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

  THE 2017 HOME STRETCH: The expansion continues, but hopes for faster growth fade  
 

• Nothing has changed in Washington—or elsewhere in the world—to fundamentally alter the 
recent economic growth trajectory, which continues to be moderate. 

• Economic growth for all of 2017 will slightly outpace that in 2016, and 2018 should be 
stronger still. However, job growth continues to slow as we near full employment. 

• Impacts from the recent hurricanes in Texas and Florida make projections of Q3 GDP less 
certain, but any impacts are like to be transitory. 

• Despite below-target inflation, the Fed is almost certain to hike its target rate by another 25 
basis points at its December meeting, with up to three more such hikes in 2018. 

• Overall, property markets drivers continue to be strong, but we still expect future gains in 
market fundamentals to weaken over time as the best years of this cycle are behind us. 

 
Stop me if you’ve heard this one before: Recent economic growth has been only moderate, with a mix of 
stronger and weaker indicators, but no policy changes out of Washington or other economic drivers have 
materialized to fundamentally alter the course of recent trends. Thus, we can expect the moderate growth 
to continue a while longer. Yes, we’ve been singing this same hymn for a while now. 
 
The only change has been the weather, as Hurricanes Harvey (Texas) and Irma (Florida) caused 
meaningful but temporary hits to employment, industrial output and consumption. All exhibited sharp 
declines in the affected zones in the immediate aftermath of the storms, followed by strong bouncebacks 
in the following month. But the net impact on the economy in the longterm will be slight. Impacts from 
Hurricane Maria (Puerto Rico) will be longer lasting though minor in scale given the region’s relatively 
small economic output. 
 
Overall, growth in the third quarter and the rest of the year should be a bit faster than in the first half of 
2017, but down from the surge we saw in the second quarter. GDP jumped to a revised 3.1% in Q2, up 
from just 1.2% in Q1, for an average of 2.2%. Projections from Consensus Forecasts (a survey of leading 
economists) and the GDPNow (a forecasting model from the Atlanta Fed) both peg third quarter GDP 
growth at 2.7%, with the consensus forecast falling to 2.5% in the fourth quarter. The expectation for all of 
2017 is 2.2%, rising slightly to 2.3% next year. 
 
Significantly, this forecast is virtually identical to the survey results from a year ago, before the last 
election, largely due to many economists strongly questioning Washington’s ability to execute on its policy 
promises, notwithstanding the election of more business-friendly Congress and Administration. Even the 
more business-oriented economists surveyed by the Wall Street Journal do not seem to believe that we 
will see much policy change any time soon, as their expectations are only slightly more bullish, with 
average GDP forecasts of 2.3% growth for all of 2017 and 2.4% next year. 
 

https://www.bea.gov/newsreleases/national/gdp/gdpnewsrelease.htm
https://www.frbatlanta.org/cqer/research/gdpnow.aspx?panel=fa9ccf1bede04c3b8a3ac751883e58a92
http://projects.wsj.com/econforecast/#ind=gdpa&r=10
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One positive change, however, is that global GDP continues to strengthen. The International Monetary 
Fund (IMF) again raised its outlook, this time to 3.6% in 2017, up from 3.2% last year and the fastest 
since the recession as the world finally experiences synchronized growth in both developing and 
advanced nations. Global growth is forecast to rise to 3.7% in 2018.  
 
These trends bode well for the U.S. economy and for the industrial and office markets, which gain most of 
all property sectors from improving international trade, investment and manufacturing. On another 
positive note, economic survey indicators are almost uniformly strong. The business sector is especially 
upbeat. The September surveys from the Institute of Supply Management (ISM) show attitudes among 
purchasing managers in both manufacturing and services are at their high points in this cycle. Even 
better, the “new orders” component of the indexes—the most forward-looking portion—are at their highest 
points in this century, leading to a surge in new capital investment, though industrial output has lagged.  
 
Similarly, consumer confidence is sky high, with its 
highest levels in 13 years. However, although highly 
correlated with consumer spending, this soaring 
consumer confidence does not seem to be translating 
into greater spending. Even discounting the temporary 
hurricane disruptions, consumer spending (green line in 
graph) continues to be weak, most likely due to anemic 
wage growth (red line). With the personal savings rate 
(blue bars) continuing to fall and at a five-year low, 
consumers will not be able to maintain even this 
moderate pace of spending unless wages increase. This 
weakness will hit most directly at retail sales and 
ultimately the retail property sector, as well as apartments 
and housing. 
 
