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In 2023, we described the US housing sector as being in recession but — unlike in 2009 — not 
in “crisis.” At the start of 2024, we can already say that the housing recession — a period marked 
both by a collapse in home purchases and declining housing construction — is over: a nascent 
recovery is now underway. The housing sector should support the economy this year as lower 
interest rates allow pent-up demand to manifest again. 

We are hopeful that this rebound will not cause inflation because lower rates will also unlock 
previously frozen supply (especially in the existing home segment). As housing-related spending 
picks up, parts of discretionary consumer spending like leisure and hospitality may see 
demand soften. 

Housing is probably the most interest rate-sensitive sector in the US economy. As the Federal 
Reserve embarked on an aggressive tightening cycle in 2022, residential construction took a 
genuine nosedive. These declines were similar in intensity to what was experienced during the 
Great Financial Crisis (GFC), but were far shorter in duration. This reflects vastly different market 
dynamics. Leading into the GFC, there was a housing oversupply and a proliferation of poor 
lending standards. By contrast, following years of corrective under-investment post-GFC, the US 
housing sector entered the pandemic with a supply deficit. The only reason the recession even 
occurred was that surging mortgage costs crashed affordability and pushed potential buyers 
temporarily to the sidelines. 

With rates coming back down, pent-up demand can materialize once again. We look for modest 
growth in residential investment in 2024. The improvement is already visible in Figure 1, with 
residential investment turning positive in recent quarters. Also, housing starts were up 7.6% y/y in 
December — the best yearly comparison since April 2022. Additionally, homebuilder sentiment 
jumped in January, with future sales expectations up by the most since June 2020.

Insights
Geopolitics and Policy

Housing Supports the 
Soft Landing Narrative 
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Figure 1 
Housing Market Data 
Has Already Shown 
Improvement

  US, GDP, Real Private 
Fixed Residential 
Investment, SA

Figure 2 
High Rates Led to 
Divergent Behavior 
in New/Existing 
Home Markets

  Median Sales Price, 
Existing Single Family, % 
Change Y/Y

  Median Price, New  
Single Family Home, % 
Change Y/Y

Sources: Macrobond, SSGA Economics, BEA. Updated as of January 31, 2024. 

Sources: Macrobond, SSGA Economics, NAR, U.S. Census Bureau. Data as of Dec 2023. 

Wouldn’t a Housing 
Rebound Prove 
Inflationary? 

We think there are good reasons to believe it will not.

New Supply in the Wings Normally, new and existing home prices move in tandem. But in 2023, 
new home prices corrected sharply lower while existing home prices barely declined. Rising 
mortgage rates became a major disincentive for homeowners to list their homes, as doing so 
would have implied swapping a low (possibly sub-3.0%) mortgage rate for a much higher (6.0%+) 
one. Due to the scarcity of inventory, the few existing properties made available for sale still 
managed to command elevated prices. By contrast, the median new home price was down 16.5% 
y/y in October 2023 and 12.7% y/y in Q4 2023 as a whole (Figure 2).
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These dynamics should reverse over the course of 2024 as the Fed eases rates and Treasury 
yields pull back further in anticipation, lowering mortgage rates. While there is pent-up demand 
for homes, there is also some pent-up supply in the existing home space. On balance, the 
combination should limit the potential inflationary impulse. 

Changing Homebuyer Frame of Mind. Buyer behavior is also changing. In December 2023, 
16% of homes sold above asking price, down from 35% in July 2023 and a peak of 61% in April 
2022. Even as mortgage rates come down, buyers should be less eager to bid up prices given 
depleting excess savings and more uncertainty around the employment outlook. Patience 
replaces euphoria. 

Hefty New Rental Supply. The other factor that can limit house price appreciation is that 
considerable new rental supply came onto the market in the multi-family space last year, offering 
an alternative. More will arrive in 2024. This message came out loud and clear in the Zillow 
Observed Rent Index (ZORI) data, and even more starkly, in the BLS/Cleveland Fed new tenant 
repeat rent index. The latter collapsed in Q4 2023 to levels not seen since the GFC (Figure 3). 
Even if the drop moderates going forward (which is likely), it still signals pipeline disinflation in 
rents that should cap house price appreciation. 

Figure 3 
We Expect 
Downward Pressure 
on Rental Inflation 
to Persist 

  US, Zillow Observed 
Rent Index, Smooth,  
SA, USD

  US BLS & Cleveland Fed 
New Tenant Repeat Rent

  US BLS & Cleveland Fed 
All Tenant Repeat Rent

  US, CPI, Rent of Primary 
Residence, SA

Sources: Macrobond, SSGA Economics, Cleveland Fed, Zillow, BLS. Updated as of January 31, 2024. 

Despite a recession in housing and weakness in manufacturing, the US economy outperformed 
growth expectations in 2023 thanks to robust consumer spending. Will a housing rebound impact 
consumption in 2024, and how? It is unlikely that a bounceback in housing would meaningfully 
alter the pace of aggregate consumer spending since that performance is primarily driven by 
income growth, specifically labor income. However, the composition of consumption may shift 
at the margin. Different buckets of consumer spending have exhibited vastly different patterns 
during the pandemic, with areas like foreign travel and clothing far above pre-Covid levels. By 
contrast, spending on motor vehicles remains constrained by inventory limitations (Figure 4).
As supply limitations in the auto industry fade, and as the housing market strengthens, 
consumer demand may shift away from certain discretionary spending categories that have 
previously outperformed.

Winners and Losers 
from a Recovery 
in Housing 
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Figure 4 
The Pandemic Drove 
Large Differences in 
Consumer Spending 
Categories

  Hotels & Motels

  Furnishings & Durable 
Household Equipment

  Clothing & Footwear

  Foreign Travel by  
U.S. Residents

  Total

  Motor Vehicles & Parts

Sources: Macrobond, SSGA Economics, BEA. Updated as of January 31, 2024.

Easier Fed policy should support a resurgence of housing demand — a trend that is already in 
progress. We believe that a range of factors will mute the inflationary pressures that could come 
along with this rebound. The impact on consumer spending is likely to be modest overall and 
mixed in regards to industry segments.

The Bottom Line 
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