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What’s the Fed to Do?
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Is Wage Growth Set to Slow?
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Two Measures of Full Employment
Unemployment Rate and Prime-Age Labor Force Participation Rate (%, SA)
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The Labor Market Continues to Gradually Cool
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The Great Resignation Turns Into The Great Stay
Job Openings, Hires, Quits and Layoffs: Total Nonfarm, Rate, Seasonally Adjusted
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Source: U.S. Bureau of Economic Analysis, FRBSF, First American Calculations, Sep. 2024
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The FOMC Cuts Rate and Signals More to Come
Economic projections of Federal Reserve Board members and Federal Reserve Bank presidents
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Takeaways:

1. Inflation has proven to be stickier than expected, but 

fundamentals have been and will remain disinflationary into 

early 2025

2. Stubborn inflation and a resilient labor market have reduced 

expectations for Fed rate cuts this year

3. The baseline expectation is two 25 bps rate cuts, bringing the 

target range to 3.75%-4.00% at year-end 2025

4. Mortgage rates are expected to remain above 6 percent, but 

there could be some decline from today’s levels



The Long-Run Demographic Tailwind
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Sunbelt Markets Experience Strongest Population Growth
2022-2023 Annual Population Growth, %

Source: U.S. Census Bureau, First American Calculations, 2023
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Takeaways:

1. The demographics for home buying will remain very favorable in 

the coming years

2. Over the next decade, as baby boomers age out of 

homeownership, the housing shortage may narrow and 

eventually disappear

3. Many of the homes being sold by baby boomers will need some 

work

4. Given the highly sought-after locations of these housing units, 

there will likely be buyers willing to spend the money needed for 
updating and remodeling



You Can’t Buy What’s Not For Sale
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Takeaways:

1. More than a decade of underbuilding has contributed to a 

chronic housing shortage

2. The persistent rate lock-in effect has only exacerbated the 

housing shortage

3. Housing supply has increased in 34 of the top 50 markets we 

track on a year-over-year basis

4. Where housing inventory grows, sales follow

5. There are mitigating factor to the rate lock-in effect: the elevated 

share of free and clear homeowners and substantial equity



If You Can’t Find an Existing 
Home, Buy a New One
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Takeaways:

1. Builders continue to face supply-side headwinds and higher 

financing costs that make it challenging to build new homes

2. Nevertheless, the new home market is expected to outperform 

the existing-home market due to builders’ ability to offer 

incentives such as mortgage rate buydowns and the chronic 

shortage of existing homes for sale

3. Builders are changing the products offered to be smaller, more 

affordable homes



Even if it is For Sale, Can You 
Afford it?
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*Higher RHPI growth indicates falling affordability and vice versa

By December 2025, Year-Over-Year:
Nominal HPI: +3.9%

Income: +2.9%
Mortgage Rates: 6.4%

House-buying Power: +6.3%

Affordability is up 2%
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Takeaways:

1. If rates gradually decline, income growth remains positive, and 

house price growth stabilizes, affordability could improve 

modestly this year

2. Affordability trends will vary by market: the faster the inventory 

growth, the more affordable the market becomes

3. We find the strongest supply surges in Southern and Western 

markets, but more muted improvements in the Northeast and 

Midwest
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Five Predictions for  2025

1. Mortgage Rates will Remain Above 6 Percent, but Affordability will 

Improve Modestly

2. House Prices to Moderate, but Remain Positive Nationally

3.  Inventory Will Improve But Remain Historically Low

4. Existing-Home Sales will Improve but Stay Below ‘Normal’ Levels 

5.  The New-Home Market will Remain a Bright Spot

As always, location matters!
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