Moreover, as noted in our previous newsletter, U.S. job 
growth seems to have peaked and continues to slow as 
we near full employment. No doubt the job losses 
sustained in the September employment report were a one-off consequence of the hurricanes. 
Employment fell last month for the first time since September 2010, after 84 consecutive monthly job 
gains. Still, the longer-term trend has been falling. Since job growth peaked in early 2014, job gains have 
dropped in nine of the past 13 quarters. To be sure, employment is still growing, which will continue to 
fuel tenant demand for more space. But this trend will likely continue to weaken. To fuel long-term job 
growth and space absorption, Washington will need to enact policy reforms that trigger a significant 
economic shift—one unexpected by economists or financial markets. 
 
Finally, the Fed looks almost certain to raise its reference interest rate by another 25 basis points at its 
meeting in mid-December, with the markets signaling more than a 90% probability, followed by three 
more such hikes in 2018. To be sure, core inflation remains below the Fed’s 2% target rate, 
notwithstanding some hurricane-related spikes. But there is growing evidence that inflation is about to 
accelerate—and, yes, we’ve heard that before too, and Fed minutes reveal growing concern among the 
governors to stay ahead of any such increased before its too late. 
 

   THE DEEP DIVE: IS WAGE GROWTH REALLY SO WEAK? 
 
It’s been 17 months since I pronounced that the “recovery is over,” by which I meant that on just about 
any metric that counts, the U.S. economy is as strong or stronger now than it was at the peak of the last 
cycle. There’s been one conspicuous exception, however: wage growth continues to underwhelm, 
disappointing the Fed and consumers alike. Since the job recovery began in October 2010, annual wage 
growth has averaged just 2.1% in this cycle, fully 100 bps below that in recent cycles. 
 
This anemic wage growth has persisted despite increasing tight labor markets. In theory, wage growth 
should rise when unemployment falls as firms compete to attract the shrinking ranks of available workers 

https://www.imf.org/en/Publications/WEO/Issues/2017/09/19/world-economic-outlook-october-2017
https://www.instituteforsupplymanagement.org/ISMReport/MfgROB.cfm?SSO=1
https://www.instituteforsupplymanagement.org/ISMReport/NonMfgROB.cfm?SSO=1
http://www.businessinsider.com/consumer-confidence-umich-october-2017-10
https://www.bea.gov/newsreleases/national/pi/pinewsrelease.htm
https://www.bls.gov/news.release/realer.nr0.htm
https://blog.bea.gov/2017/09/
https://knowledge-leader.colliers.com/andrew-nelson/market-insights-july-10-2017/
https://www.bls.gov/news.release/empsit.nr0.htm
http://www.cmegroup.com/trading/interest-rates/countdown-to-fomc.html
https://www.schwab.com/resource-center/insights/content/waiting-wage-growth-and-inflation-finally-getting-gear
https://www.schwab.com/resource-center/insights/content/waiting-wage-growth-and-inflation-finally-getting-gear
https://knowledge-leader.colliers.com/andrew-nelson/the-economic-recovery-is-over/
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(the essence of the famous “Phillips Curve”). With unemployment now at just 4.2%—its lowest rate in 16 
years—job openings remain near record levels, businesses report unprecedented difficulty in filling 
positions and open positions take a record amount of time to fill, suggesting there should be great 
competition for available qualified workers, thereby bidding up wages. 
 
And yet, wage growth has yet to reach 3%, its long-term average during expansions from the 1980s until 
this cycle. These trends have important implications for the economy and economic policy making. For 
one thing, with wage growth so weak, consumers have restrained their spending, slowing economic 
growth. Moreover, the Fed would be reluctant to raise interest rates significantly until they see greater 
evidence of wage growth.  
 
But this simple analysis does not provide a full or accurate description of recent wage dynamics. For one 
thing, inflation has been historically low during this cycle. Subtracting out inflation from nominal wage 
growth yields real, inflation-adiusted wages, which reveals a much different story. As shown in the chart 
on the left, despite the shortfall in nominal wages during this cycle (depicted in red), real wage growth 
actually has been relatively strong, as least by recent historical standards. 
 

