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In the paper titled Cycles Within the US Stock and Real Estate Markets* we looked at prominent cycles that provide 
structure to the stock and real estate markets. Additionally, in the paper titled Private Debt’s Role in Stock Market and 

Real Estate Cycles**  we reviewed the role that private debt buildup played in historical financial crises.  In this paper 
we will update where we stand with the timing and the current private debt build up as it pertains to the major cycles. 
We will also attempt to identify where the epicenter of the potential next financial crisis may be and how it will impact 
US markets.  First, let’s review each of the concepts mentioned above. 

Major Cycle Review

There are two main cycles that we use in our work. The first is the 18.6-year cycle – sometimes referred to as the real 
estate cycle since it is particularly centered around the rise and fall of the real estate market. Make no mistake, this 
cycle is the major cycle that impacts not only real estate, but also the stock market and the economy as a whole. This 
cycle was explained in detail in the book The Secret Life of Real Estate and Banking by Phillip J. Anderson. 

The structure of the cycle as it pertains to real estate is laid shown in figure 1 below. Essentially the cycle begins after 
a prolonged decline which ended the previous cycle. This begins a 7-year climb in the economy and real estate prices. 
Around the 7–9-year point, there is typically a short, sharp economic slowdown which coincides with a sharp stock 
market decline. The last two examples of this were the tech bubble and the Covid crisis. The stock market declined 
sharply in each of these periods, but since real estate markets were not impacted by the economic slowdown, the 
Federal Reserve was able to easily navigate the markets and the economy on to new growth by cutting interest rates 
and providing liquidity to markets. 

This mid-cycle slowdown is followed by another 7 years of climbing real estate prices and economic growth which 
ultimately culminates in the winner’s curse phase. The winner’s curse phase is the last couple of years of the upswing of 
the cycle when speculation really gets out of hand and most of the real estate purchases in this period find themselves 
underwater during the upcoming cyclical downturn. 

The last phase of the 18.6-year cycle is the 4-year decline. While 
the panic phase of the downturn usually only lasts a year or two, 
it typically takes 4 years for all the underwater real estate and 
bad loans to clear the market so that the lending institutions 
can nurse their balance sheets back to health enough to start 
lending again. Once the lending institutions are healthy enough 
to start lending again, a new cycle can start. 

The second major cycle we use in our work is the 3.5/7-year 
cycle. This cycle pertains specifically to the stock market 
and has been traced back to 1870. The cycle was originally 
discovered by Edward Dewey back in 1942, and the Foundation 
for the Study of Cycles has recently confirmed that the cycle is 
still active using their proprietary cycle identification software. 

The cycle is 41 months long on average, which measures 
to approximately 3.5 years. The reason that we refer to 
it as the 3.5/7-year cycle is because the stock market 
declines tend to be milder at the 3.5-year decline point 
and more severe at the 7-year decline point as shown 
in the cycle chart below in figure 2. Figure 2 shows the 
price history of the Nasdaq in blue vs the 3.5/7-year 
cycle in pink. 

The most recent 7-year cycle declines have been in 
2001, 2008, 2015 and 2022. If following the 3.5/7-year 
cycle, pink line presented in figure 2, we will likely not 
see the next 7-year cycle decline until the year 2029. 
That doesn’t mean we are out of the woods. The most 
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severe market declines happen when the 18.6-year cycle syncs with either the 3.5 or 7-year cycle, and such a sync is 
slated to happen come early 2026. March 2026 is the 18.6-year cycle anniversary of the 2007 market top. This also 
happens to be the approximate time frame for the expected 3.5-year cycle bottom.

Private Debt Build Up Review

Private debt/GDP is the second major input when determining when and where the next financial crisis might be 
brewing. This ratio was determined to be critical in identifying potential financial crises by Richard Vague in his books 
The Next Economic Disaster and A Brief History of Doom. In these books, he looked at major global economies to see 
if there was a common thread among them. His work was weighted more heavily on the United States and crises after 
1913, since that’s where most of the data was available. He found that there is indeed a formula, which when met, 
encompassed more than 80% of the financial crises studied in his work. That formula is an absolute private debt to GDP 
ratio of 150% or greater coupled with at least an 18% increase in the ratio over a 5-year period. Time and time again this 
combination of factors preceded a major financial crisis. 

