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The economy in 2007 is unfolding very much as we predicted it would last September.  
Real gross domestic product (real GDP — the inflation-adjusted value of goods and services produced in the 

U.S.) expanded at a 1.7% annual rate in the first half of the year, with stronger growth in the second quarter 

resulting from a surge in nonresidential investment, national defense spending and exports. Consumer spending 

slowed sharply in the second quarter and residential investment declined for the sixth consecutive quarter. For 

all of 2006, real GDP expanded 2.9%. The growth rate in the first and fourth quarters of 2006 was revised down. 

Since 2003, real GDP has grown at a 3.2% annual 
rate, about 90% of what was earlier estimated. Both 
consumers and state and local governments spent less 
than originally reported. Consumer saving was also 
higher. The saving rate was revised up to positive 
0.5% for 2005 (originally reported as negative 0.4%) 
and positive 0.4% for 2006 (originally reported as 
negative 1.0%). The saving rate remained positive 
in the first two quarters of 2007. Personal income 
was 0.8% higher in 2006 than earlier reported, even 
though employee compensation was lower. 

The consumer price index (CPI-U) increased at a  
seasonally adjusted annual rate of 5.0% in the first 
half of 2007. Rising energy prices accounted for 
48% of the overall advance, while increasing food 
prices contributed another 17%. Excluding food and 
energy, which account for about 25% of the CPI-U, 
inflation averaged 2.3%. Falling apparel prices and 
a smaller gain in the cost of shelter accounted for the 
improved performance of what is referred to as core 
inflation. Consumer inflation for the first six months 
of 2007 relative to the first six months of 2006 was 
2.5%. For all of 2006, inflation was 3.2%.

The Treasury yield curve, as measured by the  
difference between the 10-year Treasury note and 
the 90-day Treasury bill, was inverted (the short 
rate was above the long rate) from August 2006 
through May 2007 and again in early August 2007. 
Each of the last 17 times the curve was inverted 
for four months or more, the economy slipped into 
recession. The Federal Reserve, worrying about 
both rising inflation and slowing job growth, has 
left short-term interest rates unchanged since June 
2006. The 10-year Treasury note has fluctuated 
between 4.5% and 5.3% over the last year, while 
the 30-year conventional mortgage rate has varied  
between 6.1% and 6.7%. Turmoil in financial  

markets and an accompanying flight to quality had 
pushed these rates down by late summer. The 90-day 
Treasury bill declined from 5.2% in February 2007 
to 4.6% in June, climbed back to 4.9% in July, then 
plunged below 3% in the mid-August financial crisis.

The Conundrum: The most puzzling element  
of the current expansion has been the seeming dis-
connect between job growth and the unemployment 
rate. Historically, slowing economic and employment 
growth pushed up the unemployment rate, while 
strong growth lowered it. During the job expansion 
phase of the 1980s, the economy created more than 
246,000 jobs a month. The unemployment rate, 
which peaked at 10.8% in the 1980-82 recessions, 
fell to a low of 5.2%. In the 1990s, the economy 
created over 240,000 jobs a month and the  
unemployment rate, which peaked at 7.8% in 
the 1990-91 recession, declined to 3.9%. From 
2003 through 2006 the economy created not quite 
122,000 jobs per month, half that of previous 
expansions. The unemployment rate peaked at 6.3% 
in the 2001 recession and in mid-2007, it was 4.5%, 
just above its recent cyclical low point of 4.4%. 
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Why are we having low unemployment even though 
employment growth is slow? Why are there so few 
reported layoffs in the residential construction sector 
when housing construction has been declining for  
18 months? No one is sure, but there are several 
possible explanations.

One is that undocumented workers are distorting  
both the employment and unemployment data. 
Some undocumented workers are not reported by 
their employers to the Department of Labor. If they 
have been laid off but have not actively sought 
work in the last four weeks, they are not counted 
as unemployed. This could account for the lack 
of reported job losses in construction. Although 
employers hoard workers initially when business turns 
down, it seems unlikely that residential construction 
employment has declined only 1.7% since it peaked in 
April of 2006, while home permits fell 14.7% in 2006 
and another 25.6% in the first half of 2007.

