Waiting on the Fed
Although the government shutdown has ended and government data are being published, albeit with a delay, markets are waiting to see how the Federal Reserve will end the year. In the past couple of weeks, investors have alternated between expecting the Fed to hold at the current federal funds rate due to a lack of data, and to continue to ease due to a weakening labor market and concerns about consumer finances. 
 
Even though the September jobs report showed a solid level of job creation at 119,000, the report removed 33,000 estimated positions from prior months. Job creation is averaging 76,000 per month in 2025, down from 167,000 per month in 2024, as the labor market cools and population growth slows. The unemployment rate increased to 4.4% in September. For the last six months, home builders and remodelers have lost an average of 3,800 jobs per month.
 
Rate Cut Outlook
 
A pause on Fed easing in December would be consistent with our forecast of just two rate cuts for 2025. This outcome would significantly increase the chance of a rate cut in January 2026, with at least one more cut later next year, pushing the Fed funds rate to just below 3.5%. However, the case of additional rate cuts now is growing stronger, particularly given the 2-year Treasury rate remains approximately 50 basis points below the fed funds rate.
 
Behind these economic factors, there is growing speculation that the AI investment boom may have a significant amount of froth. As a result, the stock market has sold off from its recent peak. This is actually a healthy sign that market expectations are at least tied to profit expectations. The 10-year Treasury rate remains near 4.1%. The 30-year fixed-rate mortgage averaged 6.26% last week, per Freddie Mac. The spread of 215 basis points between these two yields is somewhat elevated.
 
Impact of Affordability on Sales 
 
With respect to housing, the NAHB/Wells Fargo Housing Market Index (HMI) of builder sentiment increased one point to 38 in November. The HMI indicated that future sales expectations remain positive, suggesting slight construction growth in 2026. The index also revealed that 41% of builders — a post-Covid record — cut prices in November. 
 
Existing home sales increased 1.2% to an eight-month high in October due to a recent reduction in interest rates. Inventory fell back to a 4.4 months’ supply. Ongoing challenges for housing affordability have had an impact on younger households. The share of young adults (18-34) living with their parents increased to 32.5% in 2024 (latest data available), up from 31.8% in 2023 but below the recent peak of 34.5% in 2017.
 
Lending Conditions for Builders
 
The key to improving housing affordability is to increase supply. This is where expected future easing from the Fed can help. According to NAHB’s quarterly survey on Land Acquisition, Development & Construction (AD&C) Financing, credit conditions on loans for residential construction were still tightening in the third quarter of 2025, when interest rates averaged around 8%. 
 
Based on current monetary policy expectations, these rates should move lower by 50 basis points in the coming quarter or two, facilitating a small gain for single-family home construction in 2026.