The 150% private debt to GDP absolute level seems to be the point at which modern economies have taken on so much 
debt that it becomes difficult to support. Additionally, the rapid growth in the private debt/GDP ratio points to lending 
standards being reduced to the point of funding speculation in an economy or economic sector. When these two factors 
are combined, we end up with an unsustainable debt load made up of a significant portion of loans having poor credit 
quality. This was the case in the most recent financial crisis in 2008, where we saw subprime loan growth explode in the 
years leading up to the crisis. 

Figure 3 below shows all the data for the absolute private debt/GDP ratio and the growth rate of the ratio for each 
major economy that suffered a 
financial crisis going back to 1800. 
One thing to note, the absolute level 
of private debt/GDP was much lower 
before experiencing financial crises 
prior to the founding of the Federal 
Reserve in 1913. The banking system 
was much less stable then and crises 
developed at much lower levels of 
leverage. 

In figure 4, we can see the total 
private debt/GDP ratio back to 
1951. We can see it rise through 
time. The ratio started at 
approximately 55% after World 
War 2 and rose to 173% in first 
quarter of 2009. The critical 
level of 150% was first crossed 
in 2005. This was the first sign 
that a financial catastrophe was 
potentially in the making. The 
ratio has declined to 152% as 
of the second quarter of 2024 – 
which is the latest data we have to 
work with. 

The second variable in the formula (private debt/GDP growth) increased 26% over the 5 years leading up to the crisis 
of 2008. So, both variables of the formula were signaling that a financial crisis could be incoming soon. In the 5 years 
ending in the second quarter of 2024, the ratio has fallen by approximately 5%.

So, heading into the key turning cycle date of 2025/2026, the financial crisis formula (total private debt/GDP and 5-year 
private debt/GDP growth) looks like it is in decent shape for the United States. Does that mean there is nothing to worry 
about? We don’t think so, but the stress points may be harder to spot this time around. There are a couple of glaring 
issues that are catching our attention.
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Is China the Next Epicenter? 

Most people who were around in 2008 have at least a general sense that the Great Financial Crisis was largely centered 
in the United Sates as mortgage defaults swept through the banking system, eventually spreading to international 
banks and causing issues around the globe. Fewer people probably remember the Savings and Loan Crisis of the late 
1980’s and how it caused a recession that ended the savings and loan industry and caused stress in real estate markets 
around the country. Fewer still probably know that the epicenter of that global crisis was actually Japan, not the United 
Sates. 

In 1990, Japan’s private debt/GDP ratio reached 213% and had grown by 49% in the preceding 15 years. At the time, 
financial professionals and pundits were touting the new age of Japanese dominance as the Japanese economy and the 
stock market soared. In the 15 years leading up to 1990, the Japanese GDP grew by 202%. The Nikkei Index rose 997% 
over that same time period. Everyone was convinced the Japanese were about to take over the world. That is, until 
1990 rolled around, the 18.6-year cycle turned down and the massive level of private debt the Japanese had wracked 
up came home to destroy their economy for decades to come. 

Since 1990, GDP growth in Japan slowed from 16.5% annualized in the 15 years leading up to the 1990 crash to 1% 
annualized since then. Private debt/GDP has declined from 213% in 1990 to 182% in 2023. The Nikkei has just now 
reached its previous high achieved in 1990 of 38,916. That is a full 33 years to get back to previous bubble highs. 

Similarly, in the 15 years preceding the Great Financial Crisis, the United States saw its Private Debt/GDP ratio rise 
by 45% ultimately reaching an absolute high of 173%. Like Japan after its bubble high, the United States has seen its 
private debt/GDP ratio decline from 173% to its current level of 152%. 

With all of the previous information in mind, why do we think China is the most likely candidate to be the epicenter of 
the next financial crisis when the 18.6-year cycle tops in 2025/26? That answer is simply that China is doing it bigger and 
faster this cycle. Their growth rates are nearly double the growth rates of Japan or the United States leading into their 
financial crises and their private debt/GDP ratio is nearly as high as Japan at its peak and much higher than the United 
States at its peak. 

Figures 5 and 6 compare the private debt/GDP growth and 
absolute values for the United States, Japan and China in 
the 15 years leading up to their previous (and potential 
current) peaks. As a side note, we decided to use the 15 
years leading into the peaks as opposed to the 5 years 
which Richard Vague used in his study. This is because 15 
years captures the full bull market time period of the 18.6-
year cycle from the previous cycles low to the peak before 
each crisis. This was a truer apples to apples comparison 
over the course of a full cycle, in our minds. 

