
Understanding Monetary Policy 
Through the Housing Channel

Samuel Zell and Robert Lurie Real Estate Center Members’ Meeting 
The Wharton School of the University of Pennsylvania

Philadelphia, PA

April 20, 2023

Patrick T. Harker 

President and Chief Executive Officer 
Federal Reserve Bank of Philadelphia 

The views expressed today are my own and not necessarily those of the Federal Reserve System 
or the Federal Open Market Committee (FOMC). 



1 

Understanding Monetary Policy Through the Housing Channel 

Samuel Zell and Robert Lurie Real Estate Center Members’ Meeting 

The Wharton School of the University of Pennsylvania 

Philadelphia, PA 

April 20, 2023 

Patrick T. Harker 

President and Chief Executive Officer 

Federal Reserve Bank of Philadelphia 

Good evening, everyone! Any time I get to spend with the Wharton family is time well spent, 

and this is certainly no exception. Thank you for the invitation to join you tonight. 

With the economy and the Federal Reserve in the news a lot lately, I thought we should spend 

our time together covering a few topics of interest. First, I’ll talk about current economic 

conditions and how they are affecting the Fed’s monetary policy actions. Then, I’ll take a deep 

dive into the effects that monetary policy can have on the housing market and how these 

impacts transmit through the economy. After that, I plan to leave plenty of time at the end for 

your questions and comments.  

But before I do any of that, I have to issue the standard disclaimer: The views I express tonight 

are my own and don’t necessarily reflect those of anyone else on the Federal Open Market 

Committee (FOMC) or within the Federal Reserve System. 

The State of the Economy 

With that out of the way … let’s talk about the state of the economy. In the wake of the 

pandemic, one word has remained top of mind for the Federal Reserve: inflation.     
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While headline PCE inflation has come down from its peak of 7 percent last year, it is still 

running at 5 percent year over year — way above the Fed’s long-run target of 2 percent 

annually. Recent readings show that inflation is continuing to recede, but it’s doing so slowly. 

This persistently high inflation comes with real costs for Americans — cutting into purchasing 

power and household wealth. And the pain isn’t being felt equally. The toll is falling most 

heavily on those least able to bear it. I’m especially concerned about the elevated costs of 

shelter, food, and health care — life’s true necessities. 

To combat this inflation, the Fed has been working to slow the economy modestly and bring it 

more in line with supply. We have increased the target range for the federal funds rate — our 

primary monetary policy tool — by 475 basis points since March 2022. Balance sheet reduction 

is another way to tighten conditions. 

We’re already seeing promising signs that these actions are working — for example, house 

price indexes are cooling.  

What’s encouraging is that even as we have raised rates, the national economy remains 

relatively healthy overall. Since January, we’ve experienced strong growth in economic activity. 

There are also still a record number of Americans employed, with more than 1 million jobs 

created, on net, so far this year. While there are some signs that labor market tightness is 

beginning to ease a bit, the unemployment rate remains near record lows — 3.5 percent in 

March.  

We’re also paying close attention to the banking system. The recent failures of Silicon Valley 

Bank and Signature Bank ignited an understandable wave of anxiety among banks, depositors, 

and investors. But I can assure you that the U.S. banking system remains sound and resilient.  
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We know that problems in a few banks, if left unattended, can undermine confidence in healthy 

banks. That’s why the Treasury, FDIC, and the Fed acted quickly to protect the U.S. economy 

and its banking interests. The Federal Reserve is also leading a thorough, transparent, and swift 

review of the events surrounding Silicon Valley Bank so that we can learn what went wrong. 

Taking all of this into account, here’s my outlook for what you should expect from the Federal 

Reserve and the economy in the near term. 

The Fed’s monetary policy actions are guided by our dual mandate: to promote full 

employment and price stability. On the jobs front, things look quite good; we are, effectively, at 

full employment. But when it comes to inflation, there is still significant room for improvement. 

It will take some time to evaluate how recent events may impact overall economic activity and 

inflation. I expect to see tighter credit conditions for households and businesses that may slow 

economic activity and hiring, but the full extent is still unclear.  

What is clear is that the Fed remains fully committed to its 2 percent inflation target. To achieve 

that, I anticipate that some additional tightening may be needed to ensure policy is restrictive 

enough to support both pillars of our dual mandate. Once we reach that point, which should 

happen this year, I expect that we will hold rates in place and let monetary policy do its work. 

Along this path, I project that we will see modest growth this year, with real GDP coming in a bit 

below 1 percent. I expect inflation to continue declining, landing somewhere between 3 

percent and 3.5 percent this year, before falling to 2.5 percent in 2024, and leveling out at our 2 

percent target in 2025. Unemployment is also likely to tick up slightly, hitting around 4.4 

percent this year. 
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But this is just a snapshot of what conditions look like today. We’re operating in a very 

uncertain environment, and I will be closely monitoring our dashboards of economic indicators 

and assessing their implications. 

