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SUMMARY OF KEY ECONOMIC DRIVERS
• Slowing GDP: Despite strong consumer spending, the 

advance estimate for U.S. GDP showed that growth slowed 
from 3.1% in 1Q19 to 2.1% in 2Q19, which marked the smallest 
increase since 1Q17, primarily due to weakness in business 
investment and trade. 

• Low Unemployment: The unemployment rate in June  
was 3.7%.

• Falling Consumer Confidence: Consumer sentiment fell in 
June due to heightened concerns of a trade war, but remained 
at elevated levels. (Subsequent readings in July and August 
showed further evidence of weakening consumer confidence.) 

• Retail Sales Strengthen: Driven in part by strong vehicle 
sales and strength across varied goods categories, headline 
retail sales increased 0.4% each month during 2Q19, pointing 
to healthy consumer spending despite their growing concerns 
on the economy. Previously, retail sales growth had slowed 
notably beginning in December 2018 through 1Q19.

• Consumer Inflation Eases: The increase in the cost of living 
over the past 12 months slowed from 1.8% to 1.6%, largely 
due to the decline in gasoline prices.  Persistent below-target 
inflation likely influenced the Federal Reserve’s decision to 
reduce interest rates in July.

• Manufacturing Weakness: In June, the Institute for Supply 
Management’s Purchasing Managers’ Index (PMI) reflected 
expansion, but manufacturing fell to its weakest level since 
October 2016. The data was consistent with other reports 
reflecting global weakness. Headwinds included tariffs that 
have forced American manufacturers to examine alternate 

supply chains and delay spending decisions, a global  
slowdown in growth, and a strong dollar that has made 
domestic goods less competitive overseas. (Subsequent 
readings of ISM’s manufacturing index fell to 49.1 in August,  
an indicator of contraction in the sector.)

SNAPSHOTS OF SELECT ECONOMIC INDICATORS

EFFECTIVE FEDERAL FUND RATE (%) 

 

• The Federal Reserve cut its targeted rate for Fed Funds in July 
2019 for the first time since 2008, dropping its benchmark 
rate by 25 BPS to a range of 2.0% – 2.25%, in order to protect 
the U.S. economy from escalating global risks. This reduction 
followed nine increases since the Fed began normalizing rates 
in December 2015. Financial markets anticipate additional rate 
cuts by the Fed in 2019.

2019 MIDYEAR ECONOMIC & REAL ESTATE REPORT      FTI Consulting, Inc.      2

Source: St. Louis Federal Reserve Board



FTI Consulting Report

2019 MIDYEAR ECONOMIC & REAL ESTATE REPORT      FTI Consulting, Inc.      3

2019 MIDYEAR ECONOMIC & REAL ESTATE REPORT
FTI Consulting Report

 INFLATION - ALL URBAN CONSUMERS – (CPI-U) %

 

• Inflation has moderated after reaching 2.9% YoY in June 2018, 
falling as low as 1.5% in February 2019. As of June 2019, the 
1.6% YoY inflation rate is still below the Fed’s target rate of 
2.0%, which it deems best for price stability and maximum 
employment. Below target inflation has been one reason that 
some market pundits are calling for additional rate cuts by  
the Fed.
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• The 10-year Treasury yield fell below 2.0% in late June 2019 as 
expectations of a slowdown in economic growth and strong 
foreign demand for positive yielding government-backed 
assets depressed U.S. Treasury rates. (It has since dropped 
below 1.5%, nearing its record low.)

DOW JONES AND S&P 500 AVERAGES  
(Closing Price) 

 

 

• The stock market rebounded considerably during the first 
half of 2019 after the S&P 500 and Dow Jones fell 6.2% and 
5.6%, respectively, in 2018, their largest annual losses since 
2009. March marked the tenth anniversary of the bull market, 
and the S&P 500 posted a 17% gain in 1H19, its best first-half 
performance in 22 years, despite continuing concerns of an 
economic slowdown, strained trade relations between the U.S. 
and China, and the effectiveness of monetary policy. Market 
volatility has picked up considerably since early July as the 
trade war escalated.

LABOR MARKET
• June marked the 105th consecutive month of job growth, 

the longest continuous record of job expansion. However, job 
creation is slowing in 2019.

