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Real Estate Professionals are Exceptionally
Optimistic

The sentiment among real estate professionals
regarding the economy and real estate markets
remains extremely positive. Building upon strong gains
beginning in the second half of 2012, the Current Real
Estate Market Index (RMI") for both the U.S. overall
and Local/Regional markets posted their highest mark
since we began the survey in 2009. Nearly a quarter
(24%) of respondents said that the markets were
“Significantly Better” than 12 months ago, up from only
5% who reported this level of optimism at the beginning
of the year. A full 90% of respondents are firmly in the
“Better” category.

The optimism seen in the RCLCO National Sentiment
Survey has been mirrored in the NAHB/Wells Fargo
Housing Market Index (HMI), which has seen a
similar, albeit less dramatic, increase since 2011. The
HMI tracks builder confidence and is calculated in a
similar manner to RCLCO’s RMI. The HMI crossed the
50 index mark in June of this year—the last time this
index was above 50 was April 2006—and increased
even further to 57 in July.

The outlook for the next year remains equally optimistic,
with both the U.S. (90.3) and Regional/Local markets
(93.5) posting Future RMIs above 90.
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' The Real Estate Market Index (RMI) is based on a quarterly survey of real estate market participants and is designed to take the pulse of
economic and real estate market conditions from the perspective of real estate industry participants. The survey asks respondents to rate
economic and real estate market conditions at the present time compared with one year earlier (Current RMI), and expectations over the
next 12 months (Future RMI). The RMI is a diffusion index calculated for each series by applying the formula “(Improving — Declining +
100)/2.” The indices are not seasonally adjusted. Based on this calculation, the RMI can range between 0 and 100. RMI values in the 60
to 70+ range are indicative of very good market conditions. Values below 30 are typically coincident with periods of economic and real

estate market stress/recession.
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Regional Outlook—Wassup With Those Crabby
New Englanders?

Looking around the country, there is a very high level of
confidence in every region, with Current RMI indices all
in the 90s. The exception is the Washington-Baltimore
area, which experienced a sharp decline in 3Q 2012
leading up to the national election and in response,
no doubt, to the uncertainty around that event and
sequestration. The confidence level in this area has
risen substantially since then, but it still lags behind
the other regions.

Participants in nearly every regional market expect
to see improving economic and real estate market
conditions over the next 12 months.

Sentimentamong participants in the Midwest continues
to improve as the auto industry bounces back, and
there is also unanimous consensus from respondents
in the Pacific Northwest, Northern California, and
the Southwest that economic and real estate market
conditions will be better in the next 12 months. New
England is a curious laggard in the group, but still
registers at a fairly high level of confidence at 66.7.
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RCLCO Outlook REGIONAL CURRENT RMIs 2Q 2012 3Q 2013 1Q2013 2Q 2013

Midwest 80.0 70.8 95.5 91.7
Job growth in the U.S. has been steady, but Southwest (AZ, NM, NV) 833 80.0 875 96.2
insufficient to make a meaningful dentinthe  Northem California 929 1000  100.0  100.0
unemployment rate. Nevertheless, the Mid- Pacific Northwest 84.4 91.7 100.0  100.0
Year RCLCO National Sentiment Survey Texas/South Central 92.6 93.8 88.9 100.0
results indicate that real estate market Florida 93.5 87.5 90.6 100.0
participants are convinced that the recovery NY/NJ/PA 100.0 100.0 83.3 95.0
is durable and will gain momentum in 2013 Southeast (excluding FL) 87.0 89.4 91.7 94.1
and beyond, and this bodes well for most Southern California 86.8 83.3 93.3 97 1
sectors of the real estate economy. Mountain West (CO, UT) 90.9 70.0 89.3 9515

Balt/Washing DC/VA 79.6 62.9 88.5 84.6

New England 83.3 100.0 75.0 100.0

Up Next

Future RMI Index by Region
* How has the recovery affected different

real estate sectors? Midwest 100.0
’ Southwest (AZ, NM, NV) 100.0
* Is concern about an apartment bubble Northern California 100.0
on the rise? Pacific Northwest 100.0
* Sequester: myth or monster? Texas/South Central 97.2
Florida 96.4
NY/NJ/PA 95.0
Southeast (excluding FL) 92.6
Southern California 91.2
Mountain West (CO, UT) 90.9
Balt/Washing DC/VA 88.5
New England 66.7

Source: RCLCO

Article and Research prepared by Charles A. Hewlett, Managing Director.

RCLCO provides real estate economics, strategic planning, management consulting, and implementation services to real estate
investors, developers, financial institutions, public agencies, and anchor institutions. Our real estate advisors help clients make the
best decisions about real estate investment, repositioning, planning, and development.

RCLCO'’s advisory groups provide market-driven, analytically based, and financially sound solutions. RCLCOQO’s Strategic Planning
and Litigation Support Advisory Group produced this newsletter. Interested in learning more about RCLCO’s services? Please visit
us at www.rclco.com/strategic-planning.

July 24, 2013



