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2015: FINALLY, A STRONG YEAR
■  The year 2015 is expected to be the strongest of the recovery so 

far. Real gross domestic product (GDP) is forecast to increase at 
a 3.3% rate, roughly 50% faster than the 2.2% average since the 
recovery began in mid-2009.

■  The drivers of growth will be consumer spending, business  
investment and, to a lesser extent, housing. 

■  Declining oil prices will be a net positive for the economy, boosting 
the income available for discretionary purchases and reducing costs 
in a wide range of industries.

■  But the decline in oil prices is also creating some risk to the  
outlook as countries that are major exporters of petroleum may 
be faced with rising financial burdens.

■  This anticipated acceleration will have a strong positive impact on 
the U.S. commercial real estate sector, leading to higher demand in 
all major sectors: office, industrial, retail, multifamily and hospitality. 

INTRODUCTION: THE STAGE IS SET
The U.S. economy expanded slowly for four years after the recession 
ended in mid-2009. GDP increased at an annual rate of 2.1% per year in 
the first four years of the recovery, well below the 3.9% annual average 
of the previous four recoveries during the same timeframe. That pat-
tern is now changing. In 2015, we expect GDP growth to accelerate to 
at least 3.3%, and possibly higher, as rising confidence of consumers and 
businesses leads to faster employment and income growth and stronger 
increases in spending. If this is correct, 2015 will be the strongest year 
for the U.S. economy since at least 2005. 

The acceleration has already begun. In four of the five quarters since 
the second quarter of 2013, U.S. GDP growth has been at or above a 
3.5% annual rate. Only the first quarter of 2014 was below that level 
as bad weather caused GDP to contract at a 2.1% annual rate. That 
compares with the preceding 16 quarters of growth since the recovery 
began when growth was 3.5% or higher only three times. 
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INCREASED  
INVESTMENT

This pick-up in growth highlights the biggest shift in the economy over 
the past year: businesses have become more optimistic.

■  During the past 12 to 24 months, various measures of business 
confidence have improved. 

 •  The Moody’s Analytics weekly Survey of Business Confidence, 
which has been trending upward since the beginning of 2013, 
reached an all-time high in late 2014. 

 •  In November 2014, the National Federation of Independent 
Businesses Small Business Confidence Index climbed to its  
highest level since January 2007. 

 •  The Institute for Supply Management’s Purchasing Managers’  
Index has been rising since the beginning of 2014 and in October/
November reached its highest level in nearly four years.

THE ECONOMY IS TAKING OFF
During the last year, business owners began to worry more about 
boosting sales than about holding down costs. This is probably a result 
of fewer confrontations over budget and tax issues following the partial 
government shutdown in the third quarter of 2013. As the political 
climate cooled and uncertainty was reduced, businesses focused more 
on the future. As a result, they have taken steps to increase profits 
through expansion rather than cost-cutting. As business attitudes have 
shifted, companies have:

■  INCREASED INVESTMENT. In the latest 12 months, business 
investment in equipment has increased 8.6%, more than double 
the 4.2% annual average from mid-2011 to mid-2013. In fact, if the 
small decline recorded in Q1-2014 is removed, the growth in new 
equipment investment has averaged 12.0%. 

■  BOOSTED INVENTORIES. Inventories generally rise for one 
of two reasons: optimism that demand is climbing or involuntarily 
as demand drops unexpectedly. Over the past five quarters, business 
inventories have increased at an annual rate of $75.3 billion, far 
faster than the $46.6 billion average increase of the preceding two 
years. Since consumer spending and business investment were also 
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rising during this time, the increase is most likely a sign of business 
optimism rather than lack of demand.

■  ACCELERATED HIRING. Perhaps the most important shift 
of the past year has been in hiring. Businesses are now looking for 
more people and creating more jobs than at any time since the 
1990s. As of November, there were 2.7 million more jobs in the U.S. 
than at the end of 2013. That’s more job growth in 11 months than 
in any full year since 1999. The pace of job growth has accelerated  
notably in 2014. In December 2013, employment was up 2.3 million 
from a year earlier. As of November, the economy was adding jobs 
at a much faster pace. In addition, the number of job openings in 
the U.S. is at the highest level since 2001, indicating that job growth 
is likely to remain strong in the next several quarters. 