• The U.S. economy added an average of 171,000 jobs per 
month in 2Q19, down from the 2Q18 monthly average of 
243,000. During the first half of 2019 about one million jobs 
were created, down from 1.4 million jobs YoY.

• Annual wage growth remains unchanged at 3.1% since May, 
suggesting workers have limited bargaining power, even in a 
tight labor market. Nonetheless, wage growth has improved 
notably since 2017.

Source: St. Louis Federal Reserve Board

Source: St. Louis Federal Reserve Board

Source: Yahoo Finance
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Here is a comparison of industry employment during the past  
five years:

UNITED STATES NON-FARM EMPLOYMENT  
BY INDUSTRY     

The June 2019 unemployment rate (3.7%) has declined by 240 
BPS since June 2014 and is about 100 BPS below the average 
recorded during that period.

U.S. UNEMPLOYMENT RATE/JOB ADDS-DROPS 

 

 
Consumer confidence indices are considered key indicators of 
economic conditions.

• The Conference Board: Due to heightened trade and tariff 
tensions, consumer confidence declined in June to its lowest 
level since September 2017 and recorded its largest monthly 
decline since 2015. Still, consumer confidence remains at 
elevated levels.

• University of Michigan Index: In June, overall consumer 
sentiment retreated modestly, primarily due to growing 
economic concerns in the face of trade tensions. However, 
consumer sentiment unexpectly fell sharply in August.

Here are consumer confidence trends since June 2014:

U.S. UNEMPLOYMENT RATE VS.  
CONSUMER CONFIDENCE     

 

GROSS DOMESTIC PRODUCT (GDP) 

2Q19 GDP Key Trends

• 2Q19 GDP showed that U.S. economic growth decelerated 
to a 2.1% average annualized rate from 3.1% in 1Q2019. GDP 
growth expectations for the remainder of the year are in the 
range of 2.0%-2.5%.

• Consumer spending, which accounts for two-thirds of U.S. 
economy activity, advanced at a 4.3% rate, up from the 1.1% 
pace during the prior quarter. Durable goods spending jumped 
nearly 13%, the strongest leap in five years, aided by rising 
disposable income and a healthy labor market.

• Government spending increased 5.0%. The 7.9% increase in 
federal outlays was boosted by a 15.9% increase in nondefense 
spending.

• Gross private domestic investment (business investment) fell 
5.5% during the quarter, its largest decline since 4Q15. The 
tariff wars have hurt business sentiment. 

• Exports fell 5.2% during the quarter as tariffs and slowing 
global demand hurt manufacturers. Housing weakness 
persisted as residential investment declined 1.5%, its sixth 
consecutive quarterly decline.

• Real disposable personal income increased 2.5%, a slowdown 
from 4.4% during the prior quarter. The personal savings rate 
fell from 8.5% to 8.1% over the period.  
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The following chart summarizes U.S. GDP growth since 2Q14:

GROSS DOMESTIC PRODUCT 
Quarter-to-Quarter Growth in Real GDP

 

CONSTRUCTION SPENDING
• U.S. construction spending declined 1.3% in June, the largest 

decline in seven months, as a result of weak nonresidential 
construction, homebuilding and public outlays. Of note,  
public outlays fell 3.7%, the largest monthly decline since 
March 2002.

• During the first half of 2019, total construction spending fell 
0.5% YoY. 

The following chart highlights annualized residential and 
nonresidential construction outlays since June 2014. 

U.S. CONSTRUCTION SPENDING 
Value of Construction (Seasonally Adjusted Annual Rate)

 
 
 

STATE OF THE HOUSING MARKET
• U.S. housing demand remains strong, driven by a healthy labor 

market and growing household income. However, as strong 
buyer interest spurs demand, the lack of supply, constrained 
by growing construction and lot development costs, has driven 
up prices and weighed on sales for mid-to-lower-priced homes. 

• Affordability remains a problem due to property price 
appreciation, which continues to outpace wage growth, 
especially for first-time buyers.

Here are some key housing-market metrics:

•  Mortgage rates are falling. The average commitment rate for a 
conventional 30-year, fixed-rate mortgage was 3.8% in June, 
lower than the 2018 average rate of 4.5%. 

