
 
 

July 18, 2016 | Andrew J. Nelson, Chief U.S. Economist 
 

  WHERE WE ARE: The U.S. Economy at Mid-Year 
 
Two weeks in, the financial markets have joined the overwhelming consensus of economists and agreed 
that Brexit was not the grave threat to global prosperity suggested by market volatility in the immediate 
aftermath of the vote. Equity markets have broadly recovered, both globally and especially in the U.S. 
Even the FTSE 100 (the large-cap index for U.K. companies) is now at its 2016 high. The S&P 500 finally 
clawed its way back to a new all-time record after a wait of 14 months since the last peak was reached. 
 
As discussed in my last newsletter, impacts are likely to be greatest in London (particularly its financial 
sector) and decline sharply with distance from London and especially the U.K.. Accordingly, the British 
pound is at its lowest rate relative to the dollar in decades. But too much is uncertain at this early date to 
make broad long-term predictions. Much will depend on the trade agreements that the new British 
leadership ultimately negotiates with the European Union and the rest of the world.  
 
So economists and the markets have now 
refocused their attention back to the domestic U.S. 
economy, and here there growing reasons to be 
pleased. The jobs report was exceptionally strong 
in June as we added 287,000 new payroll jobs, a 
very welcome rebound from the anemic 11,000 
jobs in May (see chart). 
 
Job growth seems to have slowed a bit this year as 
we’re nearing what economists consider to be “full 
employment,” so the June figures likely won’t be 
repeated this summer. But neither will we fall to the 
depths of the May figure (which more likely 
reflected weakness in statistical methodologies than genuine economic weakness). Jobless claims 
remain near their 40-year low, showing further momentum in the labor market. 
 
Another good omen: Both the manufacturing and services reports from the Institute of Supply 
Management showed strong pickups last month. These surveys of purchasing managers are reliable 
indicators of future trends, and both are at their highest levels of the year. 
 
And more good news from last week: Retail sales surged last month, following strong readings in April 
and May, and well above the consensus forecast. Sales were up across almost all retail categories and 
overall rose 2.7% from a year earlier in June. Finally, industrial production was also strong, led by a 
stronger-than-expected rebound in manufacturing output. Factory output rose 0.4% in June, while overall 
industrial gained 0.6%, the largest increase in a year. 
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One negative reading was the decline in consumer confidence in July as measured by the University of 
Michigan. However, that drop seems rooted in technical reasons as the survey was conducted just after 
the Brexit vote, when uncertainty was greatest, and ended before the recent stock market rally. Expect 
confidence to rebound in August, particularly after the strong 2Q16 GDP figures are announced. 
 
The flattening yield curve is also making some analysts nervous. The difference between short- and long-
term rates on U.S. government debt is at a multi-year low, leading Deutsche Bank to calculate a 60% risk 
of recession within the year. However, that conclusion seems to be rooted in an obsolete analytical 
framework in the era of ultra-low interest rates and heightened off-shore interest in U.S. debt, 
undermining the traditional link between debt yields and economic growth. 
 
In any case, the DB outlook is an outlier. The WSJ poll of 60 economists released Friday pegs the 
recession risk at 22%, up marginally from 21% from last month, though double the level of a year ago.  
But even this inflated level seems excessive. The index of leading economic indicators calculated by the 
Philadelphia Fed is still near its post-recession high and is positive for 80% of states, demonstrating both 
broad and deep (if not exactly robust) economic growth.   
 
With consumption growing near 4.0%, expect GDP to grow between 2.5% to 3.0% in 2Q16. Overall 
growth for the year is unlikely to match even the moderate pace averaged over the past few years, 
but should easily exceed the weak growth this past winter. With inflation rising but still moderate, I’ll stick 
with my expectation of one more Fed hike this year, perhaps as soon as September, but the 
magnitude and pace of future hikes will not be material to the real estate sector. 
 
Property Markets 
 
Property-market fundamentals should continue to improve with the strengthening job and GDP growth, 
and the fallout from Brexit should do little to alter tenant demand. The impact on property transactions will 
be a bit more uncertain. Preliminary figures from RCA suggest that overall deal activity in 2Q16 was down 
about 20% year-over-year, continuing the trends in the first quarter, but these are measured against an 
exceptionally strong year (with a near record transaction volume). Also, reduced portfolio sales account 
for much of the decline as sales of individual properties were relatively stronger than in Q1. Moreover, 
acquisitions by institutional investors are actually up 10% in the first half of 2016 over last year. 
 
Another positive sign: RCA, CoStar, and Green Street Advisors all found that prices have begun to rise 
again after pausing in the first quarter.  
 
The Brexit volatility could well heighten investor caution. But the strong dollar, low interest rates, and 
strong property fundamentals—and ultimately compelling returns—should maintain investor 
interest and support asset values in 2016 and into 2017. 
 
 

   ANALYSIS OF RECENT ECONOMIC NEWS 
 
 
Wild Gyrations Mask a U.S. Job Market That’s Solid, Yet Cooling (Bloomberg) –“Looking through the 
dramatic gyrations, the picture that comes into focus is that the labor market continues to strengthen, 
although it’s lost a step from last year. While reassured by the progress, Federal Reserve policy makers 
probably won’t be in any rush to raise interest rates as they weigh a recent pickup in consumer spending 
against the impact on the American economy from the disarray in Europe and slowing growth in China 
and other emerging markets.” 
 
