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As Eakinomics has discussed previously, Federal Reserve anti-inflation efforts run through the housing markets.
In the most recent report on the Consumer Price Index, year-over-year shelter inflation rang in at 6.9 percent
and has been up every month since early 2021. More generally, slowing the demand for houses and apartments
isasure-fire way to reduce the construction of houses and apartments — and reduce the demand for furnaces,
ovens, carpeting, and everything else that goes into a new house or apartment.

Conveniently, Thomas Wade has released the most recent version of his Housing Chartbook — an easy way to
keep up with housing market developments.

The Fed has moved its target range from O to 4 percent in 2022 (and is widely expected to go further north at its
December meeting). What has the impact been? Obviously, mortgage rates are up sharply. As expected, this has
fed through to the incentives for new construction; housing starts have dipped sharply, especially for single-
family homes.
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https://www.americanactionforum.org/chartbook/housing-chartbook-q3-2022/

HOUSING STARTS: YEAR-OVER-YEAR PERCENT CHANGE, PAST 10 YEARS
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https://www.americanactionforum.org/wp-content/uploads/2022/12/Housing-Starts.png
https://www.americanactionforum.org/wp-content/uploads/2022/12/Housing-Starts.png

This has coincided with areversal of the pace of year-over-yar increases in home prices across the country. For
the past three months, the overall measures of house prices have actualy fallen.
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HOUSE PRICE INDICES - CASE-SHILLER vs. FHFA, PAST 10 YEARS
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In short, the Fed' s painful medicine has “worked” and the surge in demand for housing appears to have been
reversed. Thisisvery different than the previous housing correction, which featured widespread damage to
household finances. In this case, delinquencies remain low. This suggests that existing homeowners are well
positioned to survive any short-turn duress that the tightening cycle might bring.

REAL ESTATE LOAN DELINQUENCY RATES, PAST 10 YEARS
(SEASONALLY ADJUSTED, QUARTERLY DATA)
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Thefinal, yet-to-be-seen step in this process will be falling shelter inflation. Because leases are an annual event,
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https://www.americanactionforum.org/wp-content/uploads/2022/12/Real-Estate-Loan-Delinquency-Rates.png
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moderation of rent increases shows up with alag. One should expect this component to change its trajectory in
thefirst half of 2023, adding to the broader moderation in goods-price inflation that appears to be underway,
and showing up as noticeable success in the Fed efforts to bring down inflation.
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