Chart of the Week - July 16th, 2021
Home Prices, Rent, and Inflation
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Federal Reserve Chair Jay Powell testified before Congress this week and received several questions regarding recent
inflation trends, with overall CPI inflation increasing 5.4 percent in June 2021 compared to a year ago. This followed
readings of 4.2 percent in April and 5.0 percent in May. The headline inflation number was the highest in 13 years,
while the recent monthly pace of core inflation is the highest since the early 1980s.
The components of the CPI measuring housing costs, which together account for roughly 40 percent of consumer
expenditures, have seen a different trend, moving lower through 2020 into early 2021. Rents on primary residences
were up 1.9 percent in June 2021, in contrast with an average growth rate of 3.7 percent in the 12‐month period
before the pandemic. Owners’ equivalent rent, which measures the estimated cash flow from an owner renting their
primary residence, rose 2.3 percent in June, compared to the pre‐pandemic 12‐month average of 3.3 percent.
Measured rents moved lower during the pandemic as tenants moved out due to income loss or wanting to move into
less dense housing, among other reasons.
However, data for the first half of 2021 from other data providers showed much sharper increases in rents than
shown by the BLS. For example, RealPage showed year‐over‐year rent growth at 6.3 percent in June 2021. We
expect that BLS rent will be a lagging metric, as it has been in prior cycles, and is likely to turn up from here.
The FHFA’s measure of home prices showed a 15.7 percent year‐over‐year increase in April 2021, part of a drastic
upward trend in home price appreciation caused by robust housing demand and an insufficient number of homes for
sale. This imbalance existed before 2020 but has been exacerbated as housing preferences changed due to remote
work arrangements and other lifestyle changes triggered by the pandemic. Given the current challenges to the home
building industry, home price growth is expected to stay strong for the near future and will further feed rent growth.
While certain components of CPI inflation are certainly transitory, particularly those components impacted by short‐
term supply constraints, the housing components have thus far not contributed to higher inflation. But we expect
they will be persistently pushing upward on the overall inflation number in the year ahead.
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