Another explanation may be that labor force  
participation rate (the proportion of adults working 
or actively seeking work) has been falling during  
this business cycle after rising steadily for 50 years. 
In 2000 it was 64.7%; by the first half of 2007 it 
was only 63.0%. In particular, fewer women and 
teenagers are in the labor force, as many as five  
million potential workers. If they began looking  
for jobs, the unemployment rate would be 1.5 to  
3 percentage points higher.

It also has been suggested that fewer jobs are 
being created than the employment data report. 
Employment by place of work includes estimates 
of jobs added at new small businesses less jobs lost 
when these businesses close. This estimate, which 
often exaggerates employment when the economy 
is slowing, accounted for more than half of the job 
gains last year. Jobs by place of residence, which 
come from a phone survey of households, show 
much less job creation in 2007 — 220,000 jobs in  
the first six months of 2007 versus 871,000 in the 
payroll survey.

All of this suggests that job growth, which is the 
single most important indicator of the economy’s 
health, may not be as strong as it appears at first 

glance. In June 2007, there were more people 
working part-time because they couldn’t find  
a full-time job than a year ago; there were  
more people holding multiple jobs; more people 
unemployed 15 weeks or more; and the average 
length of unemployment had increased.

The Economic Drivers: There are four  
components of economic activity — consumer 
spending (excluding housing), gross private domestic 
investment (including housing), net exports (what  
we sell abroad less what consumers and businesses  
purchase there) and government spending. Consumers 
account for about 70% of the total. For the last 
eight years, consumer spending has grown faster 
than economic activity. In 2001 and 2002, the 
recession and the first year of the recovery, rapid 
growth in consumer spending offset declines in 
investment and exports, lessening the impact of the 
recession. Consumers continued to increase their 
spending by taking on massive amounts of debt, 
despite the fact that employment declined between 
December 2000 and August 2003. 

In 2006, consumers accounted for 74% of  
economic growth, investment accounted for 16%, 
government accounted for 12% and net exports 
reduced the growth rate. This changed substantially 
in 2007. In the second quarter, as real after-tax 
income declined 0.8%, consumers reduced their 
spending on durable goods (those that last more 
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than three years) and imports, and increased their 
overall spending only 1.3%, one of the slowest  
rates of increase in the recent expansion. With high 
energy costs and rising payments on adjustable-rate 
and exotic mortgages, the consumer is less able to 
spend on other goods and services. At mid-year, 
casual dining sales and department store sales were 
down, and most retail sales categories declined 
between May and June.

Domestic investment (business spending on structures, 
equipment and inventories and consumer spending  
on housing) accounts for about 17% of economic 
activity. Corporate profit growth, which was at  
double-digit rates from 2003 through 2006, has 
slowed substantially. It seems unlikely that American 
businesses will increase their spending, given the  
current environment of slower profit growth and 
soft consumer spending. The housing slump is 
expected to last well into 2008.

The declining value of the dollar — down more than 
50% from its trading peak in early 2002 — has 
accelerated U.S. exports, adding 11% to GDP, and 
decreased imports, subtracting 17% from GDP. This 
is a plus for output growth. The dollar has fallen to a 
record low against the Euro and a 26-year low against 
the British pound. The OPEC countries, which price 
oil in dollars, have seen their purchasing power drop 
by one third because of the dollar’s decline. 

The “decoupling” of the U.S. economy from the 
rest of the world has become the latest buzzword. 
Opinion is divided as to whether the economies  
of other nations can continue to grow even if the 
U.S. slips into recession, which would boost U.S. 
exports and moderate the downturn, or whether 
their expansions also will come to an end. It has been 
pointed out that U.S. corporations have never looked 
better, while households have seldom looked worse. 
Economic prosperity abroad is the primary reason.

Government: Federal, state and local government 
spending accounts for 19% of economic activity. 
Growth in the second quarter was boosted by a 9.5% 
increase in national defense spending. There were small 
increases in state and local government spending. State 
and local government spending are constrained by tax 

revenues, since they generally must operate with a 
balanced budget. However, the federal government 
can borrow to maintain or increase spending and, in 
fact, has run a deficit in all but six years since 1970. 
The deficit was $195 billion in 2006.

The Threats: The major threat to the continuation 
of the economic expansion is the American consumer’s 
ability and willingness to continue to spend. Since 
1992, inflation-adjusted consumer spending has  
risen by at least 2.5% annually, providing a solid 
underpinning to 15 years of economic growth  
interrupted by only one brief recession. 

