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■  As the year comes to a close, it 
provides a chance to look back on 
what we learned last year and look 
ahead to what the events of 2014 
might tell us about 2015. So this week 
we will do a modified top 10 list 
consisting of the top five surprises of 
2014 and the top five expectations 
for 2015.  
 
Anyone in the forecasting business 
knows that almost as soon as 
a projection has been made, 
something will happen to change 
the environment.  Such was the case 
in 2014 when there were several 
unexpected events, and some 
expected events that did not take 
place.A YEAR OF SURPRISES!
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1.  INTEREST RATES DID NOT RISE

At the end of 2013, the yield on the benchmark 10-year Treasury note 
was 3.04%.  It was widely expected that a healthy U.S. economy, a 
Federal Reserve policy of reducing asset purchases and an improving 
global environment would cause interest rates to rise further.

 Instead, other surprises, including a worsening geopolitical 
environment as well as economic slowdowns in Europe and Asia, led 
to greater demand for the safety of U.S. Treasury notes and pushed 
interest rates lower.  As the year ends, the 10-year note is yielding 
2.15%, far below expectations at the start of the year.

2.  POLAR VORTICES

Prior to 2014, I had never heard the phrase “Polar Vortex.”  
Much of the U.S. went into the deep freeze in the first two months 
of 2014.  Many regions were so cold for extended periods of time 
that the entire U.S. economy was affected.  Just about every form of 
economic activity was impacted by the cold, causing gross domestic 
product (GDP) to contract at a 2.1% annual rate in the first quarter, 
the worst performance since the first quarter of 2009 at the depths of 
the recession.
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3.  SOFT HOUSING

The housing sector has historically been an important contributor 
to U.S. economic growth and it was expected to do so again in the 
current cycle.  All the fundamentals support a strong housing sector, 
from demographics to interest rates to prices. Yet, as of late 2014, 
the housing sector has remained in a funk, rising one month only to 
fall back the next.  The trend is definitely upward, but it is at a snail’s 
pace. In the first 11 months of 2014, U.S. housing starts declined five 
times and rose six.  
In November, U.S. housing starts were down 7.0% from a year ago. 
Even with that 12-month decline, the overall trend in housing is 
modestly upward.  This important sector has not been a drag on the 
economy, but it is not playing its historic role as an engine of growth. 
 
 
4.  GLOBAL SLOWDOWN

As we entered 2014, there was a general expectation that the global 
economic environment would continue to improve, particularly in 
Europe.  Instead, by mid-year it became apparent that growth was 
weaker than expected in the Eurozone and there was a danger that 
the economy would fall into another recession. While that possibility 
now seems unlikely, there has been very little growth in the 
Eurozone – a situation that is not expected to change in early 2015.  
In Asia, it was widely expected that China’s economy would slow, 
and indeed it has, if a bit more than expected.  The real surprise in 
Asia was the weakness in Japan, the region’s second largest economy. 
Japanese GDP declined in both the second and third quarters, a 
technical recession.  The Japanese economy had been expected to 
rebound in the third quarter, but instead it shrunk and there are 
worries that the policy program initiated by Prime Minister Shinzo 
Abe will not be able to lift Japan out of its two decade funk. 

5.  OIL PRICES

This was by far the biggest surprise of the year. At this writing, 
the price of a barrel of oil is $55.50. In June it was $107.20. The 
nearly 50% decline in oil prices caught everyone by surprise and 
the ramifications are just starting to be debated. It sets the U.S. 
economy up for stronger growth in 2015, but it also is creating 
more tensions in the world that could become surprises in the 
coming year. Overall, we believe the positive effects of lower 
prices will far outweigh the negatives and put the world on a much 
sounder economic footing in 2015. 
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10-YEAR TREASURY YIELD-2014 
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Rates Didn’t Rise as Expected

Prices Unexpectedly Declined Nearly 50%
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6.  STRONG U.S. ECONOMIC GROWTH

The U.S. economy is poised to record its best year of growth in at 
least a decade.  Current projections of real GDP growth in the 3.0% 
to 3.5% range may even be low. 

