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Not Waiting for Normal
Opportunities Abound for Well-Positioned Investors 

FALL 2024



Key Findings
• The interest rate outlook has brightened considerably, while the 

election and a labor market slowdown have generated increased 
volatility in financial markets.   

• As the market enters a cycle of normalization, unique opportunities 
have emerged for well-positioned investors in a dislocated market

• The workforce housing investment outlook remains strong  
as increased support for dedicated lending products and tax  
credit incentive programs converge to address an affordable 
housing shortage.
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The Outlook

As would-be homeowners face a tight 
housing market, the resilient rental 
housing sector navigates two sets of 
conflicting crosswinds. On the one 
hand, cyclical factors such as elevated 
interest rates and a cresting wave 
of new apartment deliveries have 
weighed down rent growth and other 
measures of topline performance. 
Nevertheless, multifamily permit 
filings have dropped off dramatically, 
and the multifamily demand profile 
has displayed consistent strength.

Going into the next cycle, investors 
should look no further than 
the housing shortages in their 

communities for a sign of what to 
do next. Recent policy changes have 
strengthened investment incentive 
programs to jumpstart affordable 
housing development in the U.S., 
enhancing opportunities in a sector 
known for its stability. 

While the normalization of monetary 
policy will likely proceed gradually, 
opportunities will continue to emerge 
for investors who are ready to deploy 
capital. The best deals are often made 
during or coming out of down-cycles 
and become even more attractive after 
normalization returns.

https://fred.stlouisfed.org/series/COMPU5MUSA
https://fred.stlouisfed.org/series/COMPU5MUSA
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Traffic on the Landing Strip

Early in the Federal Reserve’s current monetary tightening cycle, the labor 
market’s momentum appeared impervious to the effects of the engineered 
slowdown caused by rising interest rates. However, excess hiring demand has 
proven to be a persistent challenge in the central bank’s fight to rein in inflation. 
Now that inflation has begun stabilizing, attention has shifted as job growth has 
slowed considerably. Net payroll additions have fallen by more than 60% in the 
past two years and currently sit below the hiring pace set in the five years before 
the pandemic (Chart 1). Wage growth has also eased, and the number of jobs 
available per unemployed worker has returned to pre-pandemic norms.

While the labor market has recently raised concerns, the interest rate outlook 
has shifted in a more favorable direction. Debate slowed about when an interest 
rate cut would come, turning instead to how much it would be. Following the first 
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CHART 1
Monthly Change in U.S. Payrolls
Measured in Thousands, 3-Month Moving Average, Through July 2024
Source: U.S. Bureau of Labor Statistics

https://fred.stlouisfed.org/series/UNRATE
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rate cut in four years in September 2024, markets are now betting the federal funds 
rate will drop another 150 bps by year-end (Chart 2). 

Interest rate normalization is generally welcome news, but the improving monetary 
outlook arrives alongside a fresh wave of anxieties. Concerns about an overheated 
labor market have given way to a conversation about its softening, even though 
job growth is positive and only slightly below historical averages. Although many 
historically useful recession indicators have proven less reliable lately, the repetition 
of warning signs has taken its toll on economic sentiment. 

The upcoming presidential election has also increased jitters among some in 
commercial real estate. Historically, financial sector volatility spikes in the months 
before and after presidential elections. During these periods, markets are typically 
more reactionary as they digest competing policy visions. But once election day 
is over, the ambitious language of the campaign trail tends to give way to the 
measured realities of daily governance.

Over the next few months, the nervousness permeating markets will likely stick 
around. However, on balance, the U.S. economy has performed better than the 
mood suggests — and the potential for a more robust near-term expansion looks 
promising. 
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Implied Probabilities of December 2025 Federal Funds Rate Target Range 
Measured Using CME FedWatch Tool, Through September 18, 2024
Source: CME Group

71.9% Probability that the FFR 
Will Fall by Another 125-175 

bps by Year-End 2025

https://www.axios.com/2024/07/23/recession-indicators-signals-not-working-employment-trends
https://www.chandan.com/post/how-will-the-election-impact-financial-market-volatlity
https://www.chandan.com/post/how-will-the-election-impact-financial-market-volatlity
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Heightened Risks and Opportunities 

