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April 25, 2017 | Andrew J. Nelson, Chief U.S. Economist 
 

  WHERE WE ARE: Yet Another Year of Likely Moderate Growth  
 
In short: The significant gap between so-called “soft data” (such as surveys of business and 
consumer confidence) and “hard data” (the factors that directly support GDP growth) suggest yet 
another weak start to the year, but stronger growth is in the offing. Overall, expect another year of 
moderate growth. 
 
Although the Bureau of Economic Analysis (BEA) won’t 
release its first estimate of Q1 2017 GDP until Friday, 
expectations have been falling for the past two months. 
As shown in the chart to the right, the consensus 
forecast for first quarter GDP has fallen to an 
annualized rate of less than 1.5%, after starting the 
year at about 2.2% (blue line). The GDPNow forecast 
model from the Federal Reserve Bank of Atlanta has 
sunk even more, from 2.5% in late February to just 
0.5% currently (green line). 
 
And yet the so-called “soft” economic indicators are 
almost uniformly strong. The consumer confidence 
level, which is highly correlated with consumer 
spending, has climbed to its highest level since December 2000 — two economic cycles ago! However, 
this soaring consumer confidence does not seem to be translating into spending. Retail sales fell in March 
for the second month in a row, the first consecutive monthly decline since early 2015. 
 
Meanwhile, the business sector is also in a buoyant mood. Surveys from the Institute of Supply 
Management (ISM) show attitudes among purchasing managers in both manufacturing and services are 
above their post-recession averages and collectively are near their high point in this cycle. And yet, output 
remains weak. Though the surveys generally have been trending upward since August, especially for 
manufacturing, industrial output has dropped in four of the past eight months. 
 
What’s going on here? For one thing, we’ve seen this story before: As I discussed in my newsletter last 
year at this time, there is now a consistent pattern of very weak first quarter GDP growth followed by 
stronger (though still moderate) growth the rest of the year, as shown in the second chart. If this pattern 
holds for 2017 as well, it will mark the fifth time in the past seven years that the first quarter was the 
weakest of the four. 

https://www.frbatlanta.org/cqer/research/gdpnow.aspx?panel=1
https://www.frbatlanta.org/cqer/research/gdpnow.aspx?panel=1
https://www.conference-board.org/data/consumerconfidence.cfm
https://www.conference-board.org/data/consumerconfidence.cfm
http://www.cnbc.com/2017/04/14/us-retail-sales-march-2017.html
https://www.instituteforsupplymanagement.org/ismreport/mfgrob.cfm?SSO=1
https://www.instituteforsupplymanagement.org/ismreport/nonmfgrob.cfm?SSO=1
https://www.federalreserve.gov/Releases/g17/current/default.htm
http://knowledge-leader.colliers.com/andrew-nelson/market-insights-april-28-2016/
http://knowledge-leader.colliers.com/andrew-nelson/market-insights-april-28-2016/
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Economic data is supposed to adjust for normal 
seasonality — things like the regular surge in retail sales 
leading up to Christmas followed by the inevitable drop-off 
in January — but this continuing tendency for anemic first 
quarter growth adds further evidence to suggest that the 
BEA’s seasonality adjustments are not doing their job — 
despite major revisions to their methodology in 2015. 
 
Is this just so much “inside baseball” for data geeks? 
Perhaps. But there’s also an important lesson for the rest 
of us: Don’t be overly concerned if the GDP data later this 
week is underwhelming. Not only are the figures likely to 
be adjusted upward (a separate but related pattern), but 
GDP figures are likely to be greater for the rest of the year.  
 
Beyond the seasonality issue, the strength in the major leading indicators suggests economic activity 
should pick up in the near future. Continued consumer confidence almost certainly should translate into 
greater spending … eventually. And consumer confidence should remain elevated as income growth has 
been rising while employment remains relatively strong, with the unemployment rate now at just 4.5% — 
virtually matching the 4.4% low reached at the peak of the last cycle in early 2007. 
 
Moreover, job growth remains robust despite the economy being near full employment. Even with the 
disappointing falloff in job growth in March, job gains have averaged 178,000 per month in the first 
quarter, just shy of the monthly average of 200,000 since the recession. Together with home prices and 
household net wealth reaching new record levels, consumers have good reasons to feel positive. 
 
Similarly, we should expect the strong business confidence, as reflected in the ISM and other surveys, to 
soon translate into greater business investment and ultimately output — particularly when combined with 
the continued hiring. Indeed, the “new orders” component of the ISM survey is at a multi-year high, 
suggesting businesses will be ramping up production. 
 
