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Inflation Looms... Maybe?
Macro Context

Headline Inflation

¢ Month-over-month, headline inflation saw a decline to
2.33%.
e Last year, headline inflation was measured at 3.35%.

Core Inflation

¢ Month-over-month, core inflation saw a decline to 2.78%.
e Last year, core inflation was measured at 3.62%.

Inflation has continued to cool in recent months. This is a
positive development; however, several factors on the
horizon pose risks to this trend. First, we have tariffs.
Whether you view them as non-inflationary price adjustments
or see them having other impacts, their knock-on effects will
play out in the supply-demand equation. The flip-flopping on
key tariff policies has created a new bullwhip effect in global
supply chains. Last week, we saw ocean container rates from
China to the U.S. rise about 15% week-over-week,
highlighting the surge in demand as importers bet that this
temporary relief may be the best they will get.
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Job Market Remains Soft

Macro Context

Unemployment Rate

e The unemployment rate remained unchanged at 4.2%.
e U-6 underemployment rate declined 0.1% to 7.8%.

Job Openings

e Job openings saw a decrease to 7.19 million.
e Year-over-year, job openings have declined by 11.1%.

While job openings continue to decline, we haven't yet seen
significant pressure on the unemployment side.
Underemployment (U-6) has continued to rise; however, it
has not accelerated to a level that would prompt the Fed to
adjust rates. This shift is unlikely to occur without a strong
catalyst, which supports our view that the Fed will not cut
rates in 2025.

Unemployment Rate
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Mispriced Real Estate (1/2)

Market Risks & Outlook

This past month, we analyzed the housing market in each
state, and we published a paper that outlined our findings
on our Substack account. Among other things, we wanted
to calculate how sizable a movement in home valuation or
mortgage rates would need to be in order to return to
affordable conditions.

Across all states, the average downward revision to the
median home sales price was 29.3%. In practical terms, this
means a $500,000 home would need to be priced at
$353,500 to align with the 10-year average MHIR. Similarly,
the average revised mortgage rate came out to 3.68%.

In every state, either a reduction in home values or a decline
in mortgage rates was necessary to bring the current MHIR
back in line with its 10-year average.
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Mispriced Real Estate (2/2)

Market Risks & Outlook

The largest adjustment was observed in Connecticut, where
home values would need to fall by 37.3% or mortgage rates
would need to drop to 2.72%. The smallest adjustment
occurred in Louisiana, requiring a 20.9% reduction in home
values or a decline in mortgage rates to 4.62%.

The five states requiring the largest revisions were
Connecticut, New Jersey, New Hampshire, Vermont, and
New York. The five states needing the smallest revisions
were Louisiana, Alaska, Texas, Wyoming, and Kansas.

To read the full paper, visit our Substack page, where we
publish weekly insights on the latest economic and real
estate developments.

Returning to Affordability

Price Adjustment

Rate Adjustment

3.54%
3.94%
3.96%
2.87%
2 /;";
3.77%
2.98%
3.45%
3.98%
3.51%

3.97%

%

Q) Reef Insights




Mortgage Rates Remain Elevated

Housing Market

Mortgage Rates

e As of May 22nd, 2025, mortgage rates are at 6.86%.
e Mortgage rates have slightly declined from their 7.04%
peak in January.

Mortgage rates are unlikely to decline meaningfully in 2025.

There are too many pressures on the Fed for it to be
comfortable with significant rate cuts. Even if such cuts
occur, the U.S. fiscal outlook is likely to push debt markets
—particularly at the long end of the curve—higher.
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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 slightly declined to 31.9%.

e Year-over-year, we saw a slight decline of 0.9%.

e When zooming out five years, we see a massive increase

of 64.0%.

Nominal Monthly Mortgage Payment

e Month-over-month, the nominal monthly mortgage
payment saw a slight rose to $2,165.
e Year-over-year, this metric has declined 3.5%.

e When zooming out five years, we see a massive increase

of 98.6%.

As we've stated previously, we don’t expect meaningful
movement in these measures to come from incomes or
interest rates. This means that, in order for affordability to
return to historical levels, we will need to see a decline in
home prices. Refer to our post exploring this issue at the

state level for more information.
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Median Household Income Spent on Annual Mortgage Payments
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