   
 

 
Moreover, the most commonly reported wage growth data series reflects all wage income in the 
economy, and thus is distorted by the changing composition of employment market, on two counts. First, 
many of the jobs being created now are lower-paying positions. In addition, this cycle features an 
unusually high number of higher-paid baby boomers leaving the labor force and being replaced by 
younger, lower-paid millenials. In both cases—lower-paying positions and more junior workers—the 
amount of wages being paid is reduced, so the changing composition of jobs and workers reduces 
measured wage growth. 
 
To control for this, the Federal Reserve Bank of Atlanta publishes what it calls a “wage growth tracker,” 
which is a measure of the nominal wage growth of individuals. Specifically, it measures wage growth of 
individual workers in surveyed hourseholds one year apart. Although this methodology introduces some 
additional biases—for example, the survey has a slightly greater share of older, more educated workers 
than does the universe of all earners because older, more educated workers are more likely to be 
continuously employed than other earners—the clear benefit of this approach is that the composition of 
jobs and workers is held constant. This metric provides a more accurate measure of wage growth among 
typical workers. 
 
And the wage growth picture using this measure is decidedly more positive, as shown in the right chart 
above. Over the past three years, nominal wage growth measured the traditional way (blue line) has 
averaged just 2.3%, while the wage growth tracker (red line) shows wage growth of 3.3%, fully 100 bps 
higher. Moreover, this measure has been rising fairly steadily, from under 2% in early 2010 to over 3.5% 
in recent months. This measure shows that wage pressure has been greater than commonly believed, 
and will fuel inflation if left unchecked. For this reason, the Fed is most likely to continue raising interest 
rates, despite the relatively weak wage growth we read about in the financial press. 
 
 

   ANALYSIS OF RECENT ECONOMIC NEWS 

https://www.bloomberg.com/news/articles/2017-10-06/u-s-payrolls-fall-33-000-on-storms-jobless-rate-drops-to-4-2
https://www.cnbc.com/2017/10/11/us-job-openings-august.html
http://www.nfib.com/surveys/small-business-economic-trends/
http://www.nfib.com/surveys/small-business-economic-trends/
https://finance.yahoo.com/news/never-harder-fill-job-america-155558184.html
https://www.frbatlanta.org/chcs/wage-growth-tracker.aspx?panel=1
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Why the jobs market is way better than the September report shows (CNBC.com) “There's good 
reason to believe that when all is said and done, the jarring loss of 33,000 jobs for the month, as reflected 
in a BLS report Friday, will change significantly. A stunning 906,000 more people were at work in 
September than August. The total employment level showed 154.3 million Americans were at work, easily 
a record.” 
 
Hurricane Harvey curbs U.S. consumer spending; inflation muted (Reuters) “U.S. consumer 
spending barely rose in August likely as Hurricane Harvey weighed on auto sales, while annual inflation 
increased at its slowest pace in nearly two years, pointing to a moderation in economic growth in the third 
quarter.”  
 
A synchronized but sluggish recovery (Brookings) “The world economy has settled into a holding 
pattern, with a broad-based but plodding recovery characterized by weak productivity and investment 
growth. Both advanced and emerging market economies have maintained modest growth momentum, but 
policymakers seem averse to the broader and tougher reforms that may be necessary to kick growth into 
a higher gear.” 
 
The IMF's View Brightens: Takeaways From World Economic Outlook (Bloomberg) “The IMF lifted 
its global growth forecast amid a broad global recovery. But the fund is urging policy makers to take 
action now to boost economic potential.” 
 
Yellen sounds upbeat on economy, signaling likely rate hike (CNBC.com) “Federal Reserve Chair 
Janet Yellen on Sunday sketched a bright outlook for the U.S. economy and for inflation prospects in 
coming months, saying the impact of the recent hurricanes will likely slow economic growth slightly but 
only temporarily and should be followed by a rebound by year's end.” 
 
 

   OTHER WORTHWHILE READS 
 
ECONOMIC NEWS AND VIEWS 
 
Central bankers face a crisis of confidence as models fail (Financial Times) “Central bankers 
usurped the titans of Wall Street as the masters of the universe almost a decade ago. They rescued the 
global economy from the financial crisis, flooding the world with cheap money. They used their powers 
effectively to get banks lending again. Their actions raised asset prices, keeping business and consumer 
confidence up. Financial markets and populations hang on their words. But never have they been so 
vulnerable.” 
 