•  Median existing home prices continued to rise, increasing 
4.3% YoY to an all-time high of $285,700. Favorable economic 
conditions and competition for housing have supported home 
price increases.

•  The median price of existing homes increased 4.4% (YOY) 
across the U.S., while the home unit sales decreased 5.1%.
Here is a breakdown of the seasonally adjusted annualized rate 
of housing starts versus permits since June 2009:

ANNUALIZED HOUSING STARTS VS. PERMITS 

• Housing starts fell 12.3% in June, the largest monthly decline 
since November 2016 and a nine-month low. Higher prices 
for lumber and building materials, as well as labor and land 
shortages, contributed to the weakness.
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Here is a historical chart comparing the NAHB/Wells Fargo 
Housing Market Index and single-family starts:

NAHB/WELLS FARGO HOUSING MARKET INDEX (HMI) 
AND NEW SINGLE-FAMILY STARTS 

 

• Builder confidence for new single-family homes weakened 
slightly in June, primarily due to rising development and 
construction costs. 

• Despite overall positive sentiment within the industry, builders 
have expressed increasing concerns over trade issues, 
excessive regulation, a shortage of lots, and a lack of skilled 
labor, which have negatively affected affordability and supply. 

RCA COMMERCIAL PROPERTY PRICE INDEX  
The RCA Commercial Property Price Index (CPPI) is a periodic 
same-property investment price change index of the U.S. 
commercial investment market based on Real Capital Analytics 
(RCA) data. Listed are key highlights from the June 2019 report: 

• The National All-Property Composite Index (the “Index”) 
increased 2.4% from the prior quarter. Apartment-sector 
growth of 2.7% was stronger than the 1.7% growth within the 
core commercial sector.

• The industrial sector index increased 3.9% from the prior 
quarter, the largest increase among the core commercial 
sectors. In contrast, pricing increased just 0.3% in the retail 
sector. 

•  The Index increased 6.5% YoY. Growth in the industrial 
(+13.3%) and CBD office (+7.6%) sectors were the strongest, 
while growth lagged in the retail sector (1.6%). 

•  Apartment gains retained their long-term strength. During the 
past five-year and ten-year periods, apartment gains (+67.4% 
and +130.0%, respectively, outpaced gains in all other sectors. 

Here are changes within the major RCA commercial property 
indices since June 2009:

MOODY’S/REAL COMMERCIAL PROPERTY  
PRICE INDEX (CPPI)      
National All-Property vs. Apartment vs. Core Commercial Index

The following chart illustrates cumulative price returns for the 
primary sectors in the CPPI from one month to ten years.
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COMMERCIAL PROPERTY SALES ANALYSIS
• Investment sales volume grew in 2Q19 after slowing earlier in 

the year. The first half of 2019 saw a decrease of nearly 4.0% 
YoY following near-record levels of investment activity during 
2018. 

•  Manhattan led in deal volume during the first half of 2019, 
followed by Los Angeles, Dallas, Seattle, and San Francisco.  

The 2016 – 2019 sales activity by property type is summarized 
below; 2019 activity is annualized based on 2Q19 data.

INVESTMENT SALES ACTIVITY 
Dollar Value of Sales Transactions by Property Type

Here is a look at sales activity, per RCA, by product type, for the 
first half of 2019: 

• Apartment: Sales totaled nearly $80.5 billion during the 
period, the highest total among the property sectors. YoY sales 
grew nearly 11.0%. Garden apartment sales increased 12.0% 
YoY, outpacing within the mid/high-rise subsector.  

•  Retail: Sales volume decreased 25.4% YoY from $27 billion 
during the first half of 2018. Among subtypes, sales of smaller 
(generally under 30,000 sf) retail shops increased 12.0% YoY 
in contrast to a 43.0% YoY decline for larger (generally greater 
than 30,000 sf) shopping centers.

•  Office: Deal activity increased about 8.0% YoY from $64 billion 
in 2018. Investors favored the pricing of suburban buildings, 
which accounted for 62.0% of total volume. YoY total volume 
increased 10.5% and 5.0% for suburban and CBD assets, 
respectively. 

