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The state of the economy is a broad exploration into
the economic trends and growth metrics on the global,
national and local levels. Oregon, which has recently
outperformed the U.S. economy, is showing signs pointing
toward a continued softening from past growth. Overall
Oregon is still benefitting from strong fundamentals with
almost full employment. The Portland pipeline may see an
increase in public projects with the onset of additional tax
revenue funding new construction.
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GLOBAL ECONOMIC
ACTIVITY

In the April 2017 World Economic Report published by the International Monetary Fund,
the world economy is projected to increase to an estimated 3.6 percent in 2018. This is
compared to previous years of estimated 3.1 percent in 2016 and 3.5 percent in 2017.
This pickup is partially due to a higher projected growth in the United States, which in
2016, was experiencing inventory adjustments and weak investment. With the recent
election in the U.S., an expectation of looser fiscal policies have been reinforced, thus
contributing to high U.S. Treasury interest rates and a stronger dollar.

U.S. ECONOMY

Interest Rates
In June, the Federal Reserve raised interest rates by an additional 25 basis points – the
second time during the year. As projected going into 2017, three interest rate hikes were
to be expected. But according to JLL, there is a 47 percent chance the third interest rate
will happen. The ultimate decision will be delayed until December when the economy’s
overall performance is clearer. Overall, however, these increases are slow by historical
standards as seen by Figure 1.
Figure 1: Effective Monthly Fed Funds Rate (%)

Source: JLL: Economy Q2 2017

Treasury Rates
Falling bond yields and an unchanging yield curve (Figure 2) suggest signs of economic
slowing. According to CBRE’s Economic Watch, 10-year Treasury yields have settled at 2.3
percent, as the market started to anticipate discounted economic growth, which is down
from 2.6 percent in March. Concern for the Federal Reserve is inflation, where most recent
inflation numbers have been falling below the 2 percent target.
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U.S. ECONOMY

Figure 2: Historical Treasury Rates

Source: U.S. Department of Treasury

GDP

Overall consumer spending, as described in CBRE’s Economic Watch, increased for
the second quarter of 2017 by 2.6 percent at an annualized rate, in line with consensus
expectations. gross domestic product (GDP) was the best quarter since the third quarter
of 2016 when growth was 2.8 percent. By comparison, growth in the second quarter last
year was 2.2 percent and in 2015 was 2.7 percent.

OREGON ECONOMY

Oregon Employment
According to United Van Line’s 2016 study, Oregon is the third destination for movers in
the nation. Economist Josh Lehner in his Incomes, Migration and Housing Affordability
article in June wrote, “migration by itself lowers Oregon incomes in the short-run
given migrants tend to be younger and less likely to be employed.” With 3,000 jobs
being added a month, Oregon so far has been able to keep on pace with the growing
population. This is in comparison to 5,000 jobs per month in previous years. Employers
are forced to hire workers who traditionally would have been passed over and therefore
tightening the labor market and slowing job growth. The 2017 Oregon Economic and
Revenue Forecast reported that, although income and wages are still growing and remain
strong in all ranges of income types, this growth has been cut in half over the past two
years.
Of these jobs, sectors such as professional and business services, health services and
leisure and hospitality that have historically led job growth, are showing some softening.
The construction industry is the only area where growth has not slowed and remains
in high demand due to the amount of building occurring in the city (Figure 3). This is
expected to continue, and with the advent of new construction material technologies
such as cross laminated timber, it holds promise for Oregon’s economic future and a
possible revamp of the timber industry.
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Figure 3: Oregon Employment Growth by Sector [Q12016 - Q12017]

Source: Oregon Economic and Revenue Forecast May 2017

Capital Markets
A general trend of declining sales volume has been the theme for 2017 nationally and
locally. Overall the nation has seen a total an 8 percent decline in sales volume for the first
half of the year (Figure 4) and Portland is seeing an overall 24 percent weighted average
decrease in sales volume for each product type from last year (Figure 5).
Figure 4: National Quarterly Transaction Volume

Source: Real Capital Analytics: U.S. Capital Trends

SYDNEY BOWMAN

25

STATE OF THE ECONOMY

OREGON ECONOMY

Figure 5: Portland Sale Transactions By Property Type Q1-2017

Source: Real Capital Analytics: U.S. Capital Trends

The Private/Public Shift
As evident from tax return data, the private sector benefited from high income wages
last year reported by the 2017 Oregon Economic and Revenue Forecast. Oregon
outperformed revenue expectations - the state capturing growth from tax revenue which
is expected to be put to work into the civic realm.
As reported in The Oregonian on July 7th, the Oregon House approved a $5.3 billion
transportation funding package last month. This transportation bill is believed to lead
to more public projects for the state. Anecdotally, Dave Andersen from Andersen
Construction noted that he has seen a shift in his bid work move from private sector
projects in multifamily and office (projects such as The Yard, The Goat Blocks and The
Fair-Haired Dumbbell) to the institutional sector (such as the OHSU Knight Cancer
Research Building and Southern Oregon University’s McNeal Pavilion).

LOOKING AHEAD
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As Oregon continues to outperform much of the U.S., the state’s trajectory of softening
job growth will remain, as well as a tightening labor market. Added infrastructure to the
Portland MSA can be expected along with a continuing need for construction labor.
Further, current construction technologies could add additional vigor to Oregon’s
economy overall.
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