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Bumbling builders 

New housing market conditions were deteriorating ahead 
of the recent financial market shock. Recent developments 
– the 30Y fixed rate mortgage has climbed to 6.53 percent 
– have only made matters worse heading into the spring 
selling season. 

Let’s review recent data. In January, new home sales 
declined sharply, falling to 587,000 units SAAR, the lowest 
since October 2022. New home sales declined in all four 
regions of the country though declines were especially 
pronounced in the Northeast and Midwest, where rough 
weather conditions were likely partly to blame. Of course, 
both November and December were unseasonably warm 
and likely lifted new home sales. If I take an average of the 
last three months, new home sales are off marginally. 

While sales are not doing much, there are a couple of 
important developments I am monitoring. First, slack 
continues to build in the single-family market. Unsold 
completed new homes for sale remain at their highest level 
since July 2009. Second, there is nothing in the pipeline for 
future construction; new homes sold but not started 
haven’t been this low since the depths of the financial 
crisis. Third, new home sales have softened even as new 
home prices have eased, and homebuilder profit margins 
have declined. Note that new home prices do not include 
affordability adjustments like rate buydowns and other 
sales incentives. Builders are giving up quite a bit to make 
a sale. 

Thus, I think it’s increasingly likely that builders continue to 
revise down their residential construction plans, weighing 
on housing-related employment. 
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Escalate to deescalate: Hawkish now, cuts later 

Treasury bond yields are too high relative to the economic 
outlook. The Fed will be hawkish in the face of a negative 
supply shock, but it will not be that hawkish. The bark will 
be worse than the bite. According to the FedWatch Tool 
from the CME Group, the market is presently priced for a 
12.4 percent chance of a rate hike in April. I’d fade that. 
The Fed is not hiking this spring though they will talk up 
the upside risk to inflation. 

How big is the inflation risk from oil? Research by Känzig 
on the macroeconomic effects of OPEC supply news finds 
that a persistent 10 percent increase in oil prices — 
sustained for at least a year — raises headline U.S. 
inflation by about half a percentage point. Oil prices are 
up roughly 40–50 percent since the Iran conflict began, 
which, if sustained at current levels, would imply an 
increase in headline inflation on the order of 2 percentage 
points. That sounds alarming, but the operative word is 
"sustained." 

Our own VAR model, which uses the historical 
comovement of headline CPI, core CPI, and Brent crude to 
project inflation forward (conditioning on the latest daily 
Brent price of ~$118/bbl), suggests headline CPI settling 
into a 2.7–2.9% YoY range over the next year, peaking near 
2.9% around May before drifting back toward 2.7% by 
early 2027. Core CPI tracks a slightly lower path in the 2.4–
2.7% range. In short, even with elevated oil prices baked 
in, neither the academic evidence nor the statistical 
model points to a sustained re-acceleration — headline 
gets bumped but core barely moves. 

This is not like 2022, when Russia invaded the Ukraine, in 
several important ways. First, labor market conditions 
were much stronger than they are now. Momentum was 
solid with strong employment growth, and the 
unemployment rate was well below most estimates of 
NAIRU. Today, payroll growth is weak, turnover is 
nonexistent and unemployment has been trending higher 
in recent years. Second, pandemic era excess saving was 
being drawn down then by both households and state and 
local governments, which were flush. Today, state and 
local governments have been curbing spending and 
household excess savings have been drawn down. Third, 
policy rates were incredibly low back then and had only 

https://dkaenzig.github.io/diegokaenzig.com/Papers/kaenzig_oilsupplynews.pdf?pdf
https://dkaenzig.github.io/diegokaenzig.com/Papers/kaenzig_oilsupplynews.pdf?pdf
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one way to go. It’s a tougher call now because rates are 
not pinned to the floor now. 

If you are looking for a useful analog, look at the Gulf War 
I. In roughly the year before Operation Desert Shield, the 
US economy was losing some steam, but the jobless rate 
was moving sideways. The Fed generally had been easing 
too. Then oil prices doubled; before the invasion in July 
1990, oil was just under $20 per barrel. By mid-October, 
prices peaked near $40. During this period, 
unemployment was steadily climbing; however, the Fed 
did not resume easing until after oil prices began 
declining. 

Bottom-line: I can see why the Fed talks hawkish, but falls 
short of raising rates. I continue to see the Fed’s next move 
as more likely to be a cut than a hike. 

Consumers are gloomier than the fundamentals 

warrant 

We ran a simple exercise regressing the Conference Board 
CCI (year-over-year change) on three macro drivers — 
retail gasoline prices, the S&P 500, and initial jobless 
claims (all year-over-year) — over the 2000–2026 sample. 
Historically, this three-variable model tracks sentiment 
well through the dot-com bust, the GFC, and the COVID 
whipsaw. But since January 2024 something has broken: 
the model says consumers should feel considerably better 
than they actually do, with the residual averaging about – 
18 points, more than a full standard deviation below the 
2000–2023 norm. 

As of the February survey, gas prices were still subdued, 
claims were running at rock-bottom levels, and equities 
were up double digits year-over-year — the model said 
consumers should feel roughly flat, yet actual confidence 
was running –9% YoY. None of the usual macro drivers 
explained the gloom. Since then, the picture has gotten 
worse on the margin: gas prices have surged nearly a 
dollar nationally, and the S&P 500 has slipped about 6 
percent from its February high. Claims, at 205k, remain 
remarkably low. In other words, the one channel that 
should now register in the model — energy prices — is 
only just beginning to bite, while the pre-existing 
pessimism was already well entrenched before any of this 
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hit. Whatever is weighing on sentiment — politics, 
cumulative sticker shock, housing affordability — it's not 
showing up in the traditional macro channels. 

The natural follow-up question is whether this pessimism 
matters for spending. We replicated the Kansas City Fed's 
recent study — "Forecasting with Feelings" — and 
extended it with our own analysis. The KC Fed finding 
holds: adding sentiment to a baseline model of real PCE 
growth does not meaningfully improve forecasts. What is 
more interesting is the vibes gap — real spending growth 
has consistently exceeded what depressed sentiment 
levels would imply since mid-2021. In 2025, that gap 
actually widened, suggesting the disconnect between 
what consumers say and what they do is intensifying 
rather than resolving. However, not all sentiment 
measures are created equal. Expectations-based 
measures (Conference Board Expectations, UMich 
Expectations) do lead spending with statistical 
significance, while present-situation measures mostly 
reflect it. Right now, both are telling different stories 
about where the consumer is headed. So, for the time 
being, the signal is somewhat ambiguous. 

https://www.kansascityfed.org/research/economic-bulletin/forecasting-with-feelings-the-modest-link-between-consumer-sentiment-and-spending/
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Monetary metrics 
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High frequency data heat-map 
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Labor market indicators 
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Inflation indicators 
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