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U.S.  ECONOMIC UPDATE: 

READY FOR GROWTH 

 A Cushman & Wakefield Research Publication 

 

FOUNDATION FOR GROWTH 

The U.S. economy continues 

to improve steadily. Although 

gross domestic product (GDP) 

growth has lagged, 

employment is increasing at a 

faster pace than a year ago and 

consumer demand is holding up surprisingly well. 

The key to stronger growth will be higher levels of 

confidence in the business sector. Once businesses 

are more confident, investment spending will 

accelerate, as will hiring, and the economy will 

accelerate from today’s 1.5% to 2.0% GDP growth 

rate to around 3.0% to 3.5%. The key to improving 

that confidence is likely to be the resolution of the 

second part of the “fiscal cliff” in the 

October/November time frame. If Congress and 

the Administration can put the U.S. on a more 

sustainable deficit trajectory, or at the very least 

provide some clarity about tax and spending policy, 

it will go a long way toward improving confidence 

and spending by businesses.  

The building blocks for stronger growth are in 

place: 

• Housing Improvement. A critical component of 

the economic outlook is the state of the 

housing sector. Historically, the housing sector 

has led the economy out of recession. 

However, because the 2007-2009 recession 

began when the housing bubble burst, the 

housing sector has lagged. In addition, the steep 

declines in home prices in many areas of the 

country have dampened consumer spending as 

households have seen their wealth fall. It has 

been about eight years since the housing market 

reached a peak in mid-2005, and we are finally 

starting to see some positive economic impact 

from housing. Sales of new homes reached an 

annual rate of nearly 500,000 in June, the 

strongest since mid-2008. We are still a long 

way from what would be considered a healthy 

housing sector with new home sales in the 

800,000 or so annual rate range, but sales are 

also 84% above the bottom.  

• Housing is a critical sector for the economy 

since it influences so many other activities. 

When a home is purchased, so are appliances, 

furniture, carpeting, etc. In addition, the owner 

purchases utilities, telecommunications and 

other services. Therefore, the sale of a home 

has a multiplier effect that is felt throughout the 

economy. We expect housing to have a 

stronger impact on the economy in 2014, as the 
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level of activity is boosted by an increase in the 

number of households in the country and as the 

improving economy supports more sales.  

• Pent-Up Demand. The average age of a car in 

the U.S. today is 11.3 years, the highest it has 

ever been. During the recession and sluggish 

recovery, households have been postponing 

purchases of durable goods as long as possible, 

but eventually they can no longer repair and 

they have to replace. The longer the economy 

is weak, the more pent-up demand for durable 

goods builds up. Today, that pent-up demand is 

starting to be felt in a meaningful way. U.S. 

motor vehicle sales have climbed this year to 

the highest level since the beginning of 2008 

and, at an annual rate of close to 16 million 

units, are strong enough to boost the 

manufacturing sector. As of June, production of 

motor vehicles and parts in the U.S. had 

increased nearly 32% over the past two years.  

• Energy and Technology. Two sectors of the 

economy are already booming: energy and 

technology. The revolution in shale oil 

extraction has increased U.S. oil production to 

its highest level since 1989 and is up more than 

20% over the past year. This energy boom is 

creating jobs in the sector and having a major 

impact on cities like Houston, Dallas and 

Denver. The technology sector is also booming 

in the U.S. While much more difficult to 

accurately measure, the growth in such diverse 

industries as cloud computing, life sciences, 

digital media, and the creation of apps has been 

a powerful positive factor in the economy. We 

can see it best in the rapid recovery in cities like 

San Francisco, San Jose, Boston, and New York, 

all of which have fully recovered all the jobs lost 

in the recession.  

But the economy still faces challenges and will not 

reach its full potential until these are resolved.  

• Fiscal Policy. Last year at this time uncertainty 

about the elections was the dominant factor 

causing businesses to be cautious. After the 

election was over, Congress and the 

Administration had to deal with the “fiscal cliff” 

— the automatic spending reductions and tax 

increases they approved in 2011 as the blunt 

instrument that would force negotiations over a 

long-term solution to the budget deficit. When 

they couldn’t agree on a comprehensive 

package, the fiscal cliff was enacted and the 

budget deficit fell. However, the deadline still 

looms. The U.S. will reach the statutory debt 

limit, the maximum that the Government can 

borrow, sometime this fall. The battle lines on 

how to create a long-term solution are already 

being drawn. This debate will be occurring at 

the same time that the Affordable Care Act is 

set to be implemented, a process that is causing 

additional uncertainty. The result is likely to be 

more risk aversion on the part of businesses, 

particularly as the budget debate plays out.  

