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Executive Summary

Macro Context

e Inflation declines, but fed sees resurgence
e Unemployment rate ticks upward
e Labor market remains soft

Housing Market

Mortgage rates remain elevated

Potential for affordability relief on the horizon
On the U.S. housing shortage

e New home inventory continues to rise

Supply & Construction

e Housing pipeline signal contraction and caution

e Construction spending flat amid inventory surge
e Supply increases even as transactions increase

e Openings remain low and employment steady

Market Risks & Outlook

e FVV trends down, affordability remains an issue
e CRE charge-offs climb higher
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Inflation Declines, But Fed Sees Resurgence

Macro Context

Headline Inflation

¢ Month-over-month, headline inflation saw a decline to
2.81%.
e Last year, headline inflation was measured at 3.17%.

Although the Consumer Price Index (CPI) is not the preferred
metric for the Fed, this data gives into how the Personal
Consumption Expenditures (PCE) index will move. However,
we want to highlight what the Fed is projecting, as this
month’s data is fairly tame.

Core Inflation

¢ Month-over-month, core inflation saw a decline to 3.14%.
e Last year, core inflation was measured at 3.77%.

In the Fed'’s released Summary of Economic Projections (SEP)
they are forecasting higher inflation for longer, citing tariff
policy as a significant driver of cost increases moving
forward, hampering progress on inflation.

Stagflation would be the worst outcome, as previous Fed

chairs have prioritized saving the U.S. dollar over the U.S.
economy during these periods.
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CPI: Headline Inflation

Source: U.S. Bureau of Labor Statistics

CPI: Core Inflation

Source: U.S. Bureau of Labor Statistics



Unemployment Rate Ticks Upward

Macro Context

Unemployment Rate

e The unemployment rate rose to 4.1%.

e Year-over-year, unemployment has only risen 5.1%.

e However, the U-6 unemployment rate rose from 7.5% in
January to 8.0% in February.

U-3 is the official unemployment rate that measures the
percentage of the labor force actively seeking work, while
U-6 is a broader measure that includes discouraged
workers, part-time workers seeking full-time employment,
and marginally attached workers.

Watching not only the U-3 unemployment rate but also the
broader U-6 unemployment rate gives us a better
understanding of where we stand in the job market.

As people become unemployed, they may not be captured
in the U-3 figure if they take on a part-time job or a full-time
job that pays less than their previous employment. One key
factor to watch is the anticipated wave of layoffs in the
public sector, which will result in a large number of workers
searching for jobs in a contracting market. It will be
interesting to see how that dynamic unfolds.
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Unemployment Rate

Source: U.S. Bureau of Labor Statistics

U-6 Unemployment Rate

Source: U.S. Bureau of Labor Statistics



Labor Market Remains Soft

Macro Context

Job Openings

e Month-over-month, job openings rose to 7.74 million.

 However, year-over-year, job openings have fallen 8.6%.

e Job openings have seen negative year-over-year growth
since August 2022.

Job openings have returned to pre-COVID levels, which, as
we can see, is probably not a bad thing. The key factor to
examine further is where these openings are and what types
of jobs they represent. We anticipate that job openings will
continue to decline as companies restrict growth hiring and
focus primarily on replacing attrition.

Quits

e Month-over-month, quits rose to 3.1 million.

e However, year-over-year, quits have declined by 2.7%.

e Similar to job openings, quits have seen negative year-
over-year growth since August 2022.

The Fed also noted in their SEP that they are observing very
low hiring and quit rates, signaling that workers are finding it
harder to secure new jobs and employers are facing
significant economic uncertainty.
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Job Openings: Total Nonfarm
(in thousands)

Source: U.S. Bureau of Labor Statistics

Quits: Total Private
(in thousands)

Source: U.S. Bureau of Labor Statistics






Mortgage Rates Remain Elevated

Housing Market

Mortgage Rates

e As of March 20, 2025, mortgage rates are at 6.67%.
e Mortgage rates have slightly declined from their 7.04%
peak in January.

Mortgage rates have remained resilient despite the Fed'’s
cuts, primarily due to the 10-year yield staying largely
unchanged and uncertainty driving wider spreads.

Given the combination of U.S. debt, government spending,
and economic uncertainty, it is likely that mortgage rates
will remain steady this year.

Nominal Mortgage Rates
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Potential for Affordability Relief on the Horizon

Housing Market

Mortgage Payments to Household Income Ratio

e Month-over-month, this metric rose to 33.0%.
e Year-over-year, we saw a slight 1.5% increase.
e However, the five-year change shows a 59.5% increase.

Over the past couple of years, this metric has remained
elevated relative to previous levels. Housing affordability
continues to be an issue, keeping demand subdued.
Additionally, although existing supply has been rising, it
remains limited, with many homeowners feeling stuck. With
mortgage rates unlikely to decline meaningfully throughout
2025, improvements in affordability will need to come from
either wage growth or a decline in home values.

Housing Expense Change

e Month-over-month, this metric declined to 26.4%.
e This recent decline can largely be attributed to the time-
decay function of the calculation.

Note that as more homes come on the market, there will be
increasing opportunities for real price discovery—something
that has been masked by low liquidity and volume in the
market. Take Florida, for example. With a large amount of
listing activity, we now have a chance for genuine price
discovery, which will hopefully lead to some normalization.
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Median Household Income Spent on Annual Mortgage Payments
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Housing Expense Change

Source: Reef Insights



On The U.S. Housing Shortage

Housing Market
Population & Housing Inventory

The commonly held belief is that the U.S. suffers from a
housing shortage, but that belief is likely misguided.

In the chart below, we analyzed the growth for population
and total housing inventory since 2000, and we found that
total housing inventory grew by 27%, which is markedly
higher than the 21% growth in population.

New research from the University of Kansas finds that most
of the nation’s markets have ample housing in total, but
nearly all lack enough units affordable to very low-income
households.

They examined U.S. Census Bureau data from 2000 to 2020
to compare the number of households formed to the
number of housing units added to determine if there were
more households needing homes than units available.

The researchers found only four of the nation’s 381
metropolitan areas experienced a housing shortage in the
study time frame, as did only 19 of the country’s 526
"micropolitan" areas — those with 10,000-50,000 residents.
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Comparison | Population & Housing Inventory

Housing Inventory
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Source: Reef Insights
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New Home Inventory Continues to Rise

Housing Market
New Single-Family Sales & Inventory

Since 1965, there have been only four instances where new
single-family home inventory rose above 400,000 units.
Each of these instances preceded a recession, though the
outcome of the current situation remains unknown. Let’s
take a look at some past examples to see if they provide
insight into the current situation:

1973: The housing market faced challenges due to
economic stagflation and rising interest rates. This period
saw a significant increase in new home inventory, which
preceded a recession from 1973 to 1975.

1980: High inflation and interest rates led to a housing
downturn. The increase in inventory was followed by a
recession from 1980 to 1982.

2008: The housing bubble burst, leading to a severe
financial crisis. Rising inventory levels were a precursor to
this event.

It remains to be seen whether this build-up in inventory will
precede a recession, however, it is apparent that this has
been weighing on homebuilders.
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Housing Pipeline Signal Contraction and Caution

Supply & Construction

Housing Pipeline Index

e Month-over-month, the disparity shrank to -134,000

units.
e Starts are at 1.37 million while completions are at 1.65
million units.

What's interesting about this is that the improvement in the
pipeline is being driven by an increase in housing starts.
This is notable because home builders are already sitting on
a large amount of inventory, and new housing supply
continues to rise.

Housing Pipeline Index
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