Nobody seems to know why there’s no U.S. inflation (Financial Times) “Despite a recovery that is 
now the third-longest on record, America is trapped—not in a 1970s-style, double-digit inflationary 
upsurge, but a slow-inflation quandary. Price growth jumped in August, driven by energy and 
accommodation prices, yet investors still doubt inflation will be strong enough to merit more than a couple 
of interest-rate rises before the end of 2018.” 
 
Why Aren’t Wages Rising Faster Now That Unemployment Is Lower? (NY Times) “When labor 
markets tighten, wages are expected to rise. Basic economics tells us that when workers are in higher 
demand, employers should have to pay more for their services. But in recent years, as unemployment 
has fallen below 5 percent in the United States, wages have not been increasing as fast as in the past. 
Economists debate the reasons; workers grapple with the consequences.” 
 
Thirteen facts about wage growth (Brookings) “The expectation of rising living standards, with each 
generation doing better than the one before, has long been a given. More recently, that expectation has 
diminished—and with good reason.” 
 
 

https://www.cnbc.com/2017/10/06/why-the-jobs-market-is-way-better-than-the-september-report-shows.html
http://www.reuters.com/article/us-usa-economy/hurricane-harvey-curbs-u-s-consumer-spending-inflation-muted-idUSKCN1C41S1
https://www.brookings.edu/research/october-2017-update-to-tiger-a-synchronized-but-sluggish-recovery/
https://www.bloomberg.com/news/articles/2017-10-10/the-imf-s-view-brightens-takeaways-from-world-economic-outlook
https://www.cnbc.com/2017/10/15/fed-chair-janet-yellen-sounds-upbeat-note-on-economy-and-inflation.html
https://www.ft.com/content/333b3406-acd5-11e7-beba-5521c713abf4
https://www.ft.com/content/bad8bfa4-9a2f-11e7-b83c-9588e51488a0
https://www.nytimes.com/interactive/2017/10/07/business/wages-versus-unemployment.html
https://www.brookings.edu/research/thirteen-facts-about-wage-growth/


 - 5 - 
 

PROPERTY MARKET VIEWS AND NEWS 
 
U.S. online retail sales on pace to top $1 trillion by 2027 (Chain Store Age) “Online retail sales 
momentum is so strong that volume will increase at a compounded annual growth rate (CAGR) of 9% 
over the next decade. Based on this rate, U.S. online retail sales are expected to surpass $1 trillion in 
2027. This eclipses the $445 billion sales level expected for 2017, according to the 2017 U.S. Online 
Retail Forecast, a report from FTI Consulting.” 
 
Apartment Construction at its Highest Level in 20 Years, with Denver, Nashville Joining NYC as 
2017’s Hottest Rental Markets (rentcafe) “We’d need 4.6 million new apartments by 2030 to meet 
demand for rental living and keep prices in check, per data from the National Multifamily Housing Council. 
That’s about 373K new units each year on average, a number that’s rather optimistic considering the 
pace of apartment construction in the last decade. So how feasible is this plan? Our most recent study on 
the apartment market suggests there’s still hope for the country’s growing renter population.” 
 
Faster Growth of Amazon Fashion Could Rock Retail Real Estate (CoStar Group) “Lost in the 
coverage of Amazon's very public search for a second, multi-billion dollar national headquarters, was the 
barely-noticed lease the company signed in New York City last month. Yet that lease could signal billions 
of dollars in losses coming for retail commercial real estate across the country.” 
 
Why This Year Could Be A Turning Point For Suburban Office (Bisnow) “Following the Great 
Recession, U.S. companies flocked to downtown areas to take advantage of lower rents and 
young employees in the urban core. But with rents now rising in urban centers and millennials growing up 
and moving to the suburbs, market experts are beginning to see that trend reverse course.” 
 
Strip Malls: The Least Glamorous Segment In Retail Is Among The Sector's Strongest Performers 
(Bisnow) “Vacancies across the nation have risen as big-box retailers and department stores announced 
closures and the construction of new product simultaneously slowed. Lost in the conversation about 
retail’s bifurcation is the health of the strip mall—the under-100K SF red-headed stepsibling to luxury 
retail and the shopping mall.” 
 
Fundraising volume fell by 50% in Q3 (PERE) “Fundraising in the third quarter dropped to its lowest 
level since 2009, according to PERE data released Tuesday. Managers brought in $10.8 billion across 
geographies, down from $29.2 billion during the second quarter and $23 billion in Q3 2016. Last quarter’s 
equity haul was the lowest since Q3 2009, when managers raised $10.6 billion.” 
 
