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EXECUTIVE SUMMARY

Labor Market Overview

The labor market maintains overall resilience with unemployment at 4.1%, reflecting continued strong labor demand across most sectors.
However, the construction sector shows early warning signs, with job openings falling 36.4% YoY to 276,000. This disconnect between
current employment and forward-looking indicators often precedes broader market adjustments, particularly in rate-sensitive sectors.
Causal factors likely include rising interest rates impacting construction financing and growing builder caution about future demand. This
weakness in construction employment indicators takes on added significance when viewed alongside the housing pipeline index's sharp
decline to -221,670 units, suggesting a broader pullback in residential construction activity may be imminent.

Housing Market Dynamics

Housing affordability pressures continue mounting, with mortgage rates at 7.0% and median households now allocating 32.4% of income
to mortgage payments—a concerning 54.3% increase over five years. This shift reflects the combined impact of elevated home prices,
rising rates, and wage growth that hasn't kept pace with housing costs. The affordability squeeze becomes even more apparent when
considered alongside the declining private sector quit rate (-11.0% YoY), which suggests reduced wage growth potential for prospective
buyers.

The market faces a growing supply imbalance: new housing inventory has expanded to 8.5 months' supply, while existing home supply
remains tight at 3.3 months (+6.5% YoY). This imbalance stems from rate lock-in effects keeping current homeowners from listing
properties and builders working through excess inventory—a dynamic that helps explain the sharp decline in construction job openings
discussed earlier.

Economic Indicators

Core PCE inflation persists at 2.8% YoY, driven by resilient consumer spending and sticky service sector inflation. The Federal Reserve
has begun pivoting toward easing, reducing the federal funds rate to 4.25 - 4.50% amid signs of cooling economic growth. This policy
shift aims to support economic activity while managing inflation risks, though its impact on housing affordability may be limited in the near
term. The persistence of core inflation above target helps explain why mortgage rates (7.0%) remain elevated despite the Fed's pivot, as
market participants price-in ongoing inflation risk premiums.

Construction Activity

The construction sector shows mounting stress beneath surface-level stability. While residential construction employment remains steady
at 960,500 workers (+2.7% YoY), the housing pipeline index has plunged to -221,670 units. This negative pipeline reading indicates
builders are prioritizing completing existing projects over starting new ones, likely responding to higher financing costs and uncertain
demand.
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KEY DEVELOPMENTS

Labor Market Metrics

The labor market presents a complex picture of surface stability masking underlying stress, particularly in the
construction sector. While overall unemployment remains low at 4.1% (-10.8% YoY), construction job openings
have fallen dramatically (-36.4% YoY to 276,000), creating an unsustainable disconnect with current
employment levels (960,500, +2.7% YoY). This pattern, where forward-looking indicators weaken while
current employment remains stable, typically precedes significant sector adjustments—a dynamic that takes
on added significance given mounting inventory pressures and deteriorating builder confidence.

Housing Market Indicators

Housing affordability continues to face significant headwinds as mortgage rates remain elevated at 6.96%
(+2.7% YoY), driving nominal monthly payments to $2,197 (+85.7% over five years). This cost pressure has
fundamentally altered market dynamics, extending days on market to 70 days and creating a widening gap
between buyer and seller expectations. The affordability challenge is particularly acute for first-time buyers,
who face the combined impact of high rates, elevated prices, and lagging wage growth—a confluence of
factors that threatens to reshape demographic homeownership patterns.

