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Respondents Expect Many Product Types to Move from Early Stable to 
Late Stable Stages of the Real Estate Cycle
January 26, 2016  |  By Len Bogorad, Managing Director, and Clare Healy, Senior Associate

RCLCO National Market Sentiment Survey  
1Q 2016 Results Part 2

As we discussed last week, RCLCO’s 1Q 2016 Sen-
timent Survey found that most respondents reported 
positive changes in economic and real estate conditions 
over the past 12 months. Looking forward, a minority 
though increasing share are predicting stagnant or de-
clining real estate market conditions, even for as soon 
as the year ahead. In this Advisory, we take a closer look 
at sentiment by product type and respondent predictions 
about the timing of the next real estate downturn.

Approaching Late Stable Conditions for Most 
Product Types in 2016 

Sentiment by product type is generally reflective of 
sentiment for the economy at large. Most product types 

have already moved into the stable phase of the cycle: 
they are perceived to have remaining upside, but the 
bulk of the expansionary period may already be be-
hind them. 

The survey consensus is that over the next year every 
product type will advance through the cycle at a faster 
rate than they have moved so far in this cycle. This 
signals a meaningful change in prevailing sentiment 
compared with our 3Q 2015 survey. Respondents are 
now more hesitant to predict that real estate prod-
ucts will continue to remain comfortably in the stable 
phase, as has been respondent sentiment since 1Q 
2014. Even though most respondents predict advanc-
es into the mature stages of the cycle, a small minority 
of respondents are anticipating “real estate downturn” 
conditions one year from now.

RCLCO Sentiment Survey Results by Product Type, 1Q 2016 
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Apartments Remain on Leading Edge

Multifamily presents an interesting case study in pro-
cessing these sentiment results. Rental housing con-
tinues to be the only product in the late stable phase of 
the real estate cycle, where it has been since our 1Q 
2014 survey. It edged up slightly within the late stable 
phase since 3Q 2015, but is not as advanced today as 
respondents anticipated it would be one year ago. This 
probably reflects a recognition among industry practi-
tioners that market conditions have been maturing over 
the past two years, but little sense that the fundamen-
tals are likely to turn negative in at least the next year. 

Despite its long run in the late stable phase, survey par-
ticipants believe that the risk of an apartment bubble re-
mains moderate but steady, with only 17% perceiving a 
significant risk. Most respondents (87%) expect apart-
ment rents to continue to increase or stay the same 
in 2016. There is a very small but growing sentiment 
that apartments are entering the early downturn phase 
in some markets (12% this quarter, versus 8% in 3Q 
2015), but the vast majority of respondents continue to 
classify this property type as being on the upward side 
of the supply/demand cycle. 

As with other real estate products, respondents expect 
that over the next 12 months apartments will advance 
through the cycle at the fastest rate seen this cycle, but 

a large majority—76%—predict that apartment funda-
mentals will remain favorable for at least another year. 
What is new is that a growing, albeit still minority share 
at 24%, anticipate that apartments will have entered the 
downturn stage of the cycle by this time next year. 

Resort Finally Enters Early Stable; Trailing 
Land Uses Running Out of Time?

Resort/second homes, which has seen the most lack-
luster recovery of any real estate sector, is another area 
of shifting sentiment. Respondents indicated that the 
resort/second home market improved more than any 
other product type since our 3Q 2015 survey. The re-
sponses suggest that this land use finally moved out of 
the “early recovery” phase and into the “early stable” 
phase of the cycle, meaning that price growth for the 
foreseeable future should become more robust and 
investment capital allocated to this space should get 
placed more easily. 

The challenge, of course, with a late recovery relative 
to the overall economic cycle, particularly for those con-
sidering development or repositioning strategies, is that 
the window of opportunity for resort/second homes and 
the other lagging land uses, such as office and con-
dominiums, may be narrowing. A sizeable share of re-
spondents continue to report that these land uses are 
stuck in the “bottom” phase of the cycle (10% for office, 
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What Is the Risk of an Apartment Bubble in Your Market?

Source: RCLCO
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9% for resort/second home), with limited investment 
activity and lower income growth and value enhance-
ment than other sectors.

When Will the Next Real Estate Market 
Downturn Begin?

It is clearly a question on everyone’s mind: when will 
the next real estate downturn begin? Given the cyclical 
nature of economies and real estate markets, history 
tells us it is probably less a question of “if” than “when.” 
As of this latest survey, very few respondents believe 
there will be a downturn this year. Rather, a majority of 
respondents continue to anticipate a 2017 or 2018 start 
to the next real estate market downturn. 