The consumer balance sheet is strong. In the first 
quarter 2007, households added $587.4 billion 
to their net worth, bringing it to $56.2 trillion. 
This was 5.7 times after-tax personal income. One 
troubling feature of the balance sheet is the decline 
in homeowners’ equity in real estate. In 2000, real 
estate comprised 23.4% of household assets and 
the equity in that real estate was 57.8%. By the 
first quarter 2007, real estate accounted for a much 
larger 32.8% of assets, but equity had declined to 
52.7%. Equity holdings (including mutual funds) 
have declined in value despite the stock market 
being at a record level, while holdings of corporate 
and foreign bonds have almost tripled.

The consumer’s income statement is a different 
story. The financial obligation ratio — the percentage 
of after-tax income devoted to consumer and  

CONSUMER BALANCE SHEET (2007:1) (billions)
                                  Assets  Liabilities  
Tangible Assets $27,086.3 $9,832.3 Home Mortgage     
Real Estate 22,843.9 2,412.7 Consumer Credit
Financial Assets 42,521.7 1,187.3 Other  
    Deposits 3,328.7    
    Debt 3,159.7    
    Equities  5,390.6    
    Mutual Funds 5,123.1    
    Life Insurance 1,173.9    
    Pension Funds 12,187.5    

TOTAL ASSETS $69,608.0 $13,432.3 TOTAL LIABILITIES

NET WORTH $56,175.7

Source: Federal Reserve Z.1.
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mortgage debt payments (or rent for non-home  
owners), auto lease payments, homeowner’s insurance 
and property taxes — has been above 19% since the 
second quarter 2005, a record high. Household debt 
grew 8.7% in 2006 and another 6.0% (annualized) 
in the first three months of 2007. Growth in  
mortgage debt is slowing and growth in other  
consumer debt is accelerating. 

There are three threats to consumer spending:  
falling housing prices, stagnant wage growth and 
rising interest rates. These affect both ability and 
willingness to spend.

Housing: The implosion of the housing market is the 
biggest threat to both ability and willingness to spend. 
A strong housing market with rising prices makes 
people feel wealthier, serves as a giant cash machine 
and creates jobs in construction and related industries. 
A collapsing market has the opposite effect. 

Between the beginning of 2002 and the end of the 
first quarter 2007, the value of owner-occupied 
housing rose $8.3 trillion, accounting for more than 
half of the gain in household net worth. Owners 
extracted over $1 trillion of equity from their 
homes during the recent housing boom. Although 
no one knows how much of that was used to  
sustain consumption, estimates run as high as 60%. 
In addition, the money withdrawn from home equity 
was used to pay off revolving credit balances, which 
could then be used for more spending.

By the middle of 2007, sales of both new and existing 
homes were declining. Prices have been flat to down 
for most of the last year and inventories have risen. 
The National Association of Realtors expects  
annual declines in the median sale price in both 
2006 and 2007, the first since they began keeping 
records 40 years ago. 

In 2006, subprime loans accounted for 24% of all 
mortgage originations and Alt-A mortgages (loans 
to buyers who don’t qualify for conforming loans) 
accounted for another 16%. Problems are rampant 
in these markets, with subprime lenders going  
out of business (more than 70 by June 2007), fore-
closures rising (up 58% through June) and credit 
availability in general tightening. Condoflip.com, 

the infamous web site where speculators could buy 
and sell yet-to-be-built Florida housing units, has 
shut down for lack of deals.

Rising mortgage rates are impacting adjustable-
rate mortgages (ARMs), which accounted for 91% 
of loans closed in 2006, including 21% that were 
interest-only for the first few years. Fully $1 trillion 
of these mortgages are adjusting to higher rates in 
2007 and 2008. This could be devastating to the 
homeowner. For example, an ARM taken out in 
2003 at 4.2% fixed for three years might have seen 
the principal and interest payment rise 25% in 
2006 and another 15% in 2007. This means that 
the monthly payment on a $240,000 mortgage would 
have risen from $1,171 to $1,699, an increase of 
$528 or 45% in two years.

Wage Growth: Wage and salary income accounts for 
about 56% of total personal income and is an impor-
tant determinant of the consumer’s ability to spend. 
In 2006, it increased 5.9%, the strongest growth since 
the final year of the last expansion in 2000. In the 
12 months ending in June 2007, employers’ costs for 
wages and salaries increased 3.4%, the most robust 
growth since 2002. After adjustment for inflation, 
after-tax personal income, which also includes rents, 
interest, dividends, proprietors’ income and transfer 
payments, fell in the second quarter. 