Housing Supply Dynamics

The market faces a striking imbalance between new and existing home supply (8.5 months versus 3.3 months
respectively), reflecting distinct challenges in each segment. New home inventory continues to expand as
builders grapple with slower absorption rates and accelerated project completions, while existing inventory
remains constrained by rate lock-in effects and demographic demand pressures. This supply dichotomy has
significant implications for pricing dynamics and builder strategies, contributing to growing concerns about
market overvaluation and construction sector stability.
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MACRO CONTEXT




LABOR MARKET INDICATORS
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Unemployment Rate (4.1%, -10.8% YoY)

The historically low unemployment rate reflects continued robust
labor demand across the broader economy, driven primarily by
strong service sector growth and the ongoing post-pandemic
recovery in leisure and hospitality. These positive trends are
further amplified by demographic constraints from an aging
workforce, which continues to limit labor supply and maintain
downward pressure on the unemployment rate. However, beneath
these seemingly strong headline figures, the pace of job growth
has moderated notably, suggesting the labor market may be
approaching a turning point. This moderation appears most
pronounced in construction-related employment metrics, where
job openings have fallen dramatically despite stable current
employment levels—a disconnect that often precedes broader
labor market adjustments.

Private Sector Quits (2,882,000, -11.0% YoY)

The decline in voluntary separations signals a pronounced
weakening in worker confidence, a trend that connects directly to
housing market dynamics through multiple channels. Workers are
showing markedly reduced willingness to relocate for job
opportunities, creating a direct dampening effect on housing
demand in traditionally mobile labor markets. This declining
mobility coincides with lower wage growth expectations, forcing
potential buyers to revise their affordability calculations downward
and further constraining demand. The impact extends to
household formation rates, which have decreased notably,
creating an additional drag on overall housing demand. This
metric's decline takes on added significance when viewed
alongside rising days on market and growing new home inventory,
as the combination suggests a broader slowdown in housing
market velocity that extends beyond mere affordability constraints
to reflect deeper structural changes in labor market dynamics.
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LABOR MARKET INDICATORS

Residential Construction Employees Construction Employment (960,500, +2.7% YoY)

(in thousands) Current construction employment remains elevated despite falling
job openings, creating an unsustainable disconnect in the labor
o0 mquet. This imbalance stems from several intersecting factors:

‘ J builders are maintaining workforce levels to complete ongoing
work on previously started projects, while simultaneously showing
reluctance to reduce their workforce until absolutely necessary—a
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more significant labor market adjustment in the construction
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Job Openings: Construction Construction Job Openings (276,000, -36.4% YoY)
(in thousands) The sharp decline in construction job openings serves as an early
e warning indicator for the sector, reflecting heightened sensitivity
450 A to several key market factors. Interest rate changes have
410 : significantly impacted construction financing availability, while
simultaneously affecting builder confidence in future demand.
0 These concerns are further compounded by persistently high
300 LI L material and land costs, which continue to impact project viability.
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MONETARY POLICY & INFLATION
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Federal Funds Rate (4.25 - 4.50%)

The Fed's pivot toward easing reflects growing economic concerns, though its impact has manifested unevenly
across different market segments. Most notably, there has been limited transmission to mortgage rates, as
ongoing inflation concerns continue to maintain upward pressure on lending costs despite the policy shift. While
the easing stance potentially offers some support for builder financing, this benefit has been largely outweighed
by mounting inventory concerns that continue to dampen construction activity. The policy shift has provided some
relief in the commercial real estate sector, though this comes against a backdrop of rising delinquencies that have
reached 1.52%, suggesting deeper structural challenges. The persistent widening gap between Fed policy rates
and mortgage rates has become particularly significant, helping to explain why affordability challenges continue to
face potential buyers despite the broader monetary easing environment—a disconnect that underscores the

complex challenges facing the housing market.
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MONETARY POLICY & INFLATION

PCE: Core Inflation
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Core PCE Inflation (2.8% YoY)

Persistent inflation above target reveals complex market dynamics that continue to shape housing market
conditions. Sticky service sector prices maintain consistent upward pressure on overall inflation, while robust
consumer spending persists despite higher rates, indicating underlying economic resilience that may continue to
fuel inflationary pressures. These trends are further reinforced by wage growth pressures that particularly affect
service costs, creating a self-reinforcing cycle of price increases. This elevated inflation helps explain why
mortgage rates remain stubbornly high despite Fed easing, creating a feedback loop that maintains significant
pressure on housing affordability. The persistence of inflation has broader implications as well, nhotably influencing
real housing costs and wage expectations—a dynamic that continues to complicate market valuation and
affordability metrics.
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