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Last  week,  US  stock  markets  transitioned  from  unprecedented  

euphoria  to  a  period  of  consolidation  as  investors  faced  pressure  to  

take  profits  and  cautious  comments  from  Federal  Reserve  officials.  

The  period  began  on  Monday  with  a  continuation  of  the  previous  

week's  momentum,  reaching  new  all-time  highs  across  the  major  

indices,  before  entering  a  three-day  losing  streak  that  marked  the  

longest  decline  in  over  a  month.  Overall,  the  Nasdaq  closed  the  week  

down  0.65%,  the  S&P  500  down  0.31% ,  and  the  Dow  Jones  down  

0.15%.  Federal  Reserve  Chairman  Jerome  Powell's  assessment  that  

stocks  appeared  "rather  overvalued"  became  the  defining  catalyst  for  

the  week,  triggering  a  shift  in  sentiment  that  particularly  affected  

technology  stocks.  Economic  data  presented  mixed  signals  throughout  

the  week.  September  PMI  readings  showed  slowing  business  growth  

while  selling  price  inflation  cooled,  supporting  the  Fed's  accommodative  

stance.  However,  an  unexpected  drop  in  jobless  claims  and  sharp  

revisions  to  the

rose  above  $68  per  barrel,  driven  by  supply  concerns  and  

geopolitical  events.  Uncertainty  over  trade  policy  resurfaced  when  

President  Trump  approved  new  tariffs,  including  a  100%  levy  on  

brand-name  drugs  to  encourage  domestic  production.  The  OECD's  

September  report,  forecasting  sluggish  eurozone  GDP  growth  of  

1.2%  in  2025  and  1.0%  in  2026,  reinforced  these  concerns  about  
international  economic  momentum.  The  week  was  characterized  

by  healthy  profit-taking  following  significant  earnings  and  

anticipation  of  key  employment  data  releases  the  following  week.

Rising  GDP  growth  created  uncertainty  about  the  future  path  of  

interest  rates.  The  economic  calendar  was  particularly  busy  on  

Thursday,  with  the  release  of  the  preliminary  trade  balance,  durable  

goods  orders,  and  preliminary  wholesale  inventories  dominating  

market  sentiment .  The  end  of  the  week  brought  relief,  as  Friday's  

PCE  inflation  data  confirmed  expectations.  Tech  sector  dynamics  

dominated  market  movements,  with  Nvidia  and  other  "Mighty  Seven"  

stocks  experiencing  significant  volatility.  While  early-week  strength  
following  the  announcement  of  the  Nvidia-OpenAI  partnership  

provided  a  boost,  subsequent  profit-taking  put  pressure  on  the  sector  

midweek.  Friday's  announcement  of  Nvidia's  commitment  to  invest  

$100  billion  in  OpenAI  helped  restore  some  confidence  in  AI  

infrastructure  spending.  Geopolitical  tensions  remained  a  persistent  

backdrop,  with  ongoing  conflicts  in  Ukraine  and  the  Middle  East  

creating  volatility  in  commodity  markets.  Gold  continued  its  record  

rally,  surpassing  $3,800  per  ounce,  supported  by  economic  uncertainty  

and  a  weakening  dollar.  Oil  prices
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The  market  is  on  the  verge  of  four  consecutive  months  of  gains  ( ).  Investors  have  welcomed  the  Fed's  expected  25  basis  point  rate  cut,  and  the  poor  August  
jobs  data  have  made  investors  more  cautious  about  the  rest  of  the  year  and  more  optimistic  about  the  equity  market.  This  more  moderate  outlook  is  particularly  
positive  for  bonds  and  gold,  and  negative  for  the  dollar.  As  for  the  equity  market,  despite  the  positive  momentum  and  optimism,  a  short-term  correction  is  
expected  after  the  38%  rally  recorded  since  April.