As you can see in figures 5 and 6, the Chinese private debt/GDP 
growth rate over the last 15 years is 86% vs. 49% for Japan and 
45% for the United States. The absolute level of the private 
debt/GDP ratio is currently 200% for China vs. 213% for Japan 
and 173% for the United Sates at each of their respective 
peaks. China has grown their private debt faster and larger 
than the United States and only trails Japan in 1990 for the 
highest absolute private debt/GDP level of any of the previous 
countries studied over the last 200 years. This combination 
has the potential for an absolute disaster in the making for 
the Chinese and potentially global economy over the next few 
years as the 18.6-year cycle declines between 2026 and 2030. 
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With the fundamental picture for China 
now laid out, what do the stock market 
cycles tells us about China’s potential over 
the next few years? China has a 46-month 
stock market cycle - very similar to the 
United States cycle of 3.5 years. Figure 
7 below shows that the Chinese stock 
market tops on average 41 months from 
the previous top and bottoms on average 
46 months from the previous bottom. 

Since the peak in October 2024 was 44 
months from the previous peak, it is likely 
that the peak for this cycle is already 
behind us. If the Chinese market cycle lasts 
the average bottom to bottom cycle of 46 
months, the next low would be expected 
sometime in late 2027. 

What Does This Mean for the United States?

Now that we’ve gone through the history of the cycles and the previous epicenters with their corresponding 
characteristics, we can get to the subject that most of you are likely interested in – what are the ramifications for the 
economy and the stock market in the United States in the coming years? Since the epicenter is likely to be in China this 
time around, the United Sates could experience a muted 18.6-year cycle decline similar to the Savings and Loan crisis 
of 1989/1990. This would be a great 
outcome for US markets. There are a 
few reasons to believe things may be 
a little more severe than that era, but 
not as severe as the 2008 Financial 
Collapse. 

A major reason for optimism for the 
United States is that private debt/GDP 
ratio has declined substantially since 
the 2008 financial crisis. It currently 
sits at 152%, which is far less than the 
173% we experienced at the peak of 
the last cycle. While this 152% private 
debt/GDP does still barely satisfy one 
of the criteria for a financial crisis, the 
second criteria has not been met. Not only has the private debt/GDP ratio not grown by the required 18% over the last 5 

years, but it has actually declined by over 4%. Figure 8 
shows the ratio of US private/GDP over time. 

While the US private sector has delevered from the 
astronomical levels we saw in 2007/08, there is still 
plenty of debt in the system that has to be refinanced. 
Unfortunately, a lot of that debt is coming due right as 
the 18.6-year cycle declines from 2026-2030. Nearly 
$4 trillion dollars has to be refinanced over the next 
5 years. This could become a problem for US markets 
and the economy as global liquidity potentially 
becomes scarce with China hitting the tipping point 
for a financial crisis and the US private sector needing 
to roll over such a massive amount of debt at the 
same time. Figure 9 shows the large private debt wall 
that is facing the US financial system over the next 
few years. 
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What Area is of Greatest Concern?

Since the 18.6-year cycle and the private debt/GDP crisis criteria are historically related to extremes in real estate 
overbuilding and over indebtedness, we should take a look at the real estate landscape in the United States to see 
if we can identify the most likely candidate for trouble in the upcoming down cycle. In the 2007-2011 down cycle, 
overbuilding and speculation in single family homes was the obvious crisis hotspot. In the late 1980’s it was the Savings 
and Loans that became too overindebted and caused that industry to collapse as it gave out too many mortgages at 
low rates before the Federal Reserve hiked interest rates to battle inflation. This caused the Savings and Loans to be 
upside down in the rates they were paying to attract capital versus the rates they were taking in on mortgages. 

In the upcoming down cycle, the most likely candidate that we can find as a potential problem in the US real estate 
industry is the multifamily housing sector. Builders have been building apartments at rates not seen since the last 
time the multifamily industry experienced a crisis in the mid-to-late 1970’s. In late 2024, completed multifamily units 
reached 715,000 which is the highest since the peak rate of 857,000 units in 1973. Figure 10 below shows the history of 
competed multifamily units back to 1968. 

Not only have units completed hit a 50-year high, but the total amount of mortgage debt associated with multifamily 
housing hit an astronomical $2.279 trillion (Figure 11) in 4Q2024. This is nearly triple (up 159%) the level of multifamily 
debt seen in the Great Financial Crisis. Total multifamily debt back then only reached $880 billion. Of course, multifamily 
housing debt was not the source of stress in that 18.6-year cycle downturn. Back then the $11.3 trillion of single-family 
mortgages was the source of the stress. Single-family mortgages have since grown to a total of $14.2 trillion for an 
increase of 25.7% over a 16-year time period. Contrast that to the 137% increase in single-family mortgages from 
1Q2000 to 1Q2007. 