Over the past four years, the 
investment climate has swung 
between abnormal highs and 
lows. Apartment valuations rose at 
nearly twice the historical growth 
rate in 2021 and 2022 before 
retracting as the high capital costs 
took hold. Even as valuations are 
yet to see an inflection and the 

correction is not entirely behind us, 
stabilization is in sight. According 
to the Federal Reserve Bank of 
Atlanta’s Commercial Real Estate 
Market Index — a comprehensive 
momentum gauge — the 
multifamily sector has seen 
firming conditions for the past 
three quarters (Chart 3).
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CHART 3
Commercial Real Estate Market Index: Multifamily
Long-Term Average = 0, Through Q2 2024
Source: Federal Reserve Bank of Atlanta
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https://www.atlantafed.org/center-for-housing-and-policy/data-and-tools/commercial-real-estate-market-index
https://www.atlantafed.org/center-for-housing-and-policy/data-and-tools/commercial-real-estate-market-index
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With property values still sitting at 
discounts, the risk-adjusted return 
profiles of deals made today are even 
more appealing — especially when 
considering the structural strength of 
the apartment sector. Rental vacancy 
rates, which increased only marginally 
in 2022 and early 2023, have held 
stable for four consecutive quarters.

Historic levels of new supply in 
many growth markets are taking 
the pressure off rent pricing over 
the short term, offering a reprieve 
for tenants. At the same time, 
operating expenses and insurance 
premiums have continued ascending, 
creating headaches for landlords. 
However, according to Zillow, even as 
generationally sky-high rent growth 
overall has subsided, 97 of the 100 
largest U.S. metro areas have seen 
continued positive annual gains 
through July 2024. 

Until interest rates meaningfully 
shift and asset valuations return to 
consistent growth, risk assessment 
will remain critically important. 
Proactive lenders and borrowers 
have increasingly worked together 
to reshape and recapitalize deals 
to manage the moment. However, 
equally crucial to addressing risks 
is the need to remain open to 
opportunities. Today’s economic 
climate provides fertile ground for 
investment growth. The Federal 
Reserve’s Senior Loan Officer Opinion 
Survey on Bank Lending Practices 
illustrates just how much traditional 
lenders have pulled back.

https://fred.stlouisfed.org/series/RRVRUSQ156N
https://fred.stlouisfed.org/series/RRVRUSQ156N
https://blog.firstam.com/cre-insights/cre-x-factor-renters-may-gain-some-temporary-leverage-as-flood-of-new-apartment-supply-comes-to-market
https://www.housingfinance.com/management-operations/developers-feel-the-pressure-of-rising-insurance-costs_o
https://www.housingfinance.com/management-operations/developers-feel-the-pressure-of-rising-insurance-costs_o
https://www.zillow.com/research/data/
https://www.federalreserve.gov/data/sloos/sloos-202404-chart-data.htm
https://www.federalreserve.gov/data/sloos/sloos-202404-chart-data.htm
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As of July 2024, a positive net share 
of bank lenders reported tightening 
their multifamily underwriting criteria 
for the ninth consecutive quarter 
(Chart 4). Lenders with liquidity 
are well-positioned to step in and 

strategically leverage an unmet 
market need. Deals with comfortable 
cash flows in the current interest rate 
environment will only look rosier once 
a normalization occurs.
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Housing’s Structural Needs

Industry experts have been sounding the alarm over housing affordability for 
over a decade, but this issue has recently gained more attention in the public and 
private sectors. While the solutions are wide-ranging, how we got to this moment 
is clear. The number of U.S. households has grown more quickly than housing 
completions in seven of the past ten years, with the cumulative shortfall over this 
period amounting to nearly 3.5 million units (Chart 5). 

The affordable housing shortage has also contributed to an imbalance in the 
types of housing currently under development. New construction tends to be 
of higher quality than the average existing housing stock. According to Moody’s 
Analytics CRE, between 2015 and 2023, Class A rental inventory has grown by 
roughly 39%. Meanwhile, Class B&C inventory has only increased by about 5%. 
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CHART 5
Annual Household Formations Minus Housing Unit Completions
Measured in Thousands, Through 2023
Sources: U.S. Census Bureau; U.S. Department of Housing and Urban Development
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https://www.nahb.org/blog/2024/06/stakeholders-must-address-housing-affordability-crisis-together
https://cre.moodysanalytics.com/insights/cre-news/after-a-turbulent-2023-is-it-now-safe-to-move-about-the-cabin/
https://cre.moodysanalytics.com/insights/cre-news/after-a-turbulent-2023-is-it-now-safe-to-move-about-the-cabin/
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With new construction focusing on the top end of the market while 50% of 
households are considered housing cost-constrained, there is an apparent 
mismatch between what the rental market needs and what types of units 
are delivered. 