Ultimately,  the  Fed  has  the  tools  to  avoid  a  recession,  so  we  believe  the  stock  market  should  show  some  resilience  and  find  an  attractive  low  after  the  next  
short-term  consolidation.  We  recommend  adopting  a  more  defensive  stance  at  these  levels.  For  more  defensive  investors,  one  solution  could  be  to  take  profits  
and  reduce  exposure.  For  those  looking  to  maintain  their  investments,  a  rotation  from  growth  sectors  to  cheap  value  or  defensive  sectors  would  make  sense.  
In  any  case,  any  correction  would  be  a  buying  opportunity.
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In  June,  we  also  highlighted  the  fact  that  housing  prices  had  skyrocketed,  mortgage  interest  rates  had  become  more  than  dissuasive,  and  Americans'  ability  to  become  homeowners  
had  become  increasingly  limited.  The  affordability  index  measures  whether  a  typical  household  earns  enough  income  to  qualify  for  a  mortgage  on  a  median-priced  home,  with  100  
indicating  just  enough  income.  At  98.80,  the  average  household  does  not  have  enough  income  to  afford  the  purchase  of  a  typical  home,  a  deterioration  from  the  level  of  
103  we  had  in  June  (Chart  4).

In  our  last  real  estate  report,  published  in  June,  we  highlighted  that  the  sector  continued  to  face  challenges  due  to  the  high  interest  rate  environment  and  the  financial  pressure  faced  
by  potential  new  homeowners.  In  June,  we  mentioned  that  the  sector  was  likely  in  a  phase  of  relative  stabilization,  in  anticipation  of  a  possible  new  cycle  of  dovish  monetary  policy  
by  the  Federal  Reserve.  The  reality  has  been  different  since  then,  as  the  real  estate  sector  has  continued  to  underperform,  with  a  relative  decline  of  8%  (Chart  1).  Looking  
at  the  bigger  picture,  the  US  real  estate  sector  has  been  the  third  worst  performer  since  the  beginning  of  the  year,  returning  only  +3.0%,  compared  to  +12.9%  for  the  US  
market  (Chart  2).  Looking  back  to  our  June  report,  the  real  estate  sector  has  remained  flat  and  directionless,  while  the  US  market  has  gained  +11%  (Chart  3).

4
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Real  estate  sector:  not  yet  out  of  the  storm

Source:  Sentosa;  Co,  Altitude  IS

Chart  2:  Sector  performance  so  far  this  yearChart  1:  S&P  Real  Estate  vs.  S&P  500
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To  return  to  2020  levels  of  between  160  and  180,  where  families  had  60%  to  80%  more  income  than  necessary  to  qualify  for  a  mortgage,  housing  prices  would  have  to  fall  by  
38%,  mortgage  rates  would  have  to  drop  from  6.3%  to  2.4%,  or  household  incomes  would  have  to  increase  by  60%.  As  a  result,  three  in  four  Americans  believe  now  is  a  "bad"  
time  to  buy  a  house  or  apartment,  whether  new  or  old.  That  was  all  it  took  for  sales  volumes,  and  then  sales  prices,  to  gradually  plummet.  Amid  growing  fiscal  concerns  
stemming  from  the  enactment  of  the  One  Big  Beautiful  Bill,  long-term  Treasury  yields  have  come  under  upward  pressure.  The  good  news  is  that  financial  institutions  are  
absorbing  spread  compression  to  mitigate  the  significant  increases  in  mortgage  borrowing  costs,  and  the  spread  between  the  30-year  US  mortgage  rate  and  30-
year  US  Treasury  rates  is  compressing  (Chart  5).  Banks  and  REITs  can  afford  to  do  so  because  the  MBS  premium  rose  to  a  high  level  in  2022,  but  they  will  soon  need  to  
preserve  their  margins  if  they  want  to  meet  their  capital  and  liquidity  constraints.  Otherwise,  REITs  will  see  their  carrying  capacity  reduced  and  their  profitability  diminish.

