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Most real estate strategies are built around assumptions that feel durable at the time they’ re made.
Interest rate environment, cap rate compression, rent growth trajectory, availability of debt. Those
assumptions inform underwriting, shape hold period decisions, and determine what kind of deals
get pursued in a given window. The problem isn’t that the assumptions are careless. It’s that
market cycles move faster than the planning horizon most investors build their strategy around, and
the gap between when conditions shift and when a portfolio positioned for the previous
environment can adapt is where significant value erosion happens.

How Cycle Transitions Actually Feel From Inside Them

The early stages of a market transition are rarely obvious in real time. Cap rates don’t announce
their direction change with a press release. The first signs are usually localized and easy to explain
away as anomalies. A deal that doesn’t trade at the expected price gets attributed to a specific
seller’s motivation or a particular asset’s condition rather than to a broader repricing. Debt terms
that tighten slightly get absorbed as a market normalization rather than read as an early signal of a
more significant credit environment shift.

By the time the transition is broadly acknowledged and the trade publications are writing about it,
the investors who were positioned for the previous cycle are already managing the consequences.
The equity that looked adequate at a 65 percent loan to value in alow-rate environment is working
significantly harder when refinancing costs have moved materially and NOI growth has slowed
below what the original underwriting assumed. That sequence doesn’'t require a dramatic market
collapse to produce real problems. A moderate rate move combined with flat rent growth and
increased vacancy in a specific asset class is enough to compress returns meaningfully on deals
that looked conservative when they were underwritten.

What a Commercial Real Estate Business Needs to Track

Cycle awareness requires tracking leading indicators rather than reported ones. Published vacancy
rates, recorded transaction volume, and rental rate surveys reflect what already happened, often
with alag of several months between the underlying market movement and the data that captures
it. The more useful signals are the ones closer to the transaction itself. How long deals are taking to
close from LOI. Whether sellers are accepting the first round of terms or pushing back harder than
they were six months ago. How lenders are describing their appetite for specific asset classes in
conversations rather than in their official program sheets.
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Tenant behavior is an early signal that often gets read as an isolated situation rather than a market
indicator. When renewal negotiations that would have closed quickly in a strong market start
taking longer, when tenants who previously absorbed annual rent increases begin pushing back or
exploring alternatives more seriously, the information in those individual conversations is
aggregate data about where the market is heading before the headline numbers confirm it.

Geography compounds this. A commer cial real estate business operating across multiple markets
needs to track cycle position by submarket rather than by metro average, because the same city can
have submarkets moving in different directions simultaneously. An urban core office market
softening while industrial in the same metro remains tight requires a differentiated strategic
response that a single market-level view doesn’t support.

Strategy Adaptation Under Time Pressure

The challenge of cycle-driven strategy shiftsisn’'t recognizing that a transition is occurring. Most
experienced operators eventually seeit. The challenge is adapting quickly enough that the response
is a managed adjustment rather than a reactive one. Extending hold periods when the exit
environment deteriorates requires having the balance sheet and debt structure to sustain the
extension. Pivoting acquisition focus toward asset classes better positioned for the current cycle
requires having the underwriting capability and market relationships in those sectors already
developed.

Both of those adaptive moves are easier to execute if the groundwork was laid before the cycle
turned. Investors who build operational flexibility into their structures during favorable market
conditions have more room to maneuver when conditions shift than those who optimized entirely
for the upside environment. That’s not a novel observation, but it’s one that gets deprioritized
consistently during the phase of the cycle when everything is working and the cost of maintaining
flexibility feels like unnecessary drag on returns that could otherwise be deployed.

The cycle eventually reasserts itself regardless of how durable current conditions feel, and the
distance between knowing that intellectually and being structurally prepared for it is where most of
the real strategic work in commercial real estate actually lives.
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