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1 Real GDP growth knoettit out of the park but do not expect the strength to continue.
1 New homeremain a attractiveoption for potential homéuyers giverbuilder incentives.
T ¢KS CSRQa L3}t A Oilunikélyhié A fyight felt Ruitttie mari&Spticing nearero odds of a hike

A week full of data largely confirmed what we already kredyout the U.S. economyn the third quartert that it
expandedat averyrobustclip] 2 S@SNE f 1 ad ¢SS1Qa aidNBy3a RFEGF A& yz2i
6SS1Qa LRftAOE YSSUAy3ad wAidala NBYIFIAY a1Ss6SR (G2 GKS R2¢
remaining firmer than the Fed would like. La§ 8 | Q& HafalreRdiviay teadvance release for 3Q real GBich
showedgrowth surged at a 4.9% (cons. 4.5%gasonally adjustednnualized ratgsaar) This wasnore than doublehe
2Qpace but when smoothing some of the noise away witholing two-quarter average, the hot 3Q looks likerere
modest acceleratiorfFigure 1)Underlying details were broadly agpected with thebiggestlift coming from consumer
spending which rose 4.0%aan contributing 2.7%pts to headlineGDP growthAlthough business investment took a
step backresidential investment rose for the first time &0 quarterswhile private inventory builds accelerateénd
governmentconsumption remaiad firm.

Further details on household spending came from the monthly personal spending report that showed consumer
remained comfortable spending above trewthile savingess Personal income rose 0.3% m/m (cons. 0.4%) in September
while spending surged by 0.7% (cons. 0.5%). Real spending rose 0.4% m/m dspendigig on services amtlrable
goods. While income growth has been strong, it has been outpaced by spgnadimidn over the prior four months, driving

the savings rate 1.5%4ts lower over that period to 3% in Septembeas consumer sentiment has deteriored. The
University of Michigan Consumer Sentiment indexlinedto 63.8 (cons. 63) in October, continuing a gradual grind lower
since July. Moreover, neagrm inflation expectations rose to 4.2% (cons. 3.8%), a imdtith high likely in response to

the recent headlines about accelerating inflatid®orePersonal Consumption Expenditur@Cginflation accelerated in
September to 2.5% annualizedace ovethe prior three months from 2.0% in August.
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Theweak points of theBQ GDP reporare evident inn business fixethvestment whichslowedsharply t0-0.1% from
7.4%in 2Qlargelydue toaslowdown in nonresidential building activity and a decline in spending on busigagsnent
This was somewhat expected as shipmentsaré capital goods were dow.4% annualized in 3®lowever, real core
capital goods orders rebounded 2.6% on a thneenth annualized basis in September. Thiggess$ shipments should
rebound unless firms cancel orders, which seems unlikely at the moment given the rebound in manufacturing survey
New home sales rose 12.4% m/m in September (cons. 0.7%), more than offsetti@g2¢tedecline in the prior month.
The newhome sales market remains the most attractive option for potert@hebuyers as builders remain astrong
position to offer incentives, includingite buydowns angrice cuts. Indeed, the median new home price fétfo m/m
and -13% yl/y in September, shrinking the new home premiowver existing homes t@% (Figure 2). However, the
continued risein mortgage rates will likely temper horbaying sentiment and make it more costly for builders to buy
rates downand temperafurther upside imew home sales.
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Recent DatdReleases
Key economic and housing data releases oveptiw week:

Date Indicator Period Actual Consensus Revised Prior Note
10/24/23 S&P Global US Manufacturing PMI Oct P 50.0 49.5 -- 49.8 index, sa
10/24/23 S&P Global US Services PMI Oct P 50.9 49.9 -- 50.1 index, sa
10/24/23 S&P Global US Composite PMI Oct P 51.0 50.0 - 50.2 index, sa
10/25/23 MBA Mortgage Applications 10/20/23 -1.0% - -- -6.9% wiw, sa
10/25/23 New Home Sales Sep 759 680 676 675 k, saar
10/25/23 New Home Sales m/m Sep 12.3% 0.7% -8.2% -8.7% sa
10/26/23 GDP Annualized g/q 3QA 4.9% 4.5% -- 2.1% saar
10/26/23 Personal Consumption g/q 3QA 4.0% 4.0% -- 0.8% saar
10/26/23 Durable Goods Orders Sep P 4.7% 1.9% -0.1% 0.1% m/m, sa
10/26/23 Core PCE Deflator g/q 3QA 2.4% 2.5% - 3.7% saar
10/26/23 Cap Goods Orders Nondef Ex Air Sep P 0.6% 0.0% 1.1% 0.9% m/m, sa
10/26/23 Initial Jobless Claims 10/21/23 210 207 200 198 k, sa
10/26/23 Continuing Claims 10/14/23 1,790 1,740 1,727 1,734 k, sa
10/26/23 Pending Home Sales m/m Sep 1.1% -2.0% -- -7.1% sa
10/27/23 Personal Income Sep 0.3% 0.4% -- 0.4% m/m, sa
10/27/23 Personal Spending Sep 0.7% 0.5% - 0.4% m/m, sa
10/27/23 Real Personal Spending Sep 0.4% 0.3% - 0.1% m/m, sa
10/27/23 PCE Inflation m/m Sep 0.4% 0.3% -- 0.4% sa
10/27/23 PCE Inflation y/ly Sep 3.4% 3.4% 3.4% 3.5% nsa
10/27/23 PCE Core Inflation (ex Food and Energy) m/m Sep 0.3% 0.3% -- 0.1% sa
10/27/23 PCE Core Inflation (ex Food and Energy) yly Sep 3.7% 3.7% 3.8% 3.9% nsa
10/27/23 U. of Mich. Sentiment OctF 63.8 63.0 -- 63.0 index, nsa
10/27/23 U. of Mich. 1 Yr Inflation Oct F 4.2% 3.8% -- 3.8% nsa
10/27/23 U. of Mich. 5-10 Yr Inflation OctF 3.0% 3.0% - 3.0% nsa