Interest Rates: All other things being equal, both 
current and future interest rates can be explained by 
looking at three factors: expected inflation, risk and 
some compensation to the investor for relinquishing 
the use of his money for a time. Historically, the  
latter, which is the real interest rate, has been 
3-3.5% per year. U.S. government securities are 
considered to be free of default risk, so a one-year 
Treasury bill would trade around 3% plus expected 
inflation for the year. Longer-term Treasury securities, 
although free of default risk, involve longer — and 
thus riskier — inflation forecasts. So, unless inflation 
is expected to decline substantially, the longer term 
the security has, the higher the interest rate will be. 
Mortgage debt involves some risk of payment default, 
so has a higher rate than government debt. Corporate 
debt is still riskier, with even higher rates. Junk debt 
is the riskiest and rates are substantially higher. 
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All economic analysis includes the implicit assumption 
“All other things being equal.” Analysts who forget 
that critical assumption are the ones who begin to 
talk about “a paradigm shift” and “this time it is 
different.” Those are perhaps the most dangerous 
words in analysis and forecasting. The market melt-
down underway in late July and early August, when 
this forecast was being prepared, confirms that this 
time it is not different.

When all other things are not 
equal, supply and demand curves 
shift and the price at which a 
particular quantity changes hands 
also shifts. Over the last few years, 
there was an important change 
that moved the demand curve for 
debt – huge purchases of Treasury 
and agency securities by a new 
player, foreign central banks hold-
ing dollar reserves they acquired 
to prevent their currencies from 
appreciating. As Americans buy 
more and more abroad, more dol-
lars flow overseas to be exchanged 
for local currency. Either the local 
currency appreciates in value — 
e.g., the Euro and the pound — or 
central banks intervene to prevent 
this from happening — e.g., most 
Asian countries — and end up 

with huge dollar holdings that they reinvest in safe 
government securities.

Although foreign central banks increased their 
holdings of U. S. Treasury securities between May 
2006 and May 2007 by $136.2 billion, most of 
the increase in foreign holdings, $575.3 billion, 
came from other sources. An examination of foreign 
purchases of various U.S. securities during the recent 
expansion shows both the rising importance of foreign 
investors and how the purchase mix has changed. 
Treasury purchases are about what they were in 
2002 and somewhat more than third of what they 
were in 2004. Agency/GSE (government-sponsored 
enterprise) purchases, on the other hand, have risen 
significantly, as has the purchase of corporate bonds 
and equities. 

Even more startling than the size of foreign holdings 
is the percentage of new issuance they consumed. 
In 2006, foreign investors, both government and 
private, purchased 67.9% of all Treasury, agency, 
municipal and corporate securities issued. The 
decline in Treasury and agency purchases relative 
to issuance is a major explanation of why rates 

FOREIGN HOLDINGS OF  
U.S. TREASURY SECURITIES
    (billions) May 2007

Japan $615.2
China, Mainland 407.4
Hong Kong 58.7
United Kingdom 167.6
Oil Exporters* 121.3
Other 1112.7

TOTAL $2,482.9

Foreign Official Holdings $1,447.8

 *  Includes Ecuador, Venezuela, Indonesia, Bahrain, Iran, Iraq, Kuwait, 
Oman, Qatar, Saudi Arabia, United Arab Emirates, Algeria, Gabon,  
Libya and Nigeria.

Source: U.S. Treasury.

FOREIGN PURCHASES OF U.S. SECURITIES (billions)
  2001 2002 2003 2004 2005 2006 

Treasuries  $   10.5 $ 138.9 $    276 $ 346.8 $ 287.1 $ 134.1  
Agency/GSE  103.7 112.3 3.1 109 157.1 226.3  
Municipal  0 3.5 8.0 6.5 4.0 4.0  
Corporate Bonds  195.4 147.5 220.8 259.5 330.4 430.4  
Corporate Equities  121.5 54.1 34 61.8 86.6 119.8 

TOTAL  $ 431.1 $ 456.3 $ 541.9 $ 783.6 $ 865.2 $ 914.6

Source: Federal Reserve.