However, the ground has started to shift, and the investment case for 
new workforce housing development is becoming brighter by the day. 
While change often happens slowly, the recent expansion of programs 
incentivizing  the development of low- and middle-income housing is 
noteworthy. The Low-Income Housing Tax Credit (LIHTC) recently received a 
major shot in the arm, which is expected to finance an additional 1.2 million 
affordable rental units, and there is bipartisan support for a similar tax credit 
program for middle-income rental units. Simultaneously, lending infrastructure 
designed to support workforce housing deals continues to strengthen, led by 
targeted programs such as Fannie Mae’s new Sponsor-Dedicated Workforce 
(SDW) Housing Product Initiative.

Between the widening housing gap, growing public-sector support, and tailored 
improvements in credit markets, the long-term investment outlook for workforce 
housing is overwhelmingly positive.

https://arbor.com/research/reports/affordable-housing-trends-report-spring-2024/?utm_content=2024_h2&utm_medium=web&utm_source=2024_h2_pdf&utm_campaign=ivan_kaufman_special_report&utm_source=2024_h2_pdf&utm_term=NA&rdnaLabel=Ivan_Kaufman_Special_Report
https://arbor.com/research/reports/affordable-housing-trends-report-spring-2024/?utm_content=2024_h2&utm_medium=web&utm_source=2024_h2_pdf&utm_campaign=ivan_kaufman_special_report&utm_source=2024_h2_pdf&utm_term=NA&rdnaLabel=Ivan_Kaufman_Special_Report
https://www.housingfinance.com/policy-legislation/biden-administration-unveils-housing-supply-action-plan_o
https://www.housingfinance.com/policy-legislation/biden-administration-unveils-housing-supply-action-plan_o
https://arbor.com/blog/fannie-maes-new-sponsor-dedicated-workforce-sdw-housing-product-initiative/?utm_content=2024_h2&utm_medium=web&utm_source=2024_h2_pdf&utm_campaign=ivan_kaufman_special_report&utm_source=2024_h2_pdf&utm_term=NA&rdnaLabel=Ivan_Kaufman_Special_Report
https://arbor.com/blog/fannie-maes-new-sponsor-dedicated-workforce-sdw-housing-product-initiative/?utm_content=2024_h2&utm_medium=web&utm_source=2024_h2_pdf&utm_campaign=ivan_kaufman_special_report&utm_source=2024_h2_pdf&utm_term=NA&rdnaLabel=Ivan_Kaufman_Special_Report
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The Road Ahead

The big question of the past two years has been whether there would be a 
soft landing or if the Federal Reserve’s monetary tightening cycle would result 
in a full-blown recession. To date, the U.S. economy has landed somewhere 
in the middle. The Gross Domestic Product (GDP) has remained in growth 
mode for the past eight consecutive quarters amid a concurrent investment 
slowdown. However, storm clouds on the horizon have started to retreat.

According to a July 2024 Bankrate survey, economists estimate a 32% 
recession probability over the next 12 months. In early 2023, this projection 
was nearly twice as high at 63%. Federal Reserve Chair Jerome Powell shares 
this optimism. He believes there is “good reason to think” the U.S. economy 
will achieve both price stability and a strong labor market in short order. 

Now that monetary policy has begun to loosen, normalization will percolate 
through the rental sector as it adjusts to a new credit equilibrium. As we 
move out of dislocation, opportunities for outsized returns will be there for the 
investors who do not wait for normal. 

https://fred.stlouisfed.org/series/A191RL1Q225SBEA
https://www.bankrate.com/banking/federal-reserve/economic-indicator-survey/#recession-risks
https://www.federalreserve.gov/newsevents/speech/powell20240823a.htm
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About Arbor

Arbor Realty Trust, Inc. (NYSE: ABR) is a nationwide real estate investment trust and direct lender, 
providing loan origination and servicing for multifamily, single-family rental (SFR) portfolios, 
and other diverse commercial real estate assets. Headquartered in Uniondale, New York, 
Arbor manages a multibillion-dollar servicing portfolio, specializing in government-sponsored 
enterprise products. Arbor is a leading Fannie Mae DUS® lender, Freddie Mac Optigo® Seller/
Servicer, and an approved FHA Multifamily Accelerated Processing (MAP) lender. Arbor’s product 
platform also includes bridge, CMBS, mezzanine, and preferred equity loans. Arbor is rated by 
Standard and Poor’s and Fitch. In June 2023, Arbor was added to the S&P SmallCap 600® index.  
Arbor is committed to building on its reputation for service, quality, and customized solutions 
with an unparalleled dedication to providing our clients excellence over the entire life of a loan. 