•  Industrial: Driven by the growing demand for warehouse 
space, the first half of 2019 saw $35 billion in transaction 
volume. YoY volume was down nearly 14.0% due to limited 
supply. Sales of warehouse properties accounted for 80.0% of 
total volume despite recording a YoY decline. 

•  Hotel: Sales volume totaled $13.5 billion during the first half of 
2019, representing a 32% YoY decline. The full-service sector 
accounted for nearly 60.0% of total volume. 

Here are the top metropolitan areas for sales activity per RCA:

  

NCREIF PROPERTY INDEX
The NCREIF (National Council of Real Estate Investment 
Fiduciaries) Property Index (NPI) is a measure of investment 
performance of individual CRE properties acquired in the private 
market for investment purposes only. 

Key trends:

• Modest gains were recorded during 2Q19, but total one-year 
returns registered 6.5%, 70 BPS lower YoY.

•  Returns were strongest in the Western region and weakest in 
the Eastern and Midwestern regions. Price appreciation was 
greatest in the industrial sector, while retail and hotel sectors 
were the weakest performers during 2Q19.
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The graphs illustrate historical total returns by region and property 
type. Returns for 2019 are annualized based on 2Q19 data. 

NCREIF: REGIONAL TOTAL RETURNS

NCREIF: PROPERTY TYPE TOTAL RETURNS 
 
 

 
 
 
 
 
 
 
 
 
 

 

EQUITY REIT ANALYSIS

FTSE National Association of Real Estate Investment 
Trusts (Nareit) U.S. Real Estate Index

• The FTSE Nareit All Equity REITs Index (“The Index”) posted 
nearly a 20% return during the first half of 2019, considerably 
outpacing the 1.3% YoY return. 

• Gains were primarily driven by Federal Reserve comments 
regarding interest rates and strong market fundamentals, 
which prompted investors to deploy capital in more defensive 
sectors amidst geopolitical uncertainty and tariff and trade 
concerns.

• The Index outperformed the S&P 500, which increased 17.3% 
and recorded its best first half-year since 1997, largely due to 
the prospects of accommodative monetary policy from the Fed. 

Here is a graph illustrating total returns by property sector from 
2016 to 2Q19:

FTSE NAREIT REIT PERFORMANCE BY SUBSECTOR 

Here are key property sector trends during the first half of 2019:

• Industrial: Following a negative 2.5% return in 2018, gains 
registered 32.2%, the largest gain among the major sectors, 
with the sustained demand for modern distribution warehouse 
space from e-commerce growth driving demand. 

• Office: Following a negative 14.5% return in 2018, the sector 
grew by 16.3% as a result of underlying growth in the labor 
market and rental rate appreciation in select markets. 

• Retail: Following a negative 5.0% return in 2018, retail grew 
6.7%. Store closures remain a concern. Among the subtypes, 
returns for shopping centers (15.3%) and freestanding assets 
(13.8%) considerably outperformed regional malls (-3.9%).

• Apartment: The apartment sector’s return accelerated to 
18.6% as a result of steady demand, the high cost of home 
ownership and favorable demographics.

• Lodging/Resorts: Following a negative 12.8% return, gains 
registered were 11.9% despite ongoing concerns regarding the 
increasing cost and availability of labor.

 

PROPERTY SECTOR OVERVIEWS
For the office, industrial, retail and apartment sectors, analytical 
data was sourced from CoStar.

Office
• Vacancy rates decreased 30 BPS to 9.6% on a YoY 

basis, driven by steady job growth, demand across more 
metropolitan areas and corporate expansion.

•  Asking rental rates increased for a record 34th consecutive 
quarter during 2Q19 despite moderating growth. YoY, asking 
rents increased 2.3%, slightly lower than the 2.8% rate of 
growth during the prior 12-month period. 
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•  Numerous significant new leases by technology firms, 
including Amazon in Nashville, Apple in Seattle and Google in 
Los Angeles, led activity during the first half of 2019. 

•  Approximately 147 million square feet (msf) were under 
construction as of 2Q19, up 9.0% YoY. Four of the six largest 
projects are located within the Hudson Yards district in 
Manhattan, where nearly 10 msf are under development. 