Interestingly,  and  in  an  extremely  rare  situation,  new  homes  are  now  selling  at  lower  prices  than  existing  homes  (Chart  6).  New-build  properties  typically  command  
higher  prices,  but  a  bifurcated  market  dynamic  has  emerged:  existing  homeowners  are  reluctant  to  list  their  properties,  recognizing  that  refinancing  would  require  them  to  
abandon  favorable  mortgage  terms  for  substantially  higher  financing  costs.  Conversely,  homebuilders  are  facing  mounting  liquidity  pressures  and  are  implementing  strategic  
price  reductions  to  accelerate  inventory  turnover  and  preserve  cash  flow  stability.  This  environment  suggests  that  while  surpluses  of  new-build  inventory  persist  at  
unprecedented  levels,  the  availability  of  existing  homes  is  likely  to  increase,  as  mortgage  rate  differentials  will  eventually  force  homeowners  into  mobility  
decisions  (Chart  7).

THE  TOPIC  OF  THE  WEEK

Chart  4:  Affordability  for  Home  Buyers  Fixed  Mortgage  (98.80)Chart  3:  Year-to-date  performance:  S&P  500  (+12.9%);  S&P  
Real  Estate  Index  (+3%)
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Chart  6:  Price  of  new  homes  (413,000);  price  of  
existing  homes  (422,000)

Chart  5:  30-year  US  Treasury  bonds  (4.75%);  US  mortgages  
(6.3%);  spread  (155  bp)

Chart  7:  US  new  home  supply  (9  months);  US  existing  home  supply  (4.5  months)
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4.  The  sharp  rise  in  interest  rates  in  recent  years  has  been  slow  to  filter  through  to  the  real  economy.  Rising  interest  expenses  are  not  only  weighing  on  public  deficits,  but  
some  companies  are  unable  to  finance  their  investments,  and  households  are  no  longer  able  to  take  out  new  loans,  whether  for  consumption  or  property  purchases.

2.  Employment  will  continue  its  downward  spiral.  The  number  of  vacancies  is  lower  than  the  number  of  unemployed,  the  attrition  rate  is  declining,  the  number  of  hours  worked  
is  falling,  the  use  of  temporary  work  is  decreasing,  and  the  hiring  intentions  of  small  and  medium-sized  businesses  are  slowing.  These  are  all  signs  that  the  labor  
market  is  cooling  across  the  board  and  that  US  economic  activity  is  losing  momentum  (Chart  9).

1.  When  the  Fed  eases  monetary  policy,  investors  tend  to  underestimate  the  urgency  of  the  situation.  However,  looking  at  the  average  pace  of  historical  movements,  it  
appears  that  rate  cuts  are  not  only  longer  than  expected,  but  are  also  occurring  at  a  sustained  pace  of  -35  basis  points  per  month,  compared  to  +22  basis  
points  per  month  for  rate  hikes  (Chart  8).

3.  Inflation  will  remain  high,  but  could  be  significantly  lower  than  expected.  While  tariffs  imposed  by  the  Trump  administration  are  artificially  driving  up  prices,  other  factors  are  
pulling  inflation  down.  The  halt  in  immigration  and  the  exodus  of  some  illegal  workers  are  sapping  demand  for  rentals.  New  rents  are  9.3%  lower  than  a  year  ago.  Given  
that  housing  accounts  for  35%  of  the  consumer  price  index,  inflation  should  be  lower  than  expected.
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On  a  positive  note,  if  there's  one  major  factor  that  would  drive  an  improvement  in  the  real  estate  sector,  it  would  undoubtedly  be  a  faster-than-expected  Federal  Reserve  
rate  cut.  In  our  view,  several  factors  could  point  in  this  direction:
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Chart  8:  Official  Fed  interest  rates Chart  9:  Monthly  nonfarm  payrolls  (22,000/August)
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that  other  subsectors  such  as  data  centers,  logistics  facilities,  and  sustainable  buildings  have  greater  growth  potential.

The  real  estate  sector  remains  under  pressure  from  high  interest  rates  and  a  lack  of  affordability  for  American  families.  The  trajectory  of  rate  cuts  by
The  Fed's  policy  will  be  key  to  seeing  an  improvement  in  the  residential  subsector  in  the  coming  months.  In  any  case,  we  maintain  a  neutral  stance  on  the  real  estate  sector,  as
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