The Housing Channel 

I often get asked how the Fed measures the impact of its monetary policy decisions. 

Unfortunately, there’s no simple answer.  

Monetary policy has both immediate and lagging impacts, which affect sectors of the economy 

in different — and often interconnected — ways. To make better sense of it, economists sort 

these impacts into “channels.” 

But even within a channel, it can be difficult to get a clear picture of how monetary policy is 

transmitting — something we can see by taking a closer look at one of our most studied and 

well-known channels. 

After just about every FOMC meeting, you’ll see some version of the same headline pop up: 

“What does the Fed’s decision mean for home buyers?” 

So, let’s focus our conversation there: on the housing channel. How do the Fed’s actions impact 

home buyers? 

Mortgage Rates 

As you all know, the Fed doesn’t actually set mortgage rates. Our primary tool for conducting 

monetary policy, as I mentioned, is the target range for the federal funds rate. But there is a 

close relationship between this rate and the mortgage rates that are offered to consumers.

Federal funds transactions are unsecured overnight loans, typically used by depository 

institutions to lend or borrow reserves. Of course, this isn’t how people finance home 
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purchases. They take out mortgages that are collateralized and spread out over multiple years, 

if not decades.  

Mortgage lenders take this into account when setting interest rates. They’re not only looking at 

what the federal funds rate is today, but what they expect it to be 10 or more years down the 

line. They’re also considering a whole host of broader macroeconomic factors.  

Yet there is a clear and fast pass-through from the federal funds rate to mortgage rates. For 

example, a 30-year fixed rate mortgage could be found for as low as 2.7 percent at the end of 

2020, when our policy rate was effectively at zero. In the last 12 months, that same 30-year 

fixed rate mortgage has climbed to nearly 7 percent, with policy rates now close to 5 percent. 

Now, you might think this means that home buyers are the first stakeholders within the 

housing channel to be impacted by the Fed’s monetary policy actions. But when rates are 

falling, there’s another group that can feel it even sooner — and there isn’t even a real estate 

transaction involved.  

Refinancers 

Mortgage refinancing is a big business — if interest rates are going down. In fact, when the 

FOMC cut the federal funds rate to zero in response to the pandemic, refinancing rose to a 

staggering $2.6 trillion in 2020 and 2021 — more than double the prepandemic value.  

As homeowners refinanced their mortgages into lower-interest loans, it freed up monthly 

income, boosting household consumption and savings. This, in turn, helped the economy better 

weather the uncertainty caused by the pandemic — one of the FOMC’s objectives for cutting 

rates at the time. 

The situation looks quite different today. When mortgage rates increase, there’s little incentive 

to refinance — and we see this show up in recent data. Refinancing fell to $66 billion in the last 
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quarter of 2022. Other instruments that let owners tap into their home equity, like home equity 

lines of credit, have become more expensive as well. 

It’s also worth noting that refinancing is history dependent when it comes to the potential 

impact of monetary policy.1 What rates have been, and for how long, directly affect how much 

refinancing will be triggered by accommodative monetary policy. With most mortgages today 

locked in at very low rates, even bringing the federal funds rate all the way back to zero would 

be unlikely to trigger much meaningful refinancing.  

Home Buyers and Sellers 

Now, let’s turn to our next group of stakeholders impacted by the Fed’s monetary policy 

decisions: home buyers and sellers. 

Here, it’s time to state the obvious. A higher federal funds rate almost always leads to higher 

mortgage rates, which makes buying a house more expensive for prospective homeowners.  

Higher costs typically dampen demand on both sides of a potential transaction. Home buyers 

may choose to wait for lower prices or lower rates to make a purchase. Homeowners, 

meanwhile, may postpone selling to preserve a locked low-interest rate or wait for a higher 

price. As home sales slow, house prices should eventually decrease, though this usually 

happens with a lag. 

After a year of interest rate increases, we have started to see this process play out in the 

current housing market. After sales of existing homes exceeded 6 million in 2021, we saw sales 

during the last quarter of 2022 average 4 million at an annual rate. Sales of new homes were 

also halved from their peak. Meanwhile, house prices have fallen each month since their peak 

in June, though they remain at similar levels to what we saw a year ago. 
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A drop in house prices can have notable effects within the broader economy. During the Great 

Recession, we saw a pronounced decrease in household consumption tied to declining home 

prices. More recent research has emphasized liquidity effects, which can play an important role 

in determining the strength and timing of monetary policy transmission in the housing channel. 

Ronel Elul, from the Philadelphia Fed, and coauthors argue that once all credit constraints that 

households face are accounted for, there are negligible wealth effects. 

As we look at the current situation, U.S. households have entered the tightening cycle with 

very healthy balance sheets. Existing homeowners are also benefiting from low mortgage rates 

and elevated home equity. This gives a “cushion” for homeowners, making it unlikely that a 

correction in house prices would trigger widespread liquidity constraints and consumer 

spending reductions. 