 
RECENT COLLIERS REPORTS 
 
North American Big Box Report As e-commerce has grown rapidly, the location and functionality of 
distribution centers have become even more integral in supply chain operations. In this new interactive 
report, we examine the strength of the North American big-box industrial market during the first half of 
2017 as well as trends in seven core North American big-box markets—and for the first time, we also look 
at trends in seven growing secondary markets. 
 
As Shopping Behaviors Evolve, The Retail Experience Must Follow (collaberation with Retail Services) 
Examines the modern consumer’s habits, viewpoints and decisions that are helping to drive the evolution 
of the retail sector. 
 
U.S. Industrial Seaport Outlook (collaboration with Industrial Services and local offices) – Interactive 
report focusing on the nine largest seaports in the U.S. 
 
Retail Dimensions of Health Care: Part II (collaboration with Healthcare Services and Retail Services) – 
Part II of a two-part report examining the location of retail service in hospitals.  

https://www.chainstoreage.com/technology/study-u-s-online-retail-sales-pace-top-1-trillion-2027/
https://www.chainstoreage.com/technology/study-u-s-online-retail-sales-pace-top-1-trillion-2027/
https://www.chainstoreage.com/technology/study-u-s-online-retail-sales-pace-top-1-trillion-2027/
https://www.chainstoreage.com/technology/study-u-s-online-retail-sales-pace-top-1-trillion-2027/
https://www.chainstoreage.com/technology/study-u-s-online-retail-sales-pace-top-1-trillion-2027/
https://www.chainstoreage.com/technology/study-u-s-online-retail-sales-pace-top-1-trillion-2027/
https://www.rentcafe.com/blog/rental-market/us-apartment-construction-at-a-20-year-high-in-2017/
https://www.rentcafe.com/blog/rental-market/us-apartment-construction-at-a-20-year-high-in-2017/
http://www.costar.com/News/Article/Faster-Growth-of-Amazon-Fashion-Could-Rock-Retail-Real-Estate/194968
https://www.bisnow.com/national/news/office/why-this-year-could-be-a-turning-point-for-suburban-office-80067
https://www.bisnow.com/national/news/retail/healthcare-qsr-service-oriented-retail-have-made-strip-malls-strong-e-commerce-resistant-performers-80023
https://www.bisnow.com/national/news/retail/healthcare-qsr-service-oriented-retail-have-made-strip-malls-strong-e-commerce-resistant-performers-80023
https://www.bisnow.com/chicago/news/property-management/retails-perceived-struggles-are-actually-a-sign-of-bifuurcation-75537
https://www.perenews.com/news/global/2017-10-03/pere_-fundraising-volume-fell-by-50_-in-q3/?utm_source=Sailthru&utm_medium=email&utm_campaign=PERE%20DAILY%20US%20BRONZE%202017-10-03&utm_term=PERE_DAILY_US_BRONZE
http://colliers-1h2017bigbox.brandcast.com/
http://campaigns.colliers.com/e1t/c/*VplVR45WFbQzVfhpdp74c6jQ0/*VWzfHG1yGJ7-W6Y6-sj8KyP9q0/5/f18dQhb0S8328YHrTWW2CFF-n5VQHwhW5CX9YD4LxrGMW4R4Kt857mvC2W1BQYgz8Tm-CRW9dqTHd7NyqdsW1hLrsX2XhDsRW18cDDX52H-cXN2L4gjcKzxbrW2NSRVN5687vvW2M6yR74fZfqFW2MTxxP6QxDd9W95RRqq7c_-ShW6bVsl_2yBd8TW4Y9lgX1nrCGBW51LTg55DHNj2W2pz9hw50SWn9W6c-1mc6bxQd_W7cbvm11KmM0fW5hw6WR7JCxGlW81bhDK34mFgJW83KHrF7J39pBW2przrY6W3RDgVHd1cS1wzcwWVrX3l16Vzw8CW30T0YS2ysq54W4s2ybJ96dr2YW3Nqwqs1Ngx1cW51blDz6YTHPQW7ZsjNX1RLF2FW6TT2dy1LJZfKW1mHk5r4dS5_xM4ZDML2LMBkV19V3F2zbRyF103
http://colliers-usseaportoutlook.brandcast.com/
http://www.colliers.com/-/media/files/marketresearch/unitedstates/2017-research-reports/2017-q2-healthcare-retail-part-2-report-us-national-colliers.pdf
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