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SUMMARY

Labor Market Overview:

The labor market presents mixed signals as unemployment held steady at 4.1% in October, though the 40bps increase from
the year prior tells a more concerning story. Construction employment metrics particularly highlight this complexity, with job
openings falling dramatically to 288,000—a 31.8% year-over-year decline. While the recent moderation in unemployment's
upward trend has brought the Sahm Rule trigger below its threshold in October, the broader trajectory suggests continued
labor market softening.

Housing Market:

The housing market continues to exhibit significant overvaluation despite some improvement, with our Fair Value Variable at
-17.9%. This persistent premium is reflected in the resilient median home price of $420,400, which has maintained stability
despite challenging market conditions. Supply dynamics show concerning trends, with new housing inventory at 7.6 months
and existing homes at 4.2 months—the latter representing a 16.7% increase year-over-year. The rental market is also showing
signs of softening, with vacancy rates climbing to 6.9%, extending their rise from pandemic-era lows.

Key Economic Indicators:

Core inflation remains stubbornly high at 2.65% year-over-year, with multiple alternative measures confirming persistent price
pressures. Mortgage rates have climbed to 6.72%, notably diverging from Federal Reserve policy easing. Credit stress
indicators are flashing warning signs, with commercial real estate delinquencies surging 43.4% year-over-year to 1.52%, while
business loan charge-offs have increased 40% year-over-year, approaching levels last seen during the pandemic.

Construction Activity Signals:

Construction activity metrics suggest mounting pressure in the housing sector, with housing starts declining 3.96% year-over-
year to 1,311,000 units and building permits falling 7.69% below the 10-year average. The widening negative spread between
starts and completions mirrors patterns observed during previous periods of economic stress. Curiously, construction
employment has grown 2.68%, showing unusual resilience that appears increasingly disconnected from other leading
indicators in the sector.
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KEY DEVELOPMENTS

The November 2024 REEF Report highlights an evolving economic landscape marked by divergent trends in monetary policy,
housing market dynamics, and forward-looking indicators. While some metrics show tentative improvement, mounting
pressures across multiple sectors suggest increasing market stress.

Federal Reserve Policy Pivot

The Federal Reserve's recent monetary stance has created an unusual dynamic in rate markets. Despite
implementing 75 basis points of cuts during the current cycle, longer-duration yields have remained
stubbornly high, leading to a persistent elevation in mortgage rates. This divergence from historical patterns,
where Fed easing typically translates to lower mortgage rates, suggests structural changes in how monetary
policy transmits to the housing market. The resilience in longer-term rates, combined with Fannie Mae's
revised forecast for mortgage rates to remain above 6% through 2025, indicates that traditional monetary
policy tools may have diminished effectiveness in addressing housing market affordability challenges.

Construction Market Inflection

The construction sector is showing clear signs of an approaching inflection point, evidenced by the widening
negative spread between housing starts and completions—a pattern historically associated with significant
market shifts. While current construction employment remains elevated at 957,000 workers, the 31.8% year-
over-year collapse in job openings signals impending labor market weakness. This disconnect between
current employment levels and forward-looking indicators, coupled with rising delinquency rates and
softening builder sentiment, suggests the construction sector may be approaching a significant downturn
similar to previous cyclical turning points in 1969, 1975, 1981, 1990, 2008, and 2020.

Credit Market Stress Signals

Credit markets are exhibiting increasing signs of stress across multiple sectors. Commercial real estate
delinquencies have surged 43.4% year-over-year to 1.52%, while business loan charge-offs have risen 40%
year-over-year to levels approaching those seen during the pandemic. These deteriorating credit conditions,
combined with elevated housing supply levels and persistent affordability challenges (as indicated by our FVV
at -17.9%), suggest mounting pressure on both commercial and residential real estate markets. The
confluence of these stress signals, particularly in the context of sticky inflation and uncertain monetary policy
effectiveness, points to potential broader market instability ahead.
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MACRO CONTEXT




UNEMPLOYMENT AND INFLATION

Unemployment Rate
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The unemployment rate, a key lagging economic indicator,
held steady at 4.1% in October 2024. While this rate appears
relatively low by historical standards, the year-over-year
increase of 7.89% tells a more concerning story. This upward
trajectory, though slowing in recent months, has been
significant enough to trigger the Sahm Rule through most of
2024, falling just below the 0.5 percentage point threshold in
October. We will closely monitor whether this recent
moderation continues or if the broader upward trend
reasserts itself in coming months.

Core PCE inflation, the Federal Reserve's preferred measure,
registered at 2.7% year-over-year in September. While
showing some moderation, inflation remains persistently
above the Fed's 2% target. Alternative measures in October
further support this story of stubborn inflation, with Median
CPl at 4.1%, Core CPI at 3.3%, and the 16% Trimmed-Mean
CPl at 3.2%. The consistency across these measures, which
account for different aspects of price changes, suggests that
inflationary pressures remain broadly entrenched in the
economy rather than being driven by outliers. This persistent
inflation, combined with elevated unemployment, continues
to present a challenging environment for monetary policy
makers.
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FEDERAL GOVERNMENT INTEREST PAYMENTS

Federal Government Interest Payments
(in billions)
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Federal government interest payments continued their upward trajectory, reaching $1,116.96 billion in July 2024, representing
a15.34% increase year-over-year. This persistent rise can be attributed to two primary factors: sustained high interest rates
and ongoing deficit spending. The combination has pushed interest payments to historically significant levels, drawing
increased attention from policymakers.

In response to these mounting costs, the Department of Government Efficiency (DOGE) has proposed a comprehensive
spending reduction plan. The initiative targets $500 billion in annual cuts, focusing primarily on unauthorized expenditures and
programs deemed misaligned with congressional intent. Notable targets include the Corporation for Public Broadcasting ($535
million), international organization grants ($1.5 billion), and various other programs totaling approximately $300 million. The
fiscal implications of these proposed cuts extend beyond immediate savings—by potentially reducing the need for new
borrowing and lowering overall debt levels, the plan could help moderate the growth of interest payments, which are currently
projected to reach $1.7 trillion by 2034.
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BUSINESS LOANS: CHARGE-OFF RATES

Charge-Off Rate on Business Loans
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Business loan charge-off rates—representing loans and leases removed from books and
charged against loss reserves—climbed to 0.56% in Q3 2024, marking a concerning 40%
increase year-over-year. This sharp rise brings charge-off levels close to those last
observed during the pandemic, suggesting growing stress in business lending. The trend is
particularly noteworthy given the current high-rate environment, where increased cost of
financing appears to be straining business cash flows and debt serviceability.
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NOMINAL MORTGAGE RATES

Nominal Mortgage Rates
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Nominal mortgage rates, based on Freddie Mac's national lender survey, rose to 6.72% in November 2024, though
remaining 13.4% below year-ago levels. Notably, rates have continued to climb despite the Federal Reserve
implementing 75 basis points of cuts in the current cycle. This divergence from typical rate behavior during easing
cycles can be attributed to the resilience of longer-duration Treasury yields, particularly the 10-year Treasury,
which maintains a strong influence on mortgage rates.

The stubborn nature of these longer-duration yields poses a significant challenge for housing market relief. Fannie
Mae has recently adjusted their forecasts to reflect this reality, revising their end-of-2025 projection for 30-year
mortgage rates to 6.30%, a notable shift from previous expectations of rates declining into the 5% range. This
persistent high-rate environment suggests that any meaningful affordability improvements will likely need to come
from other market factors rather than rate relief.
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