OFFICE MARKET: RENTS VS. VACANCY RATES 
 
 
 
 
 

• Approximately 35 msf were delivered during the first half of 
2018, an 8.0% YoY decrease. Highlighting activity were the 
completion of 30 Hudson Yards (2.6 msf) and 55 Hudson Yards 
(1.6 msf) in Manhattan. 

CoStar’s ranking of key market indicators among the largest 
office markets: 

Industrial
• Strong demand for modern distribution space, driven by 

e-commerce growth, kept vacancy rates at 5.0% as of 2Q19, 
historically low levels.

•  Although steady absorption occurred during the first half of 
2019 (55 msf), gains have moderated YoY primarily due to a 
slowdown in construction deliveries. 

•  Logistics/big-box users and third-party logistics services 
(3PLs) seeking locations near strategic transportation 
linkages, major inland hubs and seaports continue to place 
upward pressure on asking rental rates, which increased  
5.0% YoY.

INDUSTRIAL MARKET: RENTS VS. VACANCY RATE 

• Developers delivered about 118 msf during the first half of 
2019, a 2.0% YoY decrease. About 85 industrial facilities 
greater than 500,000 sf were delivered since 2018. 

•  About 294 msf were under construction as of 2Q19, an 8.0% 
YoY increase. An estimated 70 facilities of at least 1.0 msf are 
under construction, driven by Amazon.

CoStar’s ranking of key market indicators among the largest 
industrial markets. 
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Retail
• Vacancy rates have lingered around 4.5% during the past 

several quarters despite an increase in retail closings and 
bankruptcies. Vacancies were highest within neighborhood 
shopping centers, followed by strip centers, power centers and 
regional malls.

•  Deliveries slowed to a 12-year low during the first half of 2019 
in response to oversupply in select markets and escalating 
store closures. Given market conditions, developers wait for 
projects to be significantly pre-leased before breaking ground, 
typically by single-tenant formats.

RETAIL MARKET: RENTS VS. VACANCY RATES

• Retailers continued to seek bankruptcy protection at elevated 
rates in 1H19, driven by a shift in consumer preferences to 
shop  online and at off-price and discount retailers, as well as 
a shift in consumer spending habits toward more travel- and 
experience-related activities.

•  Coresight Research estimated that about 7,060 store 
closings were announced during the first half of 2019, already 
exceeding total 2018 closures by 20%.  

• Dollar-store chains (such as Dollar General), national 
discounters (such as Ross Stores, Five Below and Walmart), 
and new U.S. grocery chains (Aldi and Lidl) are the main 
drivers of brick and mortar retail growth. Most of the Gap 
openings are realized under the Old Navy brand. 

Apartment
• A healthy labor market, downsizing baby boomers, new 

millennial household formations, and existing renters who 
cannot qualify for a mortgage continue to drive demand.

•  Vacancy rates declined by 30 BPS YoY in 2Q19 to a historic low 
of 5.7%. 

•  Lower vacancy continued to place upwards pressure on 
asking rental rates, which increased about 3.0% YoY in 2Q19. 
Rent growth generally was stronger in suburban areas than in 
oversupplied, less-affordable core areas.

• Apartment construction moderated during the first half of 
2019, in part due to construction delays and extended build 
times. Deliveries totaled about 154,450 units, down 3.5% YoY. 

APARTMENT MARKET: RENTS VS. VACANCY RATES 

CoStar’s ranking of key market indicators among the largest 
multifamily markets: 
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Hotel
• Smith Travel Research (STR) reported that hotel occupancies 

decreased slightly YoY to 70%; the average daily rate increased 
1.2% to about $133, and RevPAR improved 1.1% to nearly 
$93.20. Despite the minimal decline, the absolute occupancy 
level was the second highest that STR has ever benchmarked 
for a second quarter. Sold room nights were the highest ever 
recorded during a second quarter, bolstered by an increase in 
supply.

•  Despite being in an expansion cycle, higher labor expenses 
continued to weigh on occupancy and RevPAR growth. 

•  STR reported that U.S. RevPAR increased in June for 110th 
time in 112 months. RevPAR has generally benefitted from 
consistently high demand, along with modest supply growth.

