
Prepared by Economic and Housing Research © Freddie MacLen Kiefer ● FHFA Spring 2023 Economic Summit

How large of a housing 
market correction might 
occur?

Len Kiefer, Economic and Housing Research
FHFA Spring 2023 Economic Summit
May 2023

Opinions, estimates, forecasts and other views contained in this document are those of Freddie Mac's Economic & Housing Research group, do not necessarily 
represent the views of Freddie Mac or its management, should not be construed as indicating Freddie Mac's business prospects or expected results, and are 
subject to change without notice.  Although the Economic & Housing Research attempts to provide reliable, useful information, it does not guarantee that the 
information is accurate, current or suitable for any particular purpose. The information is therefore provided on an “as is” basis, with no warranties of any kind 
whatsoever. Information from this document may be used with proper attribution.   Alteration of this document is prohibited. © 2023 by Freddie Mac. 



Prepared by Economic and Housing Research © Freddie MacLen Kiefer ● FHFA Spring 2023 Economic Summit 2

First-time homebuyer activity has been resilient despite the decline in 
affordability, and they will support the market the rest of the decade.
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Discussion: What drove recent increases in house prices? 
Do they need correcting? How much correcting?

• Theory: Liu, Wang, and Zha (2019), Kaplan, Mitman, and Violante (2020), Greenwald and Guren
(2021)

• Empirics: Gupta, Mittal, Peeters, and Van Nieuwerburgh (2022), Loewenstein and Willen (2023)

• Housing Demand Drivers: 

o Interest Rates: Liu, Lucca, Parker, Rays-Wahba (2021) include summary of literature:

 “house prices increase by less than 5 percent for every 1 percentage point decrease in (long-term) interest rate”  

 30-yr FRM fell 2% 18Q4/20Q4 while nominal (real) house prices increased 50% (30%) 18Q4/22Q2 

o Remote Work: Mondragon and Wieland (2022), Ozimek (2022)

o First-time Homebuyers: Khater (2022), Lee and Tracy (2023)

o Fiscal Stimulus: Lin (2023)
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