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The overall national economy remains strong, with real
US gross domestic product increasing at an annual rate
of 3.0 percent in the third quarter of 2017 according to
the advance estimate release by the Bureau of Economic
Analysis. In the second quarter, real GDP increased 3.1
percent. The increase in real GDP in the third quarter
reflected positive contributions from personal consumption
expenditures, private inventory investment and
nonresidential fixed investment. Global economic activity
is solidifying, with global growth projected to rise to 3.6
percent in 2017 and 3.7 percent in 2018, according to the
October IMF World Economic Outlook.
Meanwhile, the Oregon economy has begun to slow
from the full-throttled rates of growth as it approaches
full employment and transitions down from peak growth
rates. These stabilizing employment growth rates are
accompanied by positive wage growth.
In addition to strong market fundamentals, surveys of real
estate industry professionals provide positive projections.
The NAIOP CRE sentiment index, which is a survey of
commercial real estate developers, owners, and investors
intended to project general conditions in the commercial
real estate market, reported cautious optimism regarding
the next 12-months, with overall conditions expected
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to improve over the next 12 months, although growth is expected to decrease from
the feverish six month pace. High rent growths, cap rate compression and continued
refinancing of long-term loans at lower interest rates are among the key positive trends
from the survey. Key concerns identified include increasing construction labor and
material costs, and geopolitical uncertainty. Some survey participants expect a maturing
market cycle, although demand isn’t expected to change over the 12 month horizon.
Figure 1: Gross Domestic Product, United States, Annualized Percent Change,
2005–2017 Q3

Source: Bureau of Economic Analysis (blue bars) and Wall Street Journal Economic Forecasting Survey (orange
bars)

EMPLOYMENT
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In September, Oregon’s nonfarm payroll employment dropped by 3,800 jobs, according
to the State of Oregon Employment Department, partially caused by 3,700 job loss in
the leisure and hospitality industry from seasonal post-summer transition offsetting a
spike in June and July employment increases. However, Dr. Thomas Potiowsky cautions
that this dip could be a potential correction of the exorbitant 7,000 average monthly job
gains between February and July and might correct once year-over-year numbers are
benchmarked. The Oregon unemployment rate continued a strong yearly performance,
with the September rate of 4.2 percent significantly below the 4.9 percent September
2016 rate. The Oregon unemployment rate closely aligns with the national unemployment
rate of 4.2 percent. The Portland metro unemployment rate ticked up slightly to 4.3
percent in September, a gradual increase from a record low 3.5 percent during Spring
2017.
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Figure 2A: Unemployment Rate, Oregon and United States, 2013-2017 Q3

Source: State of Oregon Employment Department

Figure 2B: Unemployment Rate Change, Portland MSA and Oregon,
Jan 2014-September 2017

Source: State of Oregon Employment Department
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Figure 2C: Unemployment Rate, Portland MSA, Oregon and United States, Jan
2008-September 2017

Source: State of Oregon Employment Department

Figure 3: Labor Force Participation Rate, United States, 2007-Sep. 2017

Source: Bureau of Labor Statistics

CONSTRUCTION
CONSTRAINTS

The source of greatest concern identified in the NAIOP CRE survey was construction labor
costs, with the -2.43 score the greatest negative ever recorded in the CRE index. This
large negative score indicates expected increasing construction costs amidst continuing
labor shortages. Analysis by Walsh Construction found a severe shortage of both skilled
and unskilled construction labor in the Portland market is an acute local problem that
isn’t reflected in national cost index surveys . This shortage is a result of Portland being
one of the fastest growing markets in the country that has created an imbalance between
supply and demand, and will be perpetuated over the next four-year cycle as the rapid
entitlement increase in projects vesting before Portland’s inclusionary zoning rules took
effect. National cost indexing surveys are indicating a 4-6 percent increase in the building
construction market, with the Portland market experiencing a 10-15 percent price
escalation in the multi-family market during the first six months of 2017. This rapid price
escalation can potentially dampen real estate growth and perpetuate an acute supply and
demand in balance with continued employment and economic growth .
Ed Sloop, chief cost estimator for Walsh Construction, identifies the labor shortage as a
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result of unprecedented spike in construction demand coupled with severe labor drain
that occurred during the great recession. “This perfect storm has created a market
imbalance that has slowed project construction timelines as skilled labor is less and less
available.” However, according to Mr. Sloop, price estimates in the past three months
have begun to stabilize from the unprecedented cost escalation seen in first six months of
the year. If cost estimates continue to stabilize as more data becomes available, this will
have a big positive impact on the real estate market’s growth potential.

LOOKING AHEAD

Projected global growth is strengthening due to notable pickups in investment, trade and
industrial production, combined with stronger global business and consumer confidence.
The Oregon economy is gradually moving from full-throttle growth to a maturing market
cycle, although increased construction labor constraints present a future potential barrier
to continued growth projections.
The Oregon Office of Economic Analysis analyzed new census data to determine Portland
has ranked fifth best among the nation’s 100 largest metros in both high-wage job
growth and educational attainment increases. Today, 40 percent of Portland’s workingage population holds a college degree, a six percentage point increase in the past
decade, reflecting key industry shifts towards scientific, technical and medical fields. This
continued high-skilled, high-educated labor force will help sustain continued growth in
the Oregon and Portland metro economies.
The Urban Land Institute Emerging Trends reports that industry insiders expect a modest
decline in going-in cap rates due to conservative lending practices, an extended real
estate cycle, and low premium levels. The ULI survey identifies land and construction
costs as the top real estate development issue, with construction labor shortages pushing
up the development time on projects and impact projected financial returns. Addressing
the labor shortage by encouraging high school graduates to pursue construction
management careers, funding technical skills programs, and supporting labor unions
will be vital for the real estate industry to address the labor shortage and allow on-time
project deliveries to meet critical demand.
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