LODGING MARKET: REVPAR, ADR, OCCUPANCY 

FORECAST

Economic

• GDP growth is expected to trend between 2.0% and 2.5% per 
quarter through the remainder of 2019, primarily as a result of 
sustained personal consumer expenditures and government 
spending. Business investment and trade are projected to 
weigh on overall growth due to slowing global growth and the 
ongoing U.S. and China trade war. 

• Following the first Federal Reserve rate cut since 2008, 
monetary policy is expected to ease further in the near term, 
with expectations for another 25 BPS cut at its September 
meeting, primarily to ease economic uncertainty caused by 
weakening U.S. and China trade relations.

• Job creation is projected to be moderate due to a tight labor 
market that trends toward full employment, while wage growth 
is slowly expected to increase. 

• Inflation is expected to remain relatively tame throughout the 
remainder of 2019 and trend below 2.0%, as the latest rounds 
of tariffs are projected to minimally impact the inflation rate.

• An unbalanced housing market is expected to persist in the 
near term as lean inventory levels will be unable to satisfy pent-
up demand, placing upward pressure on pricing and leading to 
increased affordability issues for home buyers. 

General Property

• Investors will continue exploring secondary, tertiary and 
non-gateway markets, expanding property acquisition beyond 
core assets and into niche property sectors and nontraditional 
asset types, seeking opportunities that provide higher yields 
and growth potential. 

• The gap between buyer valuations and seller expectations may 
weigh on future investment volume despite a large amount of 
capital on the sidelines for deployment. 

• Steady flows of international capital are projected to continue 
acquisition of U.S. commercial real estate assets despite 
ongoing trade and tariff disputes between the U.S. government 
and other nations, geopolitical uncertainty, currency and 
interest rate fluctuation, and elevated valuations.  

• Spreads between real estate cap rates and interest rates are 
projected to rise with an easing of monetary policy leading to 
interest rate cuts.
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Property Sector

• Office: Although weaker employment growth is expected 
to weigh on demand, fundamentals are projected to remain 
favorable due in part to the strong national economy. Elevated 
construction levels are expected to drive up vacancies and 
limit rental growth in select metropolitan markets. Suburban 
and secondary locations, where pricing has not appreciated 
as quickly as in CBD locations and construction has been 
more modest, will continue to generate greater interest from 
investors and tenants, resulting in higher rental growth. 

• Apartment: Favorable demographics are expected to drive 
demand in the foreseeable future as increasing millennial 
household formations resulting from a strong labor market 
and more empty-nester baby boomers downsize from 
owned-homes into amenity-filled rentals. Healthy levels of 
development will attempt to satisfy pent-up demand as rising 
home prices keep potential buyers in rental housing.

• Retail: Despite healthy consumer spending, large numbers 
of brick and mortar retail closures will continue to alter the 
retail landscape by creating more mall and shopping center 
vacancies. In the face of mounting pressure to fill these 
vacancies, new tenants are expected to pressure landlords for 
more flexible lease terms and concessions. With e-commerce 
continuing to capture a larger percentage of retail sales, 
developers, hesitant to build new product, will increasingly 
reposition and transform older vacant retail assets into new, 
consumer-driven venues and mixed-use projects featuring 
more food, entertainment and nontraditional tenants.

• Industrial: As e-commerce sales surge, strong demand for 
modern distribution space/fulfillment centers will prompt 
supply-chain modernization, with a greater emphasis on 
regional distribution to ship product to consumers in the 
fastest and most efficient way. The construction pipeline is 
projected to remain robust, but as more speculative supply 
enters the market, vacancy rates will also increase in select 
metropolitan markets and rental rate appreciation will slow 
modestly. Ongoing trade disputes and uncertainty created 
by tariff disputes with China that may impact supply-chain 
operations need to be closely watched.

• Hotel: There is cautious optimism regarding upcoming 
lodging performance. While steady leisure and business travel 
is projected to boost growth of RevPAR and ADR, escalating 
labor costs and the growth of home-sharing companies (with 
lower overhead costs and less regulation) will continue to 
challenge leading hotel brands. Additionally, heightened levels 
of construction activity are projected to challenge occupancy 
growth and moderate RevPAR growth in the upcoming 
quarters.
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