and 
the ratio of upgrades to 
downgrades. 

Total outstanding debt by 
loan type in trillions of 
dollars, excluding debt 
secured by real estate. 

In the years leading up to the financial crisis, homeowners were eagerly borrowing money against the 
equity in their homes, through a Home Equity Line of Credit (HELOC). For the subsequent ten years, 
borrowers could draw on this money to access extra cash for home improvements, tuition expenses or 
to aid with their cash flow, and only pay interest on the balance of the line of credit. Ten years later, 
borrowers are experiencing payment shock, as their HELOC loans are about to require either a balloon 
payment of the entire principal balance, or a greatly increased monthly payment including both 
principal and interest.  Also known as the “HELOC reset,” payments become fully amortized with no
additional draw capability. The Wall Street 
Journal reported that about $50 billion in 
HELOC loans will reset each year from 2015 to 
2017. 

Economists’ main concerns with the reset 
include the potential increase in 
nonperforming loans and a decline in 
consumer spending. For example, a 
homeowner who owes $100,000 on a HELOC 
with a 3% interest rate would see payments 
rise to $965 from $250 after the interest-only 
period ends and the loan converts to a 10 
year amortizing mortgage.  This homeowner 
will likely be forced to change discretionary 
spending habits in order to afford the extra $715 required monthly. For homeowners who cannot 
afford the payment, TransUnion is predicting “as much as 20% of all HELOCs are at increased risk of 
default.” 
 Positively, banks are reacting proactively, by contacting potential troublesome borrowers and staying 
ahead of any problems. Because of this, the Office of the Comptroller of the Currency recently revised 
its reset risk predictions downward by 20% through 2017. 
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(excluding real estate)
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Source:  SNL Financial 



 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

   
  

 

     
  

 

 

 
 

 

 

 

 

 

 

 

 

 

 