The shift in business attitudes is thus boosting the economy in many 
ways. More investment means more demand for the capital equipment 
that drives growth and boosts the capacity of the economy to grow. Faster 
inventory accumulation adds directly to demand in the economy and 
more jobs mean more income and faster growth in consumer spending. 

The faster rate of job growth is also critical to the performance of 
the economy because of its likely impact on wages. Slow employment 

growth has held down the pace of wage gains throughout the current 
expansion. Since the beginning of 2011, average hourly earnings have 
increased on average by 2.0%, roughly identical to the increase in 
consumer prices over the same period. However, more recently there 
is some early evidence that the pace of wage gains may accelerate. 
Since the end of 2013, earnings have increased at a 2.2% annual rate 
and since July at a 2.5% annual rate. Other labor market statistics also 
suggest that wage growth is picking up. In its Employment Cost Index 
report, the Department of Labor estimates that private sector wages 
have been increasing at a 3.0% pace over the latest six months. If 
employment growth remains robust, it is likely to lead to even faster 
wage gains in the coming year. 

OUTLOOK FOR 2015
Stronger growth in business spending will be an important driver of 
economic expansion in 2015. But if the economy is going to sustain a 
high rate of growth, the key driver will have to be consumer spending. 
Thus far in the recovery, consumer spending has lagged. Since June 
2009, consumer spending has increased at an average annual rate of 
2.2% – well below the 3.6% annual pace of the preceding four recoveries.  
This weakness has been a result of slow income growth as well as 
reluctance to spend in an uncertain job environment. We expect this 
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to change in 2015 with consumer spending projected to rise 3.3%.  
There is already evidence that spending growth is picking up. In the 
last four months, retail sales, adjusted for inflation, have increased  
at a very strong estimated annual rate of 7.5%.  

The main drivers of growth are expected to be rising income, pent-up 
demand, a strengthening housing sector and lower oil prices. 

■  Stronger income growth is expected to be a result of more jobs 
and higher wages. In the first 10 months of 2014, inflation-adjusted  
after-tax income increased at a 3.1% annual rate. If this is 
sustained through December, it would mark the best year for 
income growth since 2006 (excluding 2012 when an impending 
tax increase caused individuals and businesses to take income 
in December). With the pace of job growth expected to remain 
strong and wages likely to rise more rapidly, real income growth 
is expected to accelerate in 2015. More income will lead to 
faster spending growth.

■  As job growth has accelerated and income has increased, 
households have begun to spend more on durable goods,  
making purchases they have put off for the past several years. 
The best example of this is motor vehicle purchases. In 2014, 
U.S. motor vehicle sales totaled 16.4 million units, the highest 
volume since 2006. Sales of autos are one of the best indicators 
of the health of consumers. When auto sales are strong, house-
holds are confident about the future and their financial situation. 
We expect U.S. motor vehicle sales to remain strong in 2015.  
In addition, we would expect spending on other consumer 
durable goods like furniture and appliances to increase in the 
coming year as more households look to replace worn-out 
goods.

■  The housing sector is continuing to grow at a moderate pace. 
New construction and sales of houses are not booming, but,  
on balance they are increasing. In the six months to November, 
new home construction has run at an annual rate of 1.01 million 
units, the strongest level of activity since mid-2008. This slow but 
steady growth will continue to generate greater employment in 
the construction sector as well as to increase consumer spending 
on everything from furniture and appliances to utilities and 
financial services. 

■  These trends have been building for several years and are now 
all ready to contribute to an increase in consumer spending. 
But in late 2014, we now have the unexpected and very positive 
additional growth catalyst—a $50/barrel drop in the price of 
oil. To get a sense of the benefits of a steep drop, we looked at 
the impact on how much is spent on gasoline. According to the 
Federal Highway Administration, in 2013 U.S. total motor fuel 
use on highways was 169.7 billion gallons. At the average gasoline 
price in 2013 of $3.50 per gallon, that represents a total spend 
on gasoline of approximately $594.2 billion. Currently the national 
price of gasoline is $2.57, which does not include the latest declines 
in crude oil. If we assume an average gasoline price of $2.50 for 
2015 and the same number of miles driven as in 2013, the total 
amount spend on gasoline would drop to $428.4 billion, a $165.8 
billion reduction in outlays for gasoline that can be used for 
other goods and services. 

