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SUMMARY

Labor Market Trends:

The unemployment rate has shown improvement in recent months, though broader economic indicators remain mixed.
Construction job openings continue to decline, suggesting potential shifts in the construction sector employment landscape
despite current employment resilience in residential construction.

Housing Market Indicators:

The housing market presents complex dynamics. Building permits reached 1,475,000 in September but showed a year-over-
year decline of 5.9 percent. Housing starts fell to 1,354,000, marking a 0.7 percent decrease from the previous year. The
supply of new housing stands at 7.6 months, approximately 25 percent higher than historical levels, while existing housing
supply increased to 4.3 months in September.

Affordability and Construction:

The Fair Value Variable (FVV) indicates homes are still 18 percent overvalued relative to historical trends, though this
represents significant improvement from the nearly 40 percent overvaluation seen in recent years. The portion of median
household income spent on mortgage payments decreased to 31.2 percent in October, showing an 11.3 percent year-over-
year improvement but remaining 49.2 percent higher than five years ago.

Mortgage Rates and Housing Costs:

Mortgage rates have reversed course after the September Fed rate cut, currently standing at 6.54 percent. The nominal
monthly mortgage payment decreased to $2,034, down 12.5 percent year-over-year but up 67.2 percent compared to five
years ago. The median sales price of new houses was $426,300 in September, showing a leveling trend in recent months.

Consumer Finance and Economic Indicators:

Credit card interest rates have risen significantly to 21.76 percent in August 2024, up 49.5 percent since February 2022.
Delinquency rates have increased to 3.25 percent in Q2 2024, surpassing pre-pandemic levels. Core inflation showed minimal
improvement at 3.26 percent year-over-year in September, potentially influencing future Federal Reserve policy decisions.
The Fed surprised markets with a 50 bps rate cut in September, with markets currently pricing in additional cuts for the
remainder of the year.
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KEY DEVELOPMENTS

The October Reef Report highlights three key developments: a reversal in mortgage rates despite Fed action, shifting housing
supply dynamics, and concerning trends in consumer credit. These factors collectively point to evolving market conditions
that could significantly impact housing market dynamics and broader economic health.

Mortgage Rate Reversal Despite Fed Cut

Despite the Federal Reserve's surprising 50 basis point rate cut in September, mortgage rates have
completely erased any easing effects, rising back toward 7 percent with the current weekly rate at 6.54
percent. This unexpected reversal appears driven by the treasury market pushing back against Powell's
outlook, suggesting higher structural rates than in previous years. This development challenges the primary
argument for a housing comeback, which relied heavily on the assumption that mortgage rates would drop
following Fed rate cuts.

Complex Housing Supply Dynamics

The housing market is experiencing notable supply divergences between new and existing homes. New
housing supply has plateaued at an elevated 7.6 months, approximately 25 percent higher than historical
levels, while existing housing supply continues to rise, reaching 4.3 months in September. This dichotomy
suggests a market where builders are managing a significant pipeline of completions while existing
homeowners appear to be losing patience with market conditions, potentially leading to increased inventory
as mortgage rates remain elevated.

Deteriorating Consumer Credit Conditions

Credit card interest rates have surged to 21.76 percent in August 2024, representing a dramatic 49.5 percent
increase since February 2022. More concerning is the rise in delinquency rates to 3.25 percent in Q2 2024,
surpassing pre-pandemic levels. Card companies are not only passing through Fed rate increases but are
requiring higher margins and potentially preparing for projected losses. This trend in consumer credit health
could have significant implications for housing market demand and broader economic stability.
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FAIR VALUE VARIABLE (FVV) RISES

Fair Value Variable
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The FVV Index has shown substantial normalization of prices. While the metric still indicates
that home prices are 18 percent overvalued given mortgages rates, incomes, and historical
averages, this is down substantially from the almost 40 percent in recent years.

Our proprietary Fair Value Variable methodology evaluates housing affordability by
calculating rolling 5, 10, and 15-year averages of the percentage of median income spent on
mortgage payments. Dividing these averages by current income-to-payment ratios yields
premiums/discounts which are then averaged and applied to median home prices.
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COMPLETIONS CONTINUE TO OUTPACE STARTS

Housing Starts: Total Units
(in thousands)
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Looking at building activity, we see that housing starts
continue to decline. This trend makes sense, given that real
residential construction spending is down and permits show
a similar decline.

What further complicates the building activity landscape is
that completions have remained strong. Historically, there is
a lag between starts and completions due to build time;
however, with so many projects already in progress, this lag
appears to be extended.

At some point, with fewer starts, there will likely be a lull in
completions, which will impact new housing supply. New
housing is a small part of the housing market, but it remains
a significant indicator of where builders see the market
heading and serves as a barometer for current demand
levels.
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HOUSING SUPPLY CONTINUES TO GROW

New Housing Supply
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The supply of new houses has seemingly stalled out, this
time at a higher level than we have seen historically. In the
September data, the supply was at 7.6 months, which is
about 30 percent higher than levels seen between 2014 and
2020. This level is most likely attributable to significantly
lower demand as completions continue to complete.

The pipeline of new housing will slow as housing starts fall
below the number of completions. In other words, the
number of completed units exceeds new starts, and if supply
remains high due to subdued demand, housing construction
will likely slow as builders focus on reducing inventory.

Turning to existing housing supply, we continue to see levels
increase. In September, supply increased to 4.3 months.

The increase in months’ supply for existing homes is
indicative of a trend that we have been seeing: owners have
run out of patience on mortgages rates and are not waiting
longer to sell.
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HOUSING INVENTORY: MEDIAN DAYS ON MARKET
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When the demand for housing falls, the median days that houses spend on market often
increases. The median days on market for housing inventory saw an increase month-over-
month, with a median days on market of 55 being reported in September. Year-over-year,
the median days on market was up 14.58 percent.
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REAL CONSTRUCTION SPEND PLATEAUS

Real Residential Construction Spend Index
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The Real Residential Construction Spend Index—which is a metric that attempts to showcase
inflation-adjusted construction spending—is calculated by dividing the total residential
construction spending by the Producer Price Index (PPI) for residential construction. As of
August data, the index is at 106, slightly lower from the prior month and up 2.4 percent from
the same month in the prior year.

Given the large pipeline of in-progress builds, current spend levels are likely to persist in the
near future, however, we don't believe these levels are sustainable and will likely decline as
developers and investors have a difficult time offloading properties at profitable levels.
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