• Global Uncertainty. Outside the U.S., the 

economic and political environment is changing. 

Countries in the developing world, particularly 

China, have slowed in the past year. Although 
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there have recently been signs of a pick-up in 

economic activity that could support stronger 

growth in the second half of the year, that pick-

up is not certain. The European economy, 

which was mostly in recession in the first half of 

the year, is now stabilizing. Although the fiscal 

stresses in the Eurozone have faded from the 

headlines, they can quickly return. The German 

parliamentary elections scheduled for 

September 22 will be important to the future 

direction of the Eurozone. If the current 

government under Chancellor Angela Merkel is 

returned to power, it will likely be seen as a 

vindication of the current approach to the 

resolution of the region’s debt challenges. This 

would boost confidence that Europe will 

recover and grow more strongly in 2014. 

However, if an opposition party is elected, the 

resolution of the Eurozone debt challenge will 

become less certain and it will likely inhibit the 

recovery in Europe.   

The bottom line for the economy will be a 

continuation of the growth pattern of the first half 

of the year until after the budget debate is 

resolved. Once there is more clarity about the tax, 

spending, and regulatory environment in the U.S. 

and the political and fiscal situation in Europe, the 

healthy fundamentals that are supporting the 

economy will come to the fore and growth will 

kick into a higher gear. It is most likely that we will 

see and feel that faster growth in 2014.  

What does all this mean for the real estate sector?  

• For office markets, the recovery has been 

sluggish despite favorable fundamental 

conditions, including limited new supply and 

only modest increases in sublease availabilities. 

Vacancy has declined much more slowly than in 

past recoveries and rents have increased only 

modestly, if at all, in most markets. The main 

reason has been the slow growth in the national 

economy and its impact on job growth. The 

economy still has not fully recovered all the 

jobs that were lost in the recession and will not 

do so until sometime next year. But as the 

economy shifts into higher gear in 2014, 

employment growth will accelerate sharply and 

office markets will recovery much more rapidly. 

We can see a glimpse of what is likely in 

markets like San Francisco, Boston, and 

Houston, where the technology and energy 

sectors are strong. Each of these markets has 

seen a steep decline in vacancy and rents are 

beginning to increase. It is likely that as the U.S. 

economy accelerates, this improvement will 

become more widespread.  

• Industrial markets are benefitting from the 

recovery in the goods sector. Although overall 

economic growth has been sluggish, the goods 

sector has been somewhat stronger. 

Manufacturers’ shipments of goods have fully 

recovered. The result has been a healthy 

decline in industrial vacancy rates to the lowest 

level since 2008. With consumer demand 

expected to strengthen later this year and in 

2014, demand for industrial space is likely to 

accelerate as well. The result is likely to be 

continuing solid improvement in industrial 

markets.  

• Retail markets will reflect the patterns of 

growth in consumer spending on goods. U.S. 

retail sales have fully recovered and are growing 

at a solid pace. In June, U.S. retail sales, adjusted 

for inflation, were up 5.1% from a year ago, well 

outpacing the 1.4% increase in real GDP over 

the same 12-month period. As pent-up demand 

gets activated and employment and incomes 

grow at a stronger pace in 2014, we would 
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expect to see healthy improvement in demand 

for retail space.  

Conclusion. After four years of growth in fits and 

starts, the U.S. economy is poised to enter a 

period of stronger growth. As the housing sector 

continues to improve, pent-up demand is activated 

and businesses become more confident in the 

global economic outlook, U.S. GDP growth will 

accelerate from the current rate of about 2.0% to 

around 3.0% to 3.5%. We aren’t out of the woods 

yet. The debate about the resolution of the U.S. 

budget deficit could derail the economy once again, 

as could a re-emergence of financial stress in 

Europe.  

The second half of 2013 is likely to see gradual, but 

noticeable, improvement in economic conditions. 

As long as we can navigate through the political 

challenges of the next several months, the U.S. 

economy should be picking up steam as we enter 

2014. 


