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RCLCO National Market Sentiment Survey
1Q 2016 Results Part 1

The results of RCLCO’s latest Market Sentiment Survey
are in, and while 67% of respondents continue to report
that U.S. economic and real estate conditions were
moderately or significant better than one year ago, a
growing share of respondents see conditions as stagnant
or beginning to decline.

In a departure from the past three years of consistently
positive sentiment, RCLCO’s National Current Real
Estate Market Index (RMI") dropped nearly 10 points from
six months ago, to 79, and respondents predict RMI will
drop another 14 points by this time next year. How much
run is left in the expansionary phase of this market cycle
is clearly a question on everyone’s mind.

Dampening National Sentiment

The bright spot is sentiment about the market’s
performance over the last year: a majority (57%) of
respondents continue to report that U.S. economic and
real estate conditions were “moderately better” today
than one year ago. Combined with those who report
“significantly better” conditions, positive sentiment about
the last 12 months clearly outweighs the negative.

However, the share reporting moderately or significantly
better conditions continues to erode, from 78% 12
months ago to 67% today. Respondents are now more
likely to report stagnant or moderately worse conditions.
Overall, sentiment about the past 12 months is the least
positive it has been since our 3Q 2012 survey.
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" The Real Estate Market Index (RMI) is based on a semiannual 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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Looking forward, respondents are also much more likely
to anticipate that the national economic and real estate
climate is unlikely to change or even worsen over the
next 12 months.

While 47% do expect moderately or significantly better
conditions 12 months from now, the drop-off in positive
expectations is severe—down 22 percentage points from
two quarters ago. Perhaps even more significantly, this is
the first survey since 3Q 2011 in which the majority do not
expect conditions to improve.
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Regional Sentiment Follows Suit

In line with assessments of national performance, a
small but growing share of respondents are reporting
less positive economic and real estate market
performance at the local and regional level. While
over two-thirds of respondents report moderately or
significantly better conditions today compared with
12 months ago, there is an uptick in the proportion of
respondents indicating that regional conditions have
in fact moderately worsened, from 7% in 3Q 2015 to
11% today. Further, 14% anticipate moderately worse
regional/local performance over the next year. As with
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Change in 12-Month Predictions for U.S. Economy and Real Estate Market Conditions
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Reported and Predicted Regional/Local Economic and Real Estate Conditions
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the national outlook, a significant share of respondents
anticipate regional/local conditions to remain unchanged.

A sizeable share (17%) continue to report that regional
conditions today are significantly better than one year
ago, as compared with only 10% who are this positive
about national conditions. However, the share who report
significantly better regional conditions is trending down,
from 20% one year ago and 29% 18 months ago. Overall,
therefore, aggregate local and regional conditions for the
past year mirror the trends seen nationally.

Oil and Gas Sink Texas Sentiment

In light of struggling oil and gas industries, sentiment in

Texas and the South Central region of the country has
altered significantly in the past six months and is now
substantially more pessimistic than the nation overall.
RMI dropped from a fairly positive 74 to 52, a drop of 22
points. In our 3Q 2015 survey, 75% of respondents who
were most active in these regions reported moderate or
significant improvement in conditions over the prior 12
months. Only 17% believed regional conditions were
worse. Today, however, 39% believe the market has
worsened during the latest 12-month period, and the
share reporting improved conditions shrunk to 43%. Only
29% believe conditions will get better in the year ahead;
the rest are fairly evenly split as to whether conditions
remain the same or decline further.

Texas/South Central Economic and Real Estate Performance over 12-Month Period
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Steady Sentiment in Washington, D.C.

Sentiment in the national capital region, on the other
hand, aligns more closely with respondents’ assessments
of the nation as a whole. Over one-half of respondents
who work in this area continue to observe moderately
better regional performance, but 17% do report that
conditions have worsened over the last year. On the
whole, current RMI remains stable, moving from 74 in
3Q 2015 to 72 today.

Expectations for the next 12 months are more positive for
the region than for the nation, with a majority predicting
ongoing improvement in the market, similar to the levels
reported in the previous two sentiment surveys.

Despite 2015 Gains, Southeast Cautious for
2016

Almost three-quarters of respondents who are most
active in the Southeast have seen a moderate or
significant improvement in local/regional conditions from
12 months ago. However, as is the case nationally, the
share reporting better conditions has eroded—down
from 89% in the 1Q 2015 survey. The drop in current RMI
from a rosy 96 six months ago to a lower but still positive
79 today reflects this trend. In Florida specifically, RMI
remains more positive (88), but the same trend applies.
As a result, fewer respondents across the Southeast
expect that conditions will continue to improve as much
over the next 12 months as they have in the previous
12 months; instead, a growing share anticipate market
conditions to remain unchanged. Overall, though, the
perceived threat of worsening conditions in 2016 remains
low. While 16% anticipate moderate declines across the
U.S., only 7% foresee such conditions for the Southeast.

Baltimore/Washington/Virginia Economic and Real Estate Performance over 12-Month Period
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Southeast Economic and Real Estate Performance over 12-Month Period
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Cycle Implications

Current sentiment suggests that respondents believe
we are further through the current cycle than previously
anticipated and that there is less remaining upside than
expected six months ago. What conditions respondents
may have interpreted as markers of the “early stable”
phase of the cycle in 3Q 2015 look more like indicators
of the “late stable” phase today.

What does this mean for the timing and severity
of the next downturn? Stay tuned for Part 2 of our
results to find out.

Part 2 of RCLCO'’s latest National Market Sentiment
Survey Results will be released next week. In it,
we will discuss expectations surrounding the next
downturn and take a closer look at sentiment by real
estate product type.

Article and research prepared by Len Bogorad, Managing
Director, 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
investors, 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

services? Please visit us at www.rclco.com/strategic-planning.
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