Mid-Quarter Economic
Pulse: Q3 2025
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Third-quarter data has thus far
offered reasons for both caution
and confidence, with the next
interest rate move hinging on how
the Fed interprets the economy’s
mixed signals.

The initial weeks of the third quarter seemingly progressed
with little fanfare. White House moves related to ongoing
tariff negotiations were encouraging and generally

benign. Equity markets recorded new highs, more than
recovering from their tariff-induced April meltdowns. By
many accounts, the economy was holding up about as

well as could be expected, enough to prompt a modest
improvement in consumer sentiment in both June and July.
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That brief respite from headline fatigue came to a halt

the first week of August, when July employment data was
released. The lower-than-expected 73,000 jobs, combined
with downward revisions to both May and June’s gains, put
the three-month job growth numbers at the lowest level
since 2010 (not including the peak pandemic months). Where
before the health of the economy might have been shrouded
by tariff noise, the picture of the slowdown has come more
into focus as the quarter has progressed.

As we had anticipated, the growth side of the equation
appears to be requiring Fed attention first. While inflation
accelerating amidst tariff implementation is a key risk,
weaker domestic demand may temper some of the
immediate surge. Anticipated policy rate cuts should help
stabilize the domestic economy and avoid a further down
step in growth momentum, but we fully expect slower
growth to continue to serve as the backdrop for a gradual
real estate recovery.



Implications for Real Estate

The budding real estate recovery has continued to
slowly gain traction through Q3. Normally going out on
the risk spectrum early can ultimately be rewarded as
fundamentals and capital markets “catch up” to early-
mover conviction, but in the current environment, an
emphasis on stability may take greater precedence in
strategy setting at least in the immediate term.

Part of the reason for this is the apparent moderation

in jobs growth. With July numbers coming in well below
consensus expectations and the downward revisions in
both May and June data, assets with sturdy in-place cash
flows or clear paths toward enhanced net operating income
growth continue to be favored by investors who do not
want to take on undue risk at a time when economic growth
may be moving through a downshift. Recent data from
MSCI seems to reflect this hesitancy, with June transaction
volume down 16% year over year.!

We can see this subtle shift in orientation in the broader
markets, too. Corporate credit spreads (which measures
the premium investors require from corporate bonds

in interest over government bonds) dropped to within
one basis point of their 1998 lows on July 29, a sign that
investors are taking a more cautious approach to
corporate credit.?
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From a practical standpoint, we continue to believe

the rest of the year will reflect decent growth in real
estate transaction volumes and ongoing improvement in
fundamentals as the economy trudges along. Against this
backdrop, our focus remains on cash-flowing assets with
strategies underpinned by operational improvement paths
versus those that may be purely “market recovery” bets.

A Deeper Look at Labor

The July jobs number (combined with previous months'
revisions) paints a picture of a decelerating domestic labor
market (Figure 1).

On the surface, overall unemployment remains low (4.2%),
and has shown little change from April, suggesting a labor
market that is holding at relative equilibrium. Layoff rates
have stabilized after a gradual increase in recent years,
and less foreign-born labor supply may be limiting hiring
potential in a low-firing environment.

Yet there are also soft spots. One of these is where the jobs
are (and are not) coming from. Absent healthcare and social
assistance jobs, job growth over the last three months
would have been negative, indicating a more concentrated
source of total employment gains. While we do not think
demand in this sector is likely to slow in the near term

given demographic trends, this suggests other areas of
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Source: American Realty Advisors based on data from Macrobond and the Bureau of Labor Statistics as of August 2025.
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Source: American Realty Advisors based on data from Macrobond, FRED St. Louis, and Mody’s Analytics as of August 2025.2020 and 2021
were excluded from the visualization given anomalies related to the pandemic lockdowns and subsequent unleashing of pent-up demand
distorting comparisons. Each line represents an indexed year of monthly real changes in consumer spending relative to the prior year’s

fourth-quarter average.

the economy, including some white-collar industries, are
contracting, making for a narrower path for overall job
growth going forward.

This has been impacting overall consumer activity—recent
data suggests the top 10% of households now represent
nearly half of all consumer spending.® Relative to the
average seen in Q4 2024, the change in inflation-adjusted
monthly spending through the first six months of 2025 is
tracking well below recent years (Figure 2).

We believe the economy can avoid recession; initial
unemployment claims have dropped, suggesting that,
while employers may not be creating new jobs, they aren’t
letting go of the employees they have. This, combined
with less-available labor from fewer immigrant workers,
should help keep unemployment range bound. So long as

firms continue to absorb tariff impacts through margin
compression, inflation is likely to remain above 2% but not
accelerate so quickly that the Fed is required to respond to
that over the labor slowdown. But the pace of change has
accelerated, and there are several paths the economy and
interest rates could take from here.

The recent recalibration in real estate pricing and
fundamentals means real estate entered this period
already having absorbed a substantial reset in values and
thus is relatively better positioned to respond to more
modest economic growth. We believe the ongoing rebound
will unfold more gradually, which may work in investors’
favor, extending the opportunity window to re-enter the
market at a healthy basis that should serve investors well
for the remainder of the new cycle.

1 Source: MSCI Real Capital Analytics Volume and Pricing as of July 23, 2025.
2  Source: Reuters “Debt market jitters signal caution for high-flying stocks”, August 11, 2025.

3  Source: Moody’s Analytics as of February 2025.
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Disclaimer

The information in this newsletter is as of August 15, 2025, and is for your informational and educational purposes only, is not intended to be relied

on to make any investment decisions, and is neither an offer to sell nor a solicitation of an offer to buy any securities or financial instruments in

any jurisdiction. This newsletter expresses the views of the author as of the date indicated and such views are subject to change without notice.

The information in this newsletter has been obtained or derived from sources believed by ARA to be reliable but ARA does not represent that

this information is accurate or complete and has not independently verified the accuracy or completeness of such information or assumptions on
which such information is based. Models used in any analysis may be proprietary, making the results difficult for any third party to reproduce. Past
performance of any kind referenced in the information above in connection with any particular strategy should not be taken as an indicator of future
results of such strategies. It isimportant to understand that investments of the type referenced in the information above pose the potential for loss of
capital over any time period. This newsletter is proprietary to ARA and may not be copied, reproduced, republished, or posted in whole or in part, in any
form and may not be circulated or redelivered to any person without the prior written consent of ARA.

Forward-Looking Statements

This newsletter contains forward-looking statements within the meaning of federal securities laws. Forward-looking statements are statements that
do not represent historical facts and are based on our beliefs, assumptions made by us, and information currently available to us. Forward-looking
statements in this newsletter are based on our current expectations as of the date of this newsletter, which could change or not materialize as
expected. Actual results may differ materially due to a variety of uncertainties and risk factors. Except as required by law, ARA assumes no obligation
to update any such forward-looking statements.
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