Finally, world GDP appears to be improving, at long last. Growth in developed and advanced nations 
alike has been below par in recent years. The U.S. has a relatively self-supporting economy, with exports 
accounting for less than 15% of output. But there’s no doubt that our economy benefits when we have 
stronger trading partners, so the recent weak global economic growth has been holding us back.   
 
But now prospects appear to be rising. The International Monetary Fund (IMF), among others, has just 
raised its global GDP forecast due to improving global trade, investment and manufacturing — all of 
which should eventually be positive for the U.S. economy. 
 
However, the IMF also concludes that “the balance of risks remains tilted to the downside.” Indeed, risk 
concerns may be growing. Financial markets had been conspicuously calm since the election, but now 
fear seems to be creeping back to match concerns from many economists. The Chicago Board Option 
Exchange’s Volatility Index — the so-called “fear index” — is now at its post-election high. Anecdotal 
evidence suggests that geopolitical risks are displacing trade wars as the biggest concern.  
 

In sum, U.S. and global economic prospects look fairly bright, notwithstanding growing risk concerns. 
Expect another weak beginning to 2017, but the economy should gather strength over the year, with 

greater potential upside if Washington can execute on promised tax and regulatory reform.
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https://www.bls.gov/news.release/wkyeng.nr0.htm
https://www.bls.gov/news.release/wkyeng.nr0.htm
https://www.bls.gov/news.release/empsit.nr0.htm
http://www.cnbc.com/2017/04/07/march-nonfarm-payrolls.html
https://www.spice-indices.com/idpfiles/spice-assets/resources/public/documents/478558_cshomeprice-release-0131.pdf?force_download=true
http://www.cnbc.com/2017/03/09/reuters-america-us-household-net-worth-rose-to-928-trillion-in-q4-fed.html
http://www.imf.org/en/Publications/WEO/Issues/2017/04/04/world-economic-outlook-april-2017
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   IMPLICATIONS FOR PROPERTY MARKETS 
 
Property fundamentals eased moderately at the end of 2016, and early indications from our discussions 
with Colliers local market experts suggest that softness is continuing into 2017, consistent with the 
anticipated anemic economic start to the year.  
 
But some perspective is in order here: Leasing and sales transaction activity remain robust, if down from 
the blistering levels achieved in 2015 into mid-2016. As we noted in our recent capital flows report, we are 
still seeing some of the strongest activity levels ever recorded. Plus, occupancy and rents continue to rise 
for most property types in most markets. 
  
While recent “hard” economic data suggests first quarter GDP growth will again be disappointing, the 
“soft” indictors are much stronger, suggesting a pickup in leasing in the second quarter and beyond. 
 
The pullback in sales transactions seems to be more pronounced, however. Preliminary figures from Real 
Capital Analytics show that U.S. investment sales fell some 20% in the first quarter relative to a year 
earlier. This marks the second consecutive quarter of double-digit declines in commercial property sales 
— the first such streak in this cycle.  
 
Nonetheless, investor demand for commercial real estate product is still high. With interest rates 
remaining contained, institutional investors are sitting on significant piles of capital targeted to the 
property sector. Moreover, tax law changes that could impact real estate seem increasingly likely to be 
pushed later in the year or even into next year, encouraging more sidelined capital to get into the game 
despite policy uncertainties. 
 
 

 CHART OF THE WEEK: U.S. Retailers Closing Stores at Alarming Pace in 2017 

 

 
 
Source: Brick-and-Mortar Stores Are Shuttering at a Record Pace (WSJ) 

http://www.colliers.com/en-us/us/insights/marketnews/2016-year-end-capital-flows-report
https://www.wsj.com/articles/brick-and-mortar-stores-are-shuttering-at-a-record-pace-1492818818
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   ANALYSIS OF RECENT ECONOMIC NEWS 
 
 
Monetary policy in a low interest rate world (Brookings) “Nominal interest rates may remain 
substantially below the averages of the last half-century, as central bank’s inflation objectives lie below 
the average level of inflation and estimates of the real interest rate likely to prevail over the long run fall 
notably short of the average real interest rate experienced over this period.” 
 