https://arbor.com/?utm_content=2024_h2&utm_medium=web&utm_source=2024_h2_pdf&utm_campaign=ivan_kaufman_special_report&utm_source=2024_h2_pdf&utm_term=NA&rdnaLabel=Ivan_Kaufman_Special_Report
https://www.nasdaq.com/market-activity/stocks/abr
https://arbor.com/fannie-mae/?utm_content=2024_h2&utm_medium=web&utm_source=2024_h2_pdf&utm_campaign=ivan_kaufman_special_report&utm_source=2024_h2_pdf&utm_term=NA&rdnaLabel=Ivan_Kaufman_Special_Report
https://arbor.com/freddie-mac/?utm_content=2024_h2&utm_medium=web&utm_source=2024_h2_pdf&utm_campaign=ivan_kaufman_special_report&utm_source=2024_h2_pdf&utm_term=NA&rdnaLabel=Ivan_Kaufman_Special_Report
https://arbor.com/fha-multifamily/?utm_source=2024_h1_pdf&utm_medium=web&utm_campaign=ivan_kaufman_special_report&UTMsource=2024_h1_pdf&utm_term=NA&utm_content=2024_h1&rdnaLabel=Ivan_Kaufman_Special_Report
https://arbor.com/bridge/?utm_content=2024_h2&utm_medium=web&utm_source=2024_h2_pdf&utm_campaign=ivan_kaufman_special_report&utm_source=2024_h2_pdf&utm_term=NA&rdnaLabel=Ivan_Kaufman_Special_Report
https://arbor.com/cmbs/?utm_content=2024_h2&utm_medium=web&utm_source=2024_h2_pdf&utm_campaign=ivan_kaufman_special_report&utm_source=2024_h2_pdf&utm_term=NA&rdnaLabel=Ivan_Kaufman_Special_Report
https://arbor.com/mezzanine-preferred-equity/?utm_content=2024_h2&utm_medium=web&utm_source=2024_h2_pdf&utm_campaign=ivan_kaufman_special_report&utm_source=2024_h2_pdf&utm_term=NA&rdnaLabel=Ivan_Kaufman_Special_Report
https://arbor.com/mezzanine-preferred-equity/?utm_content=2024_h2&utm_medium=web&utm_source=2024_h2_pdf&utm_campaign=ivan_kaufman_special_report&utm_source=2024_h2_pdf&utm_term=NA&rdnaLabel=Ivan_Kaufman_Special_Report
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Arbor Realty Trust
333 Earle Ovington Blvd.
Suite 900
Uniondale, NY 11553

arbor.com | 855.708.2090
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Disclaimer

This report is intended for general guidance and information purposes only. This report is 
under no circumstances intended to be used or considered as financial or investment advice, 
a recommendation, or an offer to sell, or a solicitation of any offer to buy any securities or other 
form of financial asset. Please note that this is not an offer document. The report is not to be 
considered as investment research or an objective or independent explanation of the matters 
contained herein and is not prepared in accordance with the regulation regarding investment 
analysis. The material in the report is obtained from various sources per dating of the report. 
We have taken reasonable care to ensure that, and to the best of our knowledge, material 
information contained herein is in accordance with the facts and contains no omission likely 
to affect its understanding. That said, all content is provided herein “as is” and neither Arbor 
Realty Trust, Inc. or Chandan Economics, LLC (“the Companies”) nor their affiliated or related 
entities, nor any person involved in the creation, production and distribution of the content 
make any warranties, express or implied. The Companies do not make any representations  
or warranties, express or implied, as to the reliability, usefulness, completeness, accuracy, 
currency nor represent that use of any information provided herein would not infringe 
on other third-party rights. The Companies shall not be liable for any direct, indirect, or 
consequential damages to the reader or a third party arising from the use of the information 
contained herein. There may have been changes in matters which affect the content 
contained herein and/or the Companies subsequent to the date of this report. Neither the 
issue nor delivery of this report shall under any circumstance create any implication that the 
information contained herein is correct as of any time subsequent to the date hereof or that 
the affairs of the Companies have not since changed. The Companies do not intend and do 
not assume any obligation to update or correct the information included in this report. The 
contents of this report are not to be construed as legal, business, investment, or tax advice. 
Each recipient should consult with its legal, business, investment, and tax advisors as to legal, 
business, investment and tax advice. The information contained herein may be subject to 
changes without prior notice. This report is only intended for the recipients, and should not be 
copied or otherwise distributed, in whole or in part, to any other person.

http://www.arbor.com/?utm_content=2024_h2&utm_medium=web&utm_source=2024_h2_pdf&utm_campaign=ivan_kaufman_special_report&utm_source=2024_h2_pdf&utm_term=NA&rdnaLabel=Ivan_Kaufman_Special_Report
tel:855-708-2090