REGIONS ASSET MANAGEMENT
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Not only has the absolute level of debt nearly tripled in multifamily housing, but the delinquency rate is now higher 
than at the peak of the 2008 crisis (figure 12). Contrast that with a single-family delinquency rate (figure 13) that is very 
low at historical norms (1.74 currently vs. a peak of 11.49 in 2009), and it becomes clear that multifamily is the current 
area of concern for the upcoming real estate cycle downturn.

What does this mean for the US stock market?

All of the preceding information is nice to know, but the key question is why does any of this matter and how does it 
apply to the US stock market? We have now entered the zone for the 3.5-year cycle peak. This doesn’t mean that the 
market peak is imminent, but we are now in the zone where the market could peak at any time in the next year. The 
3.5-year cycle low is due around March/April of 2026. The 3.5-year cycle decline averages 20-25% in the Nasdaq and 
about 20% in the S&P 500.  In addition to the 3.5-year cycle decline zone, we have an 18.6-year cycle peak due in March 
of 2026. This cycle peak is 18.6 years from the October 2007 peak, which set off a 25% decline over a 5-month period in 
the Nasdaq and 20% in the S&P 500. 
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Figure 14 shows the historical and expected 3.5, 7 and 18.6-year cycle decline zones. The yellow boxes are the 3.5-year 
decline zones. The red boxes are the 7-year cycle decline zones. Lastly, the vertical blue lines are the 18.6-year cycle 
decline zones. The last three 18.6-year cycle decline zones occurred exactly to the week when we expected them. The 
first of the three was in October 2018, which was 18.6 years from the March 2000 peak. The second of the three was 
the Covid decline in February 2020, which was 18.6 years from the 9/11/2001 market crash. The last of the three was 
18.6 years from the 17% decline in March of 2006. Each of the most recent declines were a somewhat muted version of 
the previous declines, likely due to the market currently being in a secular bull market vs. a secular bear market in the 
previous declines.

Combining the 18.6 and 3.5-year cycle decline zones leads us to expect a decline in the 20-30% range when/if the market 
peaks and begins a decline. Typically, in these cycle declines, the Nasdaq falls back to the 150-week moving average 
and the S&P 500 falls back to the 200 week moving average. Those levels currently sit approximately 28% below the 
most recent peak for the Nasdaq and 25% below the most recent peak for the S&P 500. 

	 Source: Stockcharts.com

Conclusion

The two main cycles we use in our work are both peaking. In addition to that, China has run up their private debt/
GDP ratio to a level and at a rate that has always preceded financial crises in the past. Because of this, China is our top 
candidate to be the epicenter of the likely financial crisis that comes with the downturn of the 18.6-year cycle which 
peaks in the next 12 months. Despite China being the likely epicenter of the next crisis, the United States real estate 
market and stock market are not in the clear. The multifamily real estate sector is the most likely sector to experience 
serious issues in the declining phase of this 18.6-year cycle due to its overbuilding, massive increase in mortgages 
outstanding and current level of delinquencies. In addition to the issues the multifamily real estate sector has facing 
it, there is a wall of nearly $4 trillion of private debt that has to be refinanced in the United States over the next 5 years.
 
At the same time that the 18.6-year real estate cycle is peaking, and we face a wall of private debt refinancing, the 3.5-
year stock market cycle is peaking and there is an 18.6-year stock cycle downturn from the October 2007 peak due in 
March of 2026. The 3.5-year stock cycle downturn average decline is 20-25% and the October 2007 decline was 25% over 
a 5-month period. 

All or none of these issues could play out in the markets over the next 12-24 months. The conditions are in place for 
these events to happen, but none of them are guaranteed. All we can do is make ourselves aware of the conditions that 
are in place and monitor the events as they play out in real time. 
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Links to previous White Papers

•	 Cycles Within the US Stock and Real Estate Markets by Ryan Jones, CMT, October 2020
•	 Private Debt's Role in Stock Market and Real Estate Cycles by Ryan Jones, CMT January 2021
Sources:
1. Figure 4: https://fred.stlouisfed.org/series/QUSPAM770A
2. Figure 8: https://fred.stlouisfed.org/graph/?g=dqmJ
3. Figure 10:  https://fred.stlouisfed.org/series/COMPU5MUSA
4. Figure 11: https://fred.stlouisfed.org/series/ASMRMA
5. Figure 13:https://fred.stlouisfed.org/series/DRSFRMACBS
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