Compared with six months ago, the share of respon-
dents not expecting a real estate downturn until 2019-
2020 has shrunk substantially, with these participants 
perhaps now more inclined to believe a 2018 downturn 
is the most likely. Furthermore,  a somewhat surprising 
17% of respondents now believe the next downturn has 
already begun (which is not true in most asset types 

and in most geographic markets, and certainly not for 
the overall economy) or will begin this year, as com-
pared with 7% expressing this opinion in the 3Q 2015 
survey. 

Respondent sentiment about the real estate year ahead 
aligns with the results of the latest Wall Street Journal 
Economic Forecasting Survey with regard to the econ-
omy as a whole, which indicates consensus among the 
60 economists surveyed that GDP growth will remain 
positive through 2016.

Additionally, if the length of previous economic cycles 
is any guide (and it should be stressed that historically 
the cycle frequency has been highly irregular, and re-
cessions are not caused by old age), the expectations 
of a real estate downturn in the next one to two years 
would not be illogical. The U.S. is approaching the 80th 
month of economic expansion in the current business 
cycle, which began with a return to GDP growth in June 
2009, putting it only 15 months shy of the average ex-
pansionary period of the three most recent cycles, as 
demonstrated in the chart below. 

Expectations for When Next Real Estate Downturn Will Begin

Source: RCLCO
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July 1990 March 1991 8 92 108 100
March 2001 November 2001 8 120 128 128
December 2007 June 2009 18 73 81 91

Average 11 95 106 106

Project Short Description (followed by 2 spaces)  |  Client Name  |  January 25, 2016 |  P#-00000.00  (DRAFT)2

1%
6%

31%

23%
19% 20%

8% 9%

28%
31%

13% 13%

0%
5%

10%
15%
20%
25%
30%
35%

It has
already
begun.

2016 2017 2018 2019 2020 or
later

It has
already
begun.

2016 2017 2018 2019 2020 or
later

Q3 2015 Results Q1 2016 Results

Length of Recent Business Cycles

Source: National Bureau of Economic Research

http://projects.wsj.com/econforecast/#ind=gdp&r=28


January 26, 20164

Respondents’ more cautious predictions are beginning 
to show up in their expectations for how different real 
estate products will perform over the next 12 months. 
As the product leading the way in the current cycle, 
apartments are seen as the most at risk of entering 
the downward phase of the cycle within one year from 
now. Still, a minority—roughly 25% of respondents—
now believe apartments will be in early or full downturn 
in 1Q 2017, while three-quarters believe they will still 
be in the stable, upward phase of the cycle a year from 
now.

Concluding Thoughts

This latest survey reflects a partial and still slow, but 
nonetheless significant, shift in sentiment about where 
we are in the real estate cycle relative to six months 
ago. While respondents do not believe there will be a 
real estate downturn in 2016, they are more cautious 
about 2017 and beyond.

It is impossible to predict a downturn’s timing or in-
tensity with any certainty, but we do know that we are 
in the mature stages of the present economic cycle, 
and thus the probability of a downturn is increasing. 
Given all that has happened in the last six months—
the continued fall in commodities prices, terror attacks 
in Paris, the discount rate hike, Chinese economic 
woes, and now the bearish stock market at home and 
abroad—it is little wonder that more respondents are 
seeing macroeconomic and real estate conditions as 
less stable than they were before. It is important to 
remember, though, that the Sentiment Survey is a ba-

Article and research prepared by Len Bogorad, Managing Di-
rector, and Clare Healy, Senior Associate. 

RCLCO provides real estate economics and market analysis, 
strategic planning, management consulting, litigation support, 
fiscal and economic impact analysis, investment analysis, 
portfolio structuring, and monitoring services to real estate in-
vestors, developers, home builders, financial institutions, and 
public agencies. Our real estate consultants 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. RCLCO’s Strategic 
Planning and Litigation Support Advisory Group produced this 
newsletter. Interested in learning more about RCLCO’s servic-
es? Please visit us at www.rclco.com/strategic-planning.

rometer of sentiment, not in and of itself a forecasting 
tool.  

What is RCLCO’s perspective on the next real es-
tate downturn and our recommendations to clients 
regarding strategies they should be employing to 
prepare for, and take advantage of, the next down-
turn when it does occur? Stay tuned for our next 
Advisory to find out. 

Share of Respondents Predicting Products to Be in Early or Full Downturn in 1Q 2017 
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