Rising income and employment activating pent-up demand, continuing,  
if modest, improvement in the housing sector and an increase in 
discretionary income as a result of lower oil prices will all contribute 
to faster growth in consumer spending than we have seen thus far in 
the recovery. We would not be surprised if the current forecast for 
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3.3% growth in consumer spending ends up being low, especially if oil 
prices remain low for an extended period of time. Full year growth of 
consumer spending in the 3.5% to 4.0% range could be achieved under 
these circumstances.

POTENTIAL RISKS
Any forecast has risks associated with it. We believe the biggest  
potential downside risks would be: a worsening global environment, 
an unexpectedly sharp increase in interest rates or rising financial 
market volatility.

Our forecast assumes that the global economic and political  
environment is supportive of growth in the U.S. If, instead of improving, 
economic conditions outside the U.S. worsen, that could cut growth 
slightly. However, unless there is a major global recession, it is unlikely 
that weakness abroad would have a major impact on the U.S. economy. 
Weaker demand for U.S. exports could reduce GDP growth modestly, 
but the key drivers of growth here are domestic in nature and are 
likely to remain in place unless there is a major global collapse. Short 
of this, we do not expect weakness outside the U.S. to have a major 
impact on U.S. economic performance in 2015.

As the economy accelerates, the Federal Reserve is expected to 
initiate a period of higher interest rates, most likely increasing interest 
rates sometime in the second quarter of 2015. It will mark the first 

time that the Fed has raised interest rates since mid-2006. While 
financial markets have been anticipating a shift by the Fed for more 
than a year now, it is still not certain what the reaction will be. In 2013 
when the Fed first broached the idea of reducing asset purchases, 
interest rates rose abruptly and financial markets fell. In the coming 
year, as the economy accelerates, we could see another sharp increase 
in rates which could cause businesses to pull back or at least pause 
in their expansion plans until they have a better understanding of the 
changing landscape. 

These are the biggest potential threats to U.S. economic growth in the 
coming year, but there is always the unexpected, at home and abroad. 
However, barring a major crisis at home or abroad, we do not see the 
kinds of excesses in the economy today that are likely to lead to a 
major correction.

REAL ESTATE IMPLICATIONS.
A strengthening economy with rising employment, incomes and 
consumer spending is a positive environment for the commercial real 
estate sector. The economic outlook we are presenting is expected to 
lead to higher demand for all types of commercial real estate.

■  Rising employment will boost demand for office space across the 
nation. The rate of growth will, of course, vary across regions, but 
every major metro area is expected to grow in the coming year. 
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This increase will come at a time of modest inventory growth. C&W 
estimates that there is currently roughly 56 million square feet of 
office space under construction in the central business districts and 
suburbs of the 44 major markets we track, which represents only 
1.7% of the inventory in these markets. In most markets, there is 
little or no new construction. In this environment, rising employment 
should lead to an overall trend of lower vacancy rates. We project 
the average vacancy rate in the major U.S. central business districts 
(CBDs) to decline from 12.4% in 2014 to 10.8% in 2015, the largest 
decline in a decade. This decline will place upward pressure on rents. 
For the overall U.S. CBD market, we forecast an increase in average 
asking rents of 6.5% in 2015.  

■  Faster income growth will lead to higher levels of consumer 
spending. The result is expected to be more demand for retail and 
industrial space as consumers continue to shop online, at warehouse 
facilities and at traditional brick and mortar retailers. This should 
lead to declining vacancy across both the retail and distribution 
networks in the U.S. In addition, as the economy expands, it should 
lead to rising manufacturing production and an increase in demand 
for manufacturing space. The national industrial vacancy rate is  
projected to decline to 6.3% by the end of 2015, the lowest level 
since mid-2000. This will lead to higher industrial rents, which are 
forecast to increase 5.2%.  With households more willing to spend 
and business activity rising, demand for hotel space should also 
increase in the coming year, boosting hotel occupancy rates and 
room rates. Furthermore, as employment and incomes increase, it 
should lead to more households being formed and greater demand 
for multifamily buildings. 

CONCLUSIONS
The U.S. economy has taken off and is in a period of strong growth that 
we expect to last through 2015 and into 2016. Employment, income and 
output will all grow strongly and reach new highs. We believe the risks 
to this outlook are modest. The result should be the best year for the 
commercial real estate sector since at least 2007. 

The U.S. economy has taken 
off and is in a period of strong 
growth that we expect to last 
through 2015 and into 2016.
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