The decline in oil prices will stimulate stronger consumer spending, 
cut costs in manufacturing and transportation and lower the trade 
deficit, all of which are likely to boost GDP even more than is 
currently anticipated.  The U.S. will be the global growth leader  
in 2015. 

7.  INTEREST RATES WILL RISE

It sounds like a broken record. For the third year in a row we are 
expecting interest rates to increase.  But this time we have the 
Fed backing us up.  The statement released after the Federal Open 
Market Committee meeting last week was the clearest indication 
yet that the central bank will begin to raise interest rates in 2015, 
most likely in the first half of the year.  Once the process of raising 
interest rates starts, it will continue, unless the economy falters.  We 
would expect this policy move to push the bond market lower and 
the 10-year Treasury yield higher.  But the most important driver of 
long term interest rates will be the state of the economy. Stronger 
economic growth will be the main factor pushing rates higher.  

8.  OIL PRICES WILL BE HIGHER  
  A YEAR FROM NOW

The question facing oil markets today is where will prices bottom. 
I don’t have an answer for that, because markets almost always 
overshoot equilibrium.  But in 2015, as it has been for most of 
the past 40 years, the main force in world oil markets is the 
Organization of Petroleum Exporting Countries (OPEC).  
The OPEC nations currently account for 36% of world oil supplies.

In November 2014, it was the announcement by OPEC that the 
organization would not reduce output that caused oil prices to 
plunge from roughly $75 down to the current $55.  OPEC cannot 
afford to have prices too low for too long, as it impacts member 
nations’ economies and budgets.  So there is a strong possibility that 
at some point in 2015 OPEC will agree to production cuts.  
When that happens and at what price level is anyone’s guess.  
When it does, oil prices are likely to rise.  As a result, we expect oil 
prices a year from now will be higher than they are today.
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We wish all  
of our clients  
and colleagues 
a happy holiday 

season.
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9.  THE GLOBAL ECONOMY WILL GROW   
 MORE STRONGLY 
If the global slowdown was unexpected in 2014, we anticipate a 
stronger-than-expected performance as a strong possibility for 2015.  
In the Eurozone, we anticipate that the current slowdown 
will give way to stronger growth driven by a declining Euro and 
more aggressive monetary stimulus (quantitative easing of some 
kind) by the European Central Bank.  In Asia, China may continue 
to gradually slow, but it will still remain an important engine, and 
growth will also be supported by a rebound in Japan where the 
Prime Minister now has a mandate to pursue his program.  
Finally, India is expected to accelerate in 2015.  Since most countries 
in Asia import oil, the price decline will be a net positive for them 
and could boost growth above current expectations.  
Stronger growth in the Eurozone and Japan mean GDP expanding 
in the 1.0% to 1.5% range, an improvement, but still far below the 
growth  in the U.S.  

10.  COMMERCIAL REAL ESTATE WILL   
    ENJOY ITS BEST YEAR SINCE 2007 
A U.S. economic pick-up, rising employment and spending, and rising, 
but still low interest rates, are a recipe for strong real estate markets. 
Demand for space of all kinds will increase.  The main driver of 
commercial real estate markets will shift from financial (i.e., plentiful 
capital and cheap debt less of a factor as interest rates rise) towards 
fundamental (stronger demand for space and higher rents).  
The sources of growth will vary by market across the U.S. depending 
on which sectors are expanding, but the net result will be a rising 
tide of growth that will lift most sectors and geographies of the 
commercial real estate sector.
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U.S. GDP GROWTH 
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Source: U.S. Bureau of Economic Analysis, 
Forecast: Moody’s Analytics 

Cushman & 
Wakefield
Research

3CUSHMAN & WAKEFIELD

U.S. GDP GROWTH 

3.3% 
2.7% 

1.8% 

-0.3% 

-2.8% 

2.5% 

1.6% 
2.3% 2.2% 2.2% 

3.3% 

-3% 

-2% 

-1% 

0% 

1% 

2% 

3% 

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014-E 2015-F 

Pe
rc

en
t 

C
ha

ng
e 

A
nn

ua
l R

at
e 

Source: U.S. Bureau of Economic Analysis, 
Forecast: Moody’s Analytics 

 Strong 2015 U.S. Growth Expected