It’s also important to point out that there will never be a perfect relationship between interest 

rates and home-buying trends. The purchase of a home is often associated with other major life 

events, like getting married. This means that a certain level of housing demand will always be 

present, regardless of mortgage rates or house prices.  

Renters and Landlords 

That brings us to our next group of stakeholders who will be most impacted by changes to 

monetary policy: renters and landlords.  

The rental market is where we start to see lags pile up as conflicting dynamics play out. As 

potential home buyers delay purchases because of higher rates, rental demand can increase, 

incentivizing landlords to raise rents.2 But their ability to do so immediately can be limited by 

leasing terms that range anywhere from six to 24 months. Landlords may also hesitate to raise 

rents on existing tenants in good standing, who may balk at significant increases and leave units 

empty for months. Striking the right balance is a juggling act. 
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What’s the end result from a monetary policy perspective? A very protracted and muted effect 

on renters — who, we can’t forget, make up about a third of total U.S. households. 

Builders and Investors 

The impacts only get fainter as we branch out beyond the rental market and into a world many 

of you know well: the supply side. Both builders and investors in the housing channel also 

respond to monetary policy actions, but long project lead times mean the lags here are 

substantial. They’re also more likely to be closely interrelated with other channels, like the cost 

of goods. 

Where are we today? Housing starts have been slowing down compared with a year ago, but 

they remain well above their average levels since the Great Recession and prior to the 

pandemic. Starts for multiunit structures, which have even longer building lags, have yet to 

abate.  

Back to the Dual Mandate 

Up to this point, we have explored how monetary policy impacts the housing market. But the 

Fed’s dual mandate is maximum employment and price stability overall. So, the next question 

becomes: How much does housing matter for total employment and aggregate inflation? 

For employment, the answer is: not too much. Employment in construction represents just 

about 5 percent of total nonfarm payrolls, and only a fraction works with residential buildings. 

Lags here confound the picture quite a bit. While employment in construction is still growing 

slightly year over year, declining residential investment has subtracted more than 1 percentage 

point of GDP growth in the second half of last year. 

But when it comes to inflation, housing matters. Home prices and rents are also major drivers 

of inflation. Housing makes up about a third of the basket of goods used by the Bureau of Labor 

Statistics to calculate the Consumer Price Index (CPI). Yet, even as home prices have fallen, 
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shelter inflation has steadily increased. In fact, more than 60 percent of the increase in the 

most recent core CPI can be attributed to rising shelter costs. 

Structural Factors 

Now, I have mainly talked about housing through the narrow lens of monetary policy. But I’d be 

remiss if I also didn’t touch on the structural factors impacting housing — most notably, the 

lack of affordable housing. 

Since the Great Recession, the U.S. hasn’t built enough housing to keep price growth in check. 

By most estimates, we are now several million homes short of where we need to be. This is a 

primary driver of shelter inflation, which, as we discussed, is one of the key reasons core 

inflation remains so high.  

Getting shelter inflation under control is an urgent priority. Monetary policy has a role to play 

here in broadly fighting inflation, bringing down the costs of goods and services related to the 

housing channel. But to fully address the scope and scale of this problem, we also need action 

from federal, state, and local governments. 

What could this look like? Some of the ideas I’ve seen mentioned include changing zoning laws, 

revising tax codes, building workforce housing, and creating housing subsidies.  

As a Fed president, I’m neutral on the merits of any specific policy; that’s for other policymakers 

to decide. But I’m not neutral on the need to do something.  

Shelter inflation is a macroeconomic drag. Money spent on housing is money that’s not being 

spent on education, services, and durable goods.  

There are also already signs that our most vibrant metro areas aren’t achieving their full 

economic potential, because millions of would-be participants simply can’t afford to live there. 
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This has major implications for our long-term economic growth, something we should all be 

concerned about.  

The Economy Is People 

As you can see, the housing channel is incredibly complex and interconnected. And it’s only one 

of the many channels we look at to determine how monetary policy is transmitting through the 

economy. It’s a reminder of why I have always approached this job with humility.  

The economy isn’t the Federal Reserve, or interest rates, or numbers in a data report. The 

economy is people — living and working and making the best decisions they can with the 

information they have.  

The only way we can make sound monetary policy decisions is to carefully consider all these 

different perspectives — not only in what the data tell us, but in what we hear from people 

directly. Because if we only looked at the economy from a 30,000-foot view, we’d miss a whole 

lot about what’s happening on the ground. 

It’s also why I love coming to events like this one. While my remarks tonight were confined to 

monetary policy and the residential home market, I’m eager to hear from all of you about what 

you’re seeing in the commercial real estate space. You’re on the frontlines of the future of 

work, the future of retail, and the future of our cities — the very factors that will drive the 

future of our economy. Any insights you’d like to share tonight would be well considered and 

much appreciated. 

With that, let’s get to your questions and comments. 
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