PERCENT PURCHASED BY FOREIGNERS
  2001 2002 2003 2004 2005 2006 

Treasuries  -205.9% 54.0% 69.3% 95.9% 93.4% 73.0%  
Agency/GSE  16.2 20.5 0.5 92.8 312.9 65.2  
Municipal  0.0 2.2 5.8 5.0 2.1 2.2  
Corporate Bonds  30.7 26.9 33.6 30.3 35.0 40.8  
Corporate Equities  123.6 116.6 24.5 93.1 -56.7 -28.9 

TOTAL  28.8% 29.3% 28.5% 51.1% 64.3% 67.9% 

Note:  In 2001 there was a budget surplus, so there was no net new debt issued; in 2005 and 2006,  
there was no net issurance of corporate equities.

Source: Federal Reserve.
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rose, while foreign purchase of corporate equities 
accounts for much of the run-up in the stock market.  
It is likely that the mid-summer turmoil in the 
financial markets saw foreign investors move into 
Treasuries, with their lack of default risk, and out 
of riskier investments such as corporate bonds and 
equities. Other investors will follow suit, and the 
spread among various degrees of risk that narrowed 
dramatically in recent years as investors bid up the 
price of risky assets in their search for higher yield 
will return to a more normal configuration.

One importance change that will have a long-term 
impact on interest rates is the spread of sovereign 
wealth funds. These are funds created by govern-
ments to manage their holdings of official reserves at 
a time when they find themselves with more reserves 
than they think are required to ward off a financial 
crisis, such as a speculative attack on their currency. 
They continue to increase their holdings of foreign 
reserves to prevent their currency from appreciating, 
since that would hurt their export industries, but are 
no longer willing to settle for the risk-free low return 
they receive on safe government securities. The China 
Investment Corporation, created in 2007, will manage 
$200 billion of China’s $1.2 trillion in foreign  
currency reserves and will invest this more diversely 
and aggressively. Japan, which holds $909 billion, 
mostly in U.S. Treasuries, is discussing a similar  
strategy. A recent survey of central bank managers 
found that 47 of them, managing $1.5 trillion of the 
$4.7 trillion in official reserves, have changed their 
investment guidelines in the last year. Neither China 
nor Japan, with a total of more than $2 trillion of  
official reserves, responded to the survey. 

If experts are correct that investments in U.S. 
Treasury bonds by China, Japan and OPEC alone 
have reduced the 10-year Treasury bond rate by up 
to a full percentage point, higher government security 
rates are imminent once the current financial crisis 
is resolved. The change in investment strategy also 
could mean lower corporate bond rates and higher 
equity prices than would otherwise occur. The  
outlook for homeowners with adjustable-rate  
mortgages is for higher mortgage payments.

Falling home prices, stagnant income growth with 
a smaller percentage of the population in the labor 
force, high levels of debt and rising mortgage payments 
add to the stress American consumers are under. 
They hold the key to the outlook for the economy  
in 2008.

The 2008 Outlook: There are certainly some 
bright spots on the economic horizon. American 
manufacturers expect the industrial sector to expand 
in the near term. Respondents to a recent survey were 
especially bullish on the export outlook and reported 
rising backlogs of new orders. Strong economies in 
Europe and Asia are clearly a plus for U.S. companies.

Consumer confidence, as reported by the Conference 
Board, rose to its highest reading in nearly six years 
in July. However, it is interesting to note that the 
previous high was attained in August 2001, five 
months into the last recession. Because unemploy-
ment is a lagging indicator of economic activity, 
consumers are not the first to identify turning points 
in the economy. 

On the negative side, most forecasters have their own 
somewhat quirky indicators of how the economy is 
doing. Some of the most common are demand for 
rail, trucking and air freight, and orders for packaging 
materials (such things as cardboard boxes). All are 
signaling problems ahead.

The biggest unknown is how long the mid-summer 
meltdown of U.S. financial markets will last and 
how widely it will spread. The sooner the problems 
created by the recent development of structured 
credits, with the accompanying illusion that risk is 
eliminated by slicing it up and selling it broadly, are 
behind us, the sooner a period of solid economic 
growth will begin.

