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■  U.S. economic growth has accelerated to 
a higher sustained rate over the past year. 

■  This trend was confirmed with the 
release of the advance estimate for gross 
domestic product (GDP) for the third 
quarter. For the fourth quarter of the 
past five, GDP growth exceeded 3.5%, 
significantly above the long term trend 
rate of 2.7%.

■  There is good reason to believe the 
fourth quarter will also see above 3.0% 
growth and that 2015 will be the best 
year for the economy since 2004.

Weaker Past, Stronger Present

Every year, the U.S. Commerce Department revises its estimate 
of GDP for the previous three years. This year, the annual revision, 
which is always announced in July, showed that while overall GDP 
growth was the same as previously reported, the pattern was 
significantly different. The economy was weaker than thought in 2011 
and 2012, but it was stronger in 2013. While these were relatively 
minor changes, they showed that the economy accelerated in the 
second half of 2013 to a higher sustained rate of growth. 

This growth acceleration was confirmed in the release of the first 
estimate of U.S. GDP in the third quarter of 2014. GDP increased at 
a 3.5% annual rate, as healthy increases in spending by consumers and 
businesses along with rising exports kept the economy humming. 

These increases offset a slowdown in the accumulation of inventories 
in the economy. 

From the third quarter of 2013 to the third quarter of 2014, the 
average annualized rate of increase in GDP was 2.8%. But that 
includes the first quarter of 2014, when the severe winter caused 
GDP to decline at a 2.1% annual rate. If that quarter is excluded, 
GDP growth in the past year was 4.0%. This is the kind of growth 
that is more typical of an economy that is in full recovery mode, and 
one that we haven’t seen in the U.S. on a sustained basis since the 
recovery began more than five years ago. 
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Better Future

The GDP report as well as other reports that were released last 
week suggest that the economy will continue to record healthy 
growth in the fourth quarter of this year and in 2015. 

In the GDP report, the growth in demand in the economy 
was offset by a slowdown in the pace at which inventories are 
accumulating. That’s positive for future growth because it means 
that inventories on hand did not rise as fast as demand. As 
demand increases in the future, manufacturers, wholesalers and 
retailers will have to boost their inventories, leading to stronger 
production, which, in turn, will lead to stronger employment 
growth. 

And there were several indications in data released last week 
that point to stronger demand in the future. 

■  Consumers are feeling better about the economy. Both the 
Conference Board and the Thomson-Reuters University of 
Michigan measures of consumer confidence rose in October 
to the highest levels since 2007, before the last recession 
began. Higher confidence will likely lead to stronger spending 
growth in the future.

■  Labor markets are getting tighter. The number of people filing 
for unemployment over the last four weeks was the smallest 
since mid-2000, more than 14 years ago. With fewer layoffs 
and more job openings, businesses appear to have shifted to 
hiring more aggressively.

■  Wages are rising. In the employment cost index report for 
the third quarter, the Labor Department reported that wages 
increased at an annual rate of 3.0%, the fastest pace since  
mid-2008. Slow wage growth has been one of the factors 
holding back consumers. But now, with tighter labor markets, 
it appears that employers are raising pay at a faster pace and 
are likely to continue doing so. This will enable households to 
raise spending more rapidly in the future.
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Sweet Spot

It does appear that the economy has shifted to a stronger 
growth path that is likely to be sustained well into 2015. The 
faster growth is already having a strong positive impact on 
commercial real estate.

■  In the last two quarters, office vacancy rates have fallen at 
the fastest pace of the recovery, down at an annual rate of 
-1.4 percentage points, more than double the pace of the 
preceding three years.  

■  Industrial markets have already seen a significant decline 
in vacancy to 7.0% in the third quarter of 2014, the lowest 
overall vacancy rate for industrial space in the U.S. since 
the first quarter of 2001. The steady improvement in the 
industrial market reflects the healthy increase in consumer 
spending as well as the continuing shift in spending from 
stores to the internet.

■  As consumers continue to boost spending, demand for retail 
space will improve steadily as will demand for travel and 
leisure, leading to more growth in hotel demand.

Real estate markets are now in a sweet spot in the cycle. 
Demand is rising. Supply is beginning to increase, but is still 
contained. As a result, as vacancy rates continue to decline 
across markets and property types, it will tend to put upward 
pressure on rents. The next year should continue to see steady 
improvement in real estate markets across the U.S. 


