Employment and GDP growth have been slow but relatively steady. Financial institutions and U.S.
households have largely cleaned up their balance sheets. The U.S. household savings rate stood at
5.4% in April 2016, well above the run rate below 3.0% leading up to the Great Recession. i The
consumer confidence index is high and has been holding steady for the last year in the mid-90s.ii Real
estate markets are not overheated and, with the exception of some select apartment submarkets, are
generally in a healthy demand-supply equilibrium. Interest rates are low, and inflation seems to be under
control.iii, iv Corporate profits, while moderating recently, are still comfortably above normal recessionary
levels.v
This does not mean that the skies are totally clear. Even before Brexit, the Fed did not seem poised to
change monetary policy anytime soon, and, therefore, that risk to the expansion seems relatively remote,
although the Fed’s recent commentary indicates that we may be experiencing an asset pricing bubble.
There are also plenty of other potential factors to worry about, including the Brexit (it’s early to tell the
long-term impact, but in the immediate term, the U.S. may look like a safe haven for global capital relative
to Europe); energy spikes (but U.S. shale production will likely mute any impact of surges in crude oil
prices); deceleration in China (but the Chinese ruling party has much to lose in a slowdown, a fairly robust
command and control infrastructure, and considerable dry powder to keep things rolling, at least for now);
overbuilding in U.S. real estate (but housing construction is still far below levels supported by normal
ratios suggested by underlying job and household growth); and North Korea remains as nutty as ever (no
buts here).
Real Estate Downturn Timing
We think the RCLCO Sentiment Survey respondents have it right. There is a probability of a “little cycle”
in the next 18 to 36 months. There is always potential for a “black swan” event, but we not expecting a
severe downturn. Rather, RCLCO expects this little cycle will have a relatively short duration of
approximately 18 months of weakness/decline until the bottom and then resume healthy growth
thereafter. A shallow downturn of this nature will not be sufficient to cause a meaningful decline in rents,
nor for land to get significantly repriced, and while this period of slower growth will cause some disruption,
it is not likely to be systematic failure.
The probability of a little cycle increases as expansion continues, with risk of downturn by the end of 2017
of 50%. This probability increases to 75% by the end of 2018.

Real Estate Downturn Timing Summary
Timeframe

Probability of Real Estate
Downturn

By the end of 2017

50%

By the end of 2018

75%
SOURCE: RCLCO

For sophisticated real estate companies, this probably means your cycle strategy dashboard has already
signaled the need for an adjustment in tactics. If your company has not already instituted a formal, or
even informal, standing market monitoring and cycle planning committee, now is the time to get the
company prepared to survive, and ideally thrive, in the next inevitable downturn.