We still expect output growth (the change in real 
GDP) to average 2.1% for 2007. Last September, 
there were few economists expecting growth to drop 
this low. Among the 50 economists in the respected 
Blue Chip Consensus Forecast, only one was as  
pessimistic as we were. Today, the consensus  
forecast has been revised down to 2.0% growth, 
with 34 forecasts lower than ours. 
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In 2008, real GDP will increase only 0.5% as a 
recession accompanies the necessary corrections in 
the financial markets. The sooner this occurs, the 
milder the results. It is possible that the recession 
will occur in the second half of 2007 and the first 
quarter or two of 2008, and be less serious than if it 
is delayed. Perhaps a better forecast is that growth 
will average 1.5% for 2007 and 2008 combined, 
with uncertainty about the exact timing of the reces-
sion within that 24-month period.

The unemployment rate will average 4.9% in 2007, 
then rise to 5.0% in 2008. The worst of the decline 
in new construction will be behind us by the end of 
2007, with permits down 22.8% this year and 1.4% 
next year. Auto/truck sales, durable goods purchases 
that can easily be delayed a year or two, will be  
hurt by difficulty in obtaining credit and consumers’  
reduced discretionary spending ability, and will 
decline 2.4% in 2007 and 3.1% in 2008. 

Inflation and interest rates are the most difficult call 
in this uncertain environment. Falling housing costs 
and lower prices resulting from globalization will 
offset the impact of higher energy prices, keeping 

consumer inflation around 2.8% in 2007 and 3.0% 
in 2008. Depending on how long the financial turmoil 
and accompanying flight to quality continue, 10-year 
Treasury bond rates may be lower than we expected a 
year ago in 2007, then rise to average 5.0% in 2008. 
The conventional mortgage rate will rise as structured 
credits are unwound and mortgage credit is both 
more difficult to obtain and more expensive. The 
30-year conventional mortgage rate, which was 6.7% 
at the end of July, will average 6.5% for the year 
and 6.9% in 2008. The Federal Reserve will be slow 
to move short-term interest rates in either direction 
unless a serious need for global liquidity forces them 
to pour money into the system. The 90-day Treasury 
bill will average 4.7% in 2007 and 4.8% in 2008.

The odds of a deep versus a mild recession are now 
about equal, with very little chance of escaping a 
downturn altogether in the next 18 months. We  
continue to believe that there is a very small possibility 
of a serious global recession lasting two years or more. 
How quickly and completely the financial turmoil that 
was underway when this forecast was written ends will 
determine the outlook for the U.S. economy in 2008.

NATIONAL ECONOMIC INDICATORS
2006 2007e 2008f 05/06 06/07e 07/08f

Gross Domestic Product (billions) $13,194.7 $13,788.5 $14,215.9 6.1% 4.5% 3.1%

Real GDP (billions of 2000 dollars) $11,319.4 $11,557.1 $11,614.9 2.9% 2.1% 0.5%

Unemployment Rate 4.6% 4.9% 5.0% n/a n/a n/a

Housing Permits (million units) 1.84 1.42 1.40 -14.7% -22.8% -1.4%

Auto/Truck Sales (million units) 16.5 16.1 15.6 -2.4% -2.4% -3.1%

Consumer Price Index (1982-84=100) 201.6 207.6 213.5 3.2% 2.8% 3.0%

90-Day Treasury Bill Rate 4.85% 4.7% 4.8% n/a n/a n/a

10-Year Treasury Note 4.80% 4.8% 5.0% n/a n/a n/a

30-Year Conventional Mortgage Rate 6.41% 6.5% 6.9% n/a n/a n/a

n/a = not applicable     f = forecast
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The Colorado economy grew sluggishly in 2007, mirroring national economic performance. With 

the exception of the energy boom affecting the northwest quadrant of the state, and, to a lesser extent, Weld 

County and other agricultural counties involved in the “corn-for-ethanol” hysteria, the same factors driving the 

national economy are determining what is happening in Colorado.

The state’s Gross Domestic Product (SGDP) rose 
4.9% after adjustment for inflation in 2006, slightly 
above the 4.3% recorded in 2005. The value of 
Colorado’s output of goods and services reached 
$230.5 billion, ranking it 20th among the 50 states, 
just behind Arizona. Construction and real estate 
accounted for 19.4% of SGDP and government for 
another 11.5%. Mining was 5.5% and agriculture 
less than 1%. Colorado accounted for 1.75% of 
U.S. output and more than half of the output of the 
five-state Rocky Mountain Region (Colorado, Idaho, 
Montana, Utah and Wyoming). Although it was one 
of the slower growing states in the region, Colorado’s 
growth rate was the eighth most rapid in the U.S. 

