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What will impact 
the industry going 
forward?
• Overall growth of the economy

• Supply chain performance
• Labor availability and cost

• Cost of inputs
• Housing market correction
• Inflation outlook

• Likelihood of recession
• Response of end consumer
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The global supply chain is back to normal.



An Air Liquide liquid-hydrogen storage in North Las Vegas, Nev.
PHOTO: BRIDGET BENNETT/REUTERS

Boats transit the Soo Locks in Michigan, part of a water-
transportation system dating from the 19th century. PHOTO: KEITH 
KING FOR THE WALL STREET JOURNAL

Some companies are using software to schedule warehouse workers for 
flexible shifts, according to staffing agency Ignite Industrial 
Professionals. PHOTO: LUKE SHARRETT/BLOOMBERG NEWS

A Yellow terminal in Kansas City, Mo., over the summer as the carrier was 
shutting down. PHOTO: CHARLIE RIEDEL/ASSOCIATED PRESS
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Labor situation is still strong 
but weakening.







Non-AGR Wages 
+18% since 2019



AGR 
Wages
+25% 
since 
2019
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Projected input cost increases
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Here is a graph of new listing from 
Realtor.com’s September 2023 Monthly 
Housing Market Trends Report showing 
new listings were down about 9.1% 
year-over-year in September. The year-
over-year decline was much smaller in 
August and September than in previous 
months, mostly because new listings 
collapsed in the 2nd half of 2022.

While newly listed homes showed an 
unusual seasonal increase from July to 
August, higher mortgage rates and 
more typical seasonality reset the trend 
to a decline from August to September. 
Higher mortgage rates impact selling 
activity through homeowners feeling 
‘locked-in’ to previously low rates and 
thus the inventory of existing homes 
continued to be limited this past month.







This graph shows the seasonal pattern for 
active single-family inventory since 2015 from 
Altos Research. The red line is for 2023 and the 
black line is for 2019.

Note that inventory is up from the record low 
for the same week in 2021, but below last year 
and still well below normal levels.

Inventory was down 3.5% compared to the 
same week in 2022 (last week it was down 
4.3%), and down 42.3% compared to the same 
week in 2019 (last week down 43.8%).

In 2022, inventory didn't peak until late 
October, and it appears same week inventory 
will be below 2022 levels for the remainder of 
the year - depending on when inventory finally 
peaks this year.

It also seems likely that inventory will be above 
2020 levels (dark blue line) sometime in the 
next few weeks.



For new homes, there are 4 1/2 
months of homes under 
construction (blue line), well above 
the normal level, but declining. 
This elevated level of homes under 
construction is due to supply chain 
constraints. There are 1.4 months 
of completed supply (red line). 
This is close to the normal level. 



It took a number of years 
following the housing bust for 
new home inventory to return 
to the pre-bubble percent of 
total inventory. Then, with the 
pandemic, existing home 
inventory collapsed and now the 
percent of new homes is 23% of 
the total for sale inventory. The 
lack of existing home inventory, 
and few distressed sales, has 
been a positive for 
homebuilders.



Red is single family units. 
Currently there are 676 
thousand single family units 
(red) under construction (SA). 
Blue is for 2+ units. Blue is for 2+ 
units. Blue is for 2+ units. 
Currently there are 1,012 
thousand multi-family units 
under construction. This is 
slightly below the record set last 
month of 1,014 thousand.

Combined, there are 1.688 
million units under 
construction, just 22 thousand 
below the all-time record of 
1.710 million set in October 
2022.



The Case-Shiller National 
Index was increased 1.0% year-
over-year in July and will turn 
more positive YoY in August 
(based on other data).



The MoM increase in the 
seasonally adjusted Case-
Shiller National Index was at 
0.65%. This was the sixth 
consecutive MoM increase 
following seven straight MoM 
decreases.



Most measures of house 
prices have shown an increase 
in prices over the last several 
months, and a key question I 
discussed in June was whether 
house prices will decline 
further later this year?

The FMHPI and the NAR 
median prices appear to be 
leading indicators for Case-
Shiller. Based on recent 
monthly data, and the FMHPI, 
the YoY change in the Case-
Shiller index will increase 
further in the report for 
August.

In real terms, the Case-Shiller 
National index is down 3.4% 
from the peak, seasonally 
adjusted. Historically it takes a 
number of years for real prices 
to return to the previous peak.



MortgageNewsDaily.com shows 30-year mortgage rates were at 7.81% 
on October 6th, the highest in 23 years. A year ago, 30-year mortgage 
rates were at 7.04%, and two years ago rates were at 3.13%.

A year ago, the payment on a $500,000 house, with a 20% down 
payment and 7.04% 30-year mortgage rates, would be around $2,672 
for principal and interest. The monthly payment for the same house, 
with house prices up slightly YoY and mortgage rates at 7.81%, would 
be $2,910 - an increase of 9%.