Not a Dot-Com Bubble, Not 2007, but a Nasty Mix of Both (WSJ) “Companies have been loading up 
on debt based on two assumptions, shared by investors: that economic growth will be slow, and it will be 
steady. This is the perfect environment for leverage, as low growth keeps interest rates low relative to 
inflation, while the expectation of steady growth means few worry about a bad year interrupting 
repayments. The danger is that either assumption proves wrong …” 
 
Who is Growing and Who is Dying in the Fortune 500? (Priceonomics) “In today’s dynamic economy, 
we know some companies and sectors are growing rapidly and others are struggling. We wanted to see 
which of the Fortune 500 are growing and shrinking the fastest, and which sectors … Healthcare was the 
fastest growing sector, perhaps benefiting from the regulatory environment, and Technology came in 
second, driven mostly by companies in California. The Energy sector declined the most, matching a steep 
drop in the global oil price.” 
 

   OTHER WORTHWHILE READS 
 
ECONOMIC NEWS AND VIEWS 
 
IMF says debt binge leaves US corporate assets exposed. (Financial Times) “A debt binge has left a 
quarter of US corporate assets vulnerable to a sudden increase in interest rates, the International 
Monetary Fund has warned. The ability of companies to cover interest payments is at its weakest since 
the 2008 financial crisis, according to one measure.” 
 
Slowdown in Borrowing Defies Easy Explanation (WSJ) “One of the great mysteries and biggest 
concerns in the economy right now is the slowing growth in bank lending. Economists are searching for 
answers but none are entirely satisfying … The slowdown is more surprising given the rise in business 
and consumer confidence since the election. And it is worrisome because the lack of business investment 
is considered an important reason why economic growth has remained weak.” 
 
Fed's Beige Book: Economic activity increased across all 12 districts at modest pace (CNBC) “The 
U.S. economy expanded at a modest-to-moderate pace between mid-February and the end of March, but 
inflation pressures remained in check despite more difficulties in attracting and retaining workers, the 
Federal Reserve said on Wednesday.” 
 
IMF raises global growth forecasts but warns against protectionism, relaxing banking rules 
(CNBC) “Global growth is set to reach 3.5 percent this year and 3.6 percent in 2018, the International 
Monetary Fund said Tuesday. The Fund has raised its growth forecasts slightly from estimates released 
last October as macro-economic conditions eased for commodity exporters and investment levels grew in 
advanced economies. However, the IMF warned that risks to global growth remain to the downside with 
structural issues holding back economic development.” 
 
Confidence Is High but Economic Gains Are Elusive (WSJ) “Households, businesses and investors 
started the year riding a wave of rising expectations for growth with a new, business-friendly president in 
the White House, but the euphoria hasn’t translated quickly into broad economic gains. Bank loan growth 
has slowed, economists have marked down projections for output growth, the stock market has lost some 
momentum and consumer spending is taking an anemic turn.” 
 

https://www.brookings.edu/bpea-articles/monetary-policy-in-a-low-interest-rate-world/
https://www.wsj.com/articles/not-a-dot-com-bubble-not-2007-but-a-nasty-mix-of-both-1491500666
https://priceonomics.com/who-is-growing-and-who-is-dying-in-the-fortune-500/
https://www.ft.com/content/1d2f3954-24aa-11e7-8691-d5f7e0cd0a16
https://www.wsj.com/articles/if-everyone-is-so-confident-why-arent-they-borrowing-1491901381?mod=djemMoneyBeat_us
http://www.cnbc.com/2017/04/19/feds-beige-book-economic-activity-increased-across-all-12-districts-at-modest-pace.html
http://www.cnbc.com/2017/04/18/imf-raises-global-growth-forecasts-warns-against-protectionism.html
http://www.cnbc.com/2017/04/18/imf-raises-global-growth-forecasts-warns-against-protectionism.html
https://www.wsj.com/articles/confidence-is-high-but-economic-gains-are-elusive-1492200246
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PROPERTY MARKET VIEWS AND NEWS 
 
"Restrained Optimism" Reigns in Latest ULI Forecast Predicting More Modest CRE Growth 
Through 2019 (CoStar) “Reflecting what one real estate economist described as an overall sentiment of 
‘restrained optimism,’ the latest ULI Real Estate Consensus Forecast sees a more modest rate of 
commercial real estate transaction from the frenzied pace seen in recent years, and a gradual slowing but 
still increases in rental rates, occupancy and pricing through 2019.” 
 
Case-Shiller: Home Prices on a 31-Month Hot Streak (RIS Media) “Home prices are on a hot streak, 
reaching a 31-month high in January in the recently released S&P CoreLogic Case-Shiller Indices. Prices 
fired up 5.9 percent year-over-year in the S&P CoreLogic Case-Shiller U.S. National Home Price NSA 
Index, an increase from 5.7 percent the month prior.” 
 