U.S. Data Point to Stronger Economy (WSJ) – “Confident consumers and a stabilizing factory sector 
put the wind at the U.S. economy’s back as it entered the second half of the year. A slew of reports 
Friday pointed to a healthy gain in retail sales, a pickup in industrial production and firming inflation last 
month. Overall growth appears to have rebounded solidly in the spring after a winter lull, and continued 
strength in household spending stands to propel the economy in the coming months.” 
 

http://www.wsj.com/articles/consumer-sentiment-falls-as-expectations-for-economy-dim-1468591924
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http://bloom.bg/29BUUbF
http://www.wsj.com/articles/u-s-data-point-to-stronger-economy-1468622181


 CHART OF THE WEEK   
“For several years now, economists have bitten their nails as the government published disappointing 
first-quarter estimates of the nation’s gross domestic product. But observers have come to suspect that 
the numbers, like the boy who cried wolf, are sounding a false alarm. At issue: the obscure and difficult 
process of adjusting numbers to remove the effects of normal seasonal variation.” 
 

 
 

 
Source: Seasonal Fluctuations Vex Statisticians in Quest to Capture Economy’s Growth (WSJ) 
 
 

   OTHER WORTHWHILE READS 
 
 
ECONOMIC NEWS AND VIEWS 
 
School's Out for Summer, and the Timing Messed with May's Jobs Data (Bloomberg) 
“Remember how unexpectedly bad the May U.S. employment report was? With Friday's release of June 
employment data, it turns out the weakness was a fluke after all—and it looks like a big part of it was due 
to seasonal quirks related to the timing of the end of the school year.” 
 
What the Seesaw Jobs Numbers Are Really Telling Us (The New York Times) 
“The job market is fine. That’s the most important single idea to take out of the June employment report 
… A month ago it looked as if there might well be an economic slowdown underway to add to the mix of a 
polarizing presidential election, geopolitical turbulence and violence. The good news is that doesn’t 
appear to be the case. The blockbuster 287,000 jobs the Labor Department reported employers added in 
June surely overstates the pace of improvement, just as surely as the miserable 11,000 jobs reported to 
have been added in May understated it.” 
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http://www.nytimes.com/2016/07/09/upshot/what-the-seesaw-jobs-numbers-are-really-telling-us.html?em_pos=small&emc=edit_up_20160708&nl=upshot&nl_art=0&nlid=842539&ref=headline&te=1&_r=0


Election 2016 Is Propelled by the American Economy’s Failed Promises (WSJ) 
“The past decade and a half has proved so turbulent and disappointing it has upended basic assumptions 
about modern economics and our political system. This string of disappointments has resulted in one of 
the most unpredictable and unconventional political seasons in modern history, with the rise of Donald 
Trump and Bernie Sanders … The 2016 election is shaping up in large part as a referendum on an 
economic model that is widely seen as failing.” 
 
Brexit: Asset Managers Retreat from the City of London (FT.com) 
“Asset managers have begun their slow detachment from London following Britain’s historic vote to leave 
the EU, with fund companies finalizing plans to reduce their reliance on the City. M&G, Columbia 
Threadneedle, Legg Mason, Fidelity International and T Rowe Price have all outlined intentions to move 
staff out of the UK capital or set up fund ranges in neighboring EU countries in fear of being locked out of 
European fundraising.” 
 
Rebounding American Manufacturing Bracing for Post-Brexit Storm (Bloomberg) 
 “American factories in June were well on the way to recovery from the deleterious effects of a stronger 
dollar and plunge in oil prices. Then came Brexit.” 
 
College-Educated Workers Now Dominate the Labor Market (WSJ) 
“For decades, workers with a four-year degree have out-earned their less-educated peers. Now, they’re 
also the largest share of the labor market.” 
 
Global Trade Slowdown Worse than Thought (FT.com) 
“The slowdown in world trade has been much worse than previously reported, with global trade volumes 
plateauing over the past 18 months amid a rise in protectionism, according to a new report.” 
 
Why Ultralow Interest Rates Are Here to Stay (WSJ) 
“While central-bank bond buying is the proximate cause of a plunge in U.S. Treasury yields, the drop 
represents the cost of economic and political choices made over decades.” 
 
 
PROPERTY MARKETS 
 
What Brexit Will Do to U.S. Real Estate (nreionline.com) 
“It's too early to know exactly what the ramifications of Brexit will be, but by looking at the kinds of 
calculations that different types of commercial real estate players need to make and at the financing that's 
already in play, we can begin to develop some insight into a post-Brexit future.” 
 
Back to Bricks and Mortar: How E-commerce Has Embraced the Real World (The Guardian) 
“Warby Parker is in the vanguard of digitally born businesses praised for their online business model but 
taking the plunge into physical retail. Nasty Gal, Everlane, Bonobos and Birchbox are also among those. 
Even e-commerce megalith Amazon has entered the fray, with a bookstore in Seattle and more 
reportedly in the works.” 
 
Mall Owners Push Out Department Stores (WSJ) 
“Once the linchpin of American shopping malls, department stores are being displaced by newer types of 
retailers that do a better job of driving shoppers to the centers and lifting overall mall sales. 
Landlords are nudging out the once-coveted big box chains in favor of sporting-goods retailers, fast-
fashion chains, supermarkets, gyms, restaurants, movies theaters and other types of entertainment as 
they seek to keep their properties relevant in an age increasingly dominated by online shopping.” 
 
Commercial, Multifamily Originations Expected To Be Strong Throughout 2016 (MPAmag.com) 
“When all is said and done, commercial and multifamily real estate finance markets are likely to end 2016 
with another strong year of borrowing and lending. 
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