However, if we compare to two years ago, there is huge difference in 
monthly payments. In September 2021, the payment on a $500,000 
house, with a 20% down payment and 3.13% 30-year mortgage rate, 
would be around $1,715 for principal and interest. The monthly 
payment for the same house, with house prices up 16.7% over two 
years and mortgage rates at 7.81%, would be $3,364 - an increase of 
96% -- almost double!

This increase in mortgage rates is probably the key reason new listings 
have declined sharply year-over-year - especially since a large number 
of homeowners refinanced at lower rates in 2020, 2021 and early 
2022. Many potential move-up or move-down buyers have “golden 
handcuffs” and are unwilling to sell and give up their low mortgage 
payment.



Asking rents are down YoY, and with new 
supply coming on the market, we will likely 
see further declines in asking rents.

Last month, the BLS noted in the CPI 
report: “The index for gasoline was the 
largest contributor to the monthly all items 
increase, accounting for over half of the 
increase. Also contributing to the August 
monthly increase was continued 
advancement in the shelter index, which 
rose for the 40th consecutive month.”

This is important for housing and also for 
monetary policy. Fed Chair Powell 
mentioned he was watching services less 
rent of shelter earlier this year. 





Here is a graph of the year-over-year 
change in shelter from the CPI report 
(through August) and housing from 
the PCE report (through July 2023)

Shelter was up 7.1% year-over-year 
in September, down from 7.2% in 
August. Housing (PCE) was up 7.4% 
YoY in August, down from 7.7% in 
July.

The BLS noted "The index for shelter 
was the largest contributor to the 
monthly all items increase, 
accounting for over half of the 
increase."

Core CPI ex-shelter was up 1.9% YoY 
in September, down from 2.3% in 
August.





Since lending standards have been solid 
and most homeowners have substantial 
equity, there will not be a huge wave of 
single-family foreclosures this cycle. And 
that means we will not see cascading price 
declines like following the housing bubble.
Here is some data showing the distribution 
of interest rates on closed-end, fixed-rate 
1-4 family mortgages outstanding at the 
end of each quarter since Q1 2013 through 
Q2 2023.



Over 69% of borrowers have 
current LTVs under 60% (and 
this doesn’t include all the 
homes without a mortgage). 
And 91.9% of borrowers 
have LTVs under 80%. This is 
very different than during 
the housing bubble and 
bust, when a large 
percentage of borrowers had 
little or no equity.



Demographics are favorable for 
housing demand in the short run.
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The rigid 2% target that held for so long is no longer applicable in an era 
of profound change in the labor market, disruptions in the global 
supply chain and constrained supplies of energy, food and housing. For 
this reason, a more flexible target of 2.5% to 3% is a better fit. This 
objective is reasonable given current trends in price stability and the 
need to incentivize investment and economic growth.
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Note: The chart illustrates the so-called 
3D’s rule which is a reliable rule of 
thumb to interpret the duration, depth, 
and diffusion – the 3D’s – of a 
downward movement in the LEI. 
Duration refers to how long-lasting a 
decline in the index is, and depth 
denotes how large the decline is. 
Duration and depth are measured by the 
rate of change of the index over the last 
six months. Diffusion is a measure of 
how widespread the decline is (i.e., the 
diffusion index of the LEI ranges from 0 
to 100 and numbers below 50 indicate 
most of the components are weakening). 
The 3D’s rule provides signals of 
impending recessions 1) when the 
diffusion index falls below the threshold 
of 50 (denoted by the black dotted line 
in the chart), and simultaneously 2) 
when the decline in the index over the 
most recent six months falls below the 
threshold of -4.2 percent. The red dotted 
line is drawn at the threshold value 
(measured by the median, -4.2 percent) 
on the months when both criteria are 
met simultaneously. Thus, the red dots 
signal a recession.



NY Fed yield curve model = 56.2%
Cleveland Fed yield curve model = 67.6%







•Demographics
•Health care costs
• Entitlements
• Inflation
•US national debt



Resist irrational exuberance.

Manage working capital.

Focus on value.



Value can come internally…or conveyed externally, by:

1. Focusing on production efficiencies across the entire value chain, 
with continued investment in (a) automation and productivity-
boosting technologies, (b) improving supply chain and inventory 
management, or (c) streamlining processes and upskilling 
employees to improve efficiencies.

2. Diversifying and optimizing product offerings with a focus on high-
margin products (margin mixing) and/or enhancing marketing 
strategies and post-sales support to differentiate further from 
competitors.



Other 
questions?
• Overall growth of the economy

• Supply chain performance
• Labor availability and cost

• Cost of inputs
• Housing market correction
• Inflation outlook

• Likelihood of recession
• Response of end consumer