'People aren't spending': stores close doors in 'oversaturated' US retail market (The Guardian)  
“This week, Credit Suisse downgraded the retail sector, saying the outlook had become bleaker than it 
had anticipated in large part because of events in Washington and through discussion of ‘whether we 
think the risks of the border adjustment provision in the House corporate tax reform proposal are fully 
reflected in apparel and retailing stocks.’ Other analysts have shown similar pessimism.” 
 
Two Generations, One Housing Preference (GlobeSt.com) “They may be generations removed from 
one another, yet in one important respect Millennials and Baby Boomers have reached the same 
conclusion, albeit for different reasons. That conclusion is that renting is the preferred alternative. Citing 
data from the US Census Bureau, Kroll Bond Rating Agency notes that the number of Millennials (75.4 
million) surpassed Boomers (74.9 million) in 2015.” 
 
Hot U.S. real estate a potential red flag: Fed's Rosengren (Reuters) “The run-up in U.S. real estate 
prices could potentially amplify any future economic downturn, a Federal Reserve official said on 
Tuesday, urging regulators globally to consider tools beyond interest rates that could help cool the 
sector.” 
 
RECENT COLLIERS REPORTS 
 
2016 Capital Flows Year-End Review and 2017+ Outlook Report “Recent shifts in U.S. property 
markets include a greater dispersion of investment dollars throughout the country as well as slowing price 
gains and flat to rising capitalization rates in many metros.” 
 
Q4 2016 U.S. Industrial Market Outlook Report “In 2016, the U.S. industrial market completed its 
second consecutive year of record-breaking activity with every key indicator reaching all-time highs. E-
commerce has made industrial the darling of commercial real estate, creating robust demand for big-box 
buildings in core industrial markets, last-mile distribution centers in secondary markets and industrial flex 
space in urban areas.” 
 
Law Firm Services 2016 Year-End Review & Outlook “To provide insight into the key real estate trends 
for law firms to consider, this report highlights the office market characteristics and law firm activity in 
each of the 23 North American real estate markets covered by Colliers’ Law Firm Services Group.” 
 
Q4 2016 U.S. Office Market Outlook Report “As we reflect on Q4 2016 activity and our outlook for 2017, 
the U.S. office market seems to be reaching equilibrium. While rents increased modestly in 2016, rent 
growth has slowed considerably and vacancies appear to be bottoming out.” 
 
2016 Year-End Industrial Logistics & Transportation Solutions Group Big-Box Market Report “The 
core North American big-box sector finished 2016 with record fundamentals, including all-time highs in 
annual net absorption, leasing activity, product in development and construction completions. In fact, 
2016 was the strongest year ever for big-box development and leasing, largely fueled by the engine of e-
commerce.” 

http://www.costar.com/News/Article/Restrained-Optimism-Reigns-in-Latest-ULI-Forecast-Predicting-More-Modest-CRE-Growth-Through-2019/190393?rpt=1&utm_source=mc&utm_medium=email&utm_campaign=CoStarAdvisorWeeklySend&frontdoor=email
http://www.costar.com/News/Article/Restrained-Optimism-Reigns-in-Latest-ULI-Forecast-Predicting-More-Modest-CRE-Growth-Through-2019/190393?rpt=1&utm_source=mc&utm_medium=email&utm_campaign=CoStarAdvisorWeeklySend&frontdoor=email
http://rismedia.com/2017/04/01/case-shiller-home-prices-31-month-hot-streak/#close
https://www.theguardian.com/us-news/2017/mar/26/us-retail-stores-market-macys-sears
https://www.streetinsider.com/Analyst+Comments/Credit+Suisse+Downgrades+Retail+and+Consumer+Durables+%26+Apparel+to+Market+Weight/12690021.html
http://www.globest.com/sites/paulbubny/2017/03/27/two-generations-one-housing-preference/?kw=Two%20Generations%2C%20One%20Housing%20Preference&et=editorial&bu=REM&cn=20170327&src=EMC-Email&pt=National
http://www.reuters.com/article/us-usa-fed-rosengren-idUSKBN16T06T
http://www.colliers.com/en-us/us/insights/marketnews/2016-year-end-capital-flows-report
http://www.colliers.com/en-us/us/insights/marketnews/2016-q4-us-industrial-report
http://www.colliers.com/en-us/us/insights/marketnews/law-firm-services-2016-year-end-review-outlook
http://www.colliers.com/en-us/us/insights/marketnews/2016-q4-us-office-report
http://www.colliers.com/en-us/us/insights/marketnews/2016-year-end-industrial-logistics-transportation-big-box-report