Sources: Bloomberg Consensus Survey of Economist§lélah Economics
Green= beat expectationsRed= worse than expectationgcompared vsprior if no consensusstimatesavailable)

MORTGAGE PURCHASE APPLICATION ACOMWTNWUED TRECLINE

According to the MBA Weekly Applications Survey, the average contract rate for a conventieyeslr Jkedrate
mortgage rose 20bps to 7.9% during the week ending Oct. 20 while the average FHA contract mortgage rate also rc
16bps to 7.52%, resulting ia -4bps contraction in the spread between the FHA and conventional rat®.88%.
Meanwhile, the average contract rate for a jumbo-\3ar fixedrate mortgage rose 22bps to 7.78%, resulting in a 2bps
widening of the jumbeconventional spread te0.12%.

Figure3: 30-Year Mortgage Rate vs. 10ear UST Yield Figure4: Mortgage Application Activity vsPre-Pandemic
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Freddie Mac's more recent Primary Mortgage Market Survey (PMMS) for the week ending Oct. 25 indicated that th
FRM30 jumped 16bps wiw to 7.79% (Figure 3) as the yield on the benchmgdad0.S. Treasury (UST) jumped 15bps
to an average of 4.91% over teame period. Accordingly, the spread between the PMMS FRM30 and #eat ST
widened 1bps to 2.88%, about 120bps wider than its typicalstogssed level prior to the pandemic and still close to the
recent peak just above 300bps. We expect rate viithatind mortgage spreads to remain wide until more clarity is gained
around the path of inflation and monetary policy, which is not likely to occur until early next year.

The continued rise in rates weighed further on mortgage application actig MBA Weekly Applications Survey for the
week ending Oct. 20 showed mortgage application activity dechb#ow/w (sa), leaving the index dowiB8% yeaiover-
year and down60% compared with prpandemic levels (i.e., the average of the same week i7 22018 and 2019). The
weekly decline was driven primarily byza2% (sa) decline in purchase applications, which remained 22 y/y and
-45% below the prgpandemic level (gure4). Refinancing applications increased 1.8% w/w (sa) but remained e8%vn
yly and-76% relative to prgpandemic levels.

NEW HOME SALREBOUNEDIN SEPTEMBER

Data from the Census Bureau showed new home sadlsncedl2.3% m/m (cons0.7%) inSeptemberto a seasonally
adjusted annual rate af5% (cons680k) from676k inAugust Sales have been rising sinkzest summeyalbeit on a choppy

path, while existing home sales have remained more depresBee.monthly gain irSeptemberwas the largest since
August 2022, bringing the annual advance up to 34% from 6% last month with the current pace 16% above where it w
pre-pandemig(Figure5). Large national builderisave been optimistic with rising orders and healthy margins, able to take
advantage of a tight resale markefith attractive incentives for homauyers. Accordingly, new home sales comprised
17% of the total home sales market over the ptsee months, up from 11% at the onset of the pandemic.

Figure5: New Home Sales by Stage of Construction Figure6Y a2y (iKaQ {dzLdLX & oeé
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The inventory of new homes for saleSeptemberepresented 69Y 2y 1 Ka Q adzLJL) €3 R2g6Yy TN
monthsin June 2022nd slightlyabove the historical average sixmonths Completed hores for sale were flat on the
month in terms of sequential growth but nonetheless advanced 43% over the year and Upoh8%6ur years ago. The

rise of completed home inventory reflects a normalization of supply chain constraints rather than a sign of stress give
the median time to sell a completed home was jugtrBonths (isg inSeptember, below the historical notrAdditionally,

the 14% m/m increase in the sales pace of completed toimseredii KS Y2y 1 KA Q adzllL)X ®3BF C
months(sa) which is slightly below where it stood at the onset of the pandemic (F&)uidne bulk of new home inventory
remaired skewed toward units not started and under construction, which comprise 83% of the total inventory when
combined (Figuré).
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