Investment interest in Colorado was strong in the first 
half of 2007. Local companies raised more than $1 bil-
lion in initial public offerings (IPOs); more than three-
quarters of that was with a single company, National 
CineMedia, the nation’s fourth largest IPO. Venture 
capital investment in the second quarter was the highest 
in five years, $284.9 million, including the nation’s  
largest venture financing, FreeWave Technologies.

The State Demography Office revised its estimate of 
Colorado’s population up by 20,000 residents for 
2006, almost all from additional inmigration. Over 
4.9 million people are living in Colorado in 2007, with 
the state growing at a 2.0% annual rate. The Census 
Bureau, which uses slightly lower estimates, reports 
that 71.7% of the state’s population is identified as 

white, 19.7% as Hispanic and 8.6% as other minorities. 
Since 2000, the minority population has been growing 
over twice as fast as the white population. 

Employment grew 2.4% in 2006 and another  
2.0% through July 2007. Job growth slowed  
steadily throughout the first half of the year.  
The unemployment rate averaged 4.3% in 2006  
and was 3.8% in July of this year. 

The behavior of construction employment is as  
puzzling in the state as it is nationally. Construction 
employment peaked in June 2006, and then fell only 
3,700 jobs in the next 12 months. The job losses were 
concentrated in the specialty trades, down 3,000. 
Housing permits began declining in 2005, down 1.3%, 
fell another 16.4% in 2006 and dropped 27.0% 

COLORADO POPULATION GROWTH
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through June 2007. By comparison, housing permits 
declined 13.0% in 2002 and another 17.6% in 2003. 
During this downturn, Colorado’s construction industry 
shed 21,300 jobs and state employment declined 3.3%. 
Last year, Economy.com estimated that housing-related 
jobs account for over 13% of Colorado’s employment. 

Raising Colorado’s minimum wage by 33% to  
$6.85 per hour in January 2007 had the predictable 
effect on jobs. Businesses using low-wage workers 

report closing facilities, cutting hours, reducing staff 
and raising prices. 

The median family income (the midpoint with half 
above and half below) in Colorado, according to the 
2005 American Community Survey, was $62,480, 
11.9% above the national median. This was the 12th 
highest in the U.S. We ranked 36th in individuals below 
the poverty level, 11.1% versus 13.3% nationally, 
with 8.3% of Colorado families below the poverty 
level versus 10.2% nationally. More adults were at 
work in Colorado — 71.3% versus 65.9% nationally  
— and, with a median age of 34.7 years, we are 
1.7 years younger than the national average. 
Coloradans are well educated: 88.7% are college 
graduates (U.S. 84.2%) and 35.5% have a bachelor’s 
degree or higher (U.S. 27.2%).

State per capita income in 2006 was $39,186, 
108% of the national average and 113.1% of the 
Rocky Mountain Region average. This 4.1% gain 
was above the metro Denver inflation rate, providing 
a small improvement of 0.9% in the average standard 
of living. In 2005 (most recent data available), per 
capita income in rural Colorado rose more rapidly 
(5.6%) than in the metro areas (4.6%), although  
it was only 77.9% of the metro level, $30,141  
versus $37,510. 

Colorado ranks eighth among the 50 states in per 
capita income. Nevertheless, we were 38th among  
44 states in an Urban Institute study of work  
support programs for the working poor and 49th  
in support for higher education.

Consumer spending grew rapidly in Colorado over 
the last 16 months, with total retail sales up 8.0% 
in 2006 and another 9.7% in the first four months 
of 2007. Only about half of Colorado retail sales 
are taxable and taxable sales grew much more slowly, 
only 4.5% in 2006. As a result, sales tax revenue 
increased only 4.1%. Internet shopping is growing 
in popularity and non-travel online sales were an 
estimated 5.7% of retail sales nationally last year. 

As is true nationally, consumer spending growth in 
Colorado is being financed with credit. Coloradans 
have an average of $17,032 in non-mortgage debt 
and an average of 1.1 late payments, according to 
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the credit rating agency Experion. Over one-third  
of Coloradans have a monthly car payment of at 
least $500. Fourteen percent of the American popula-
tion has more than ten credit cards and the same 
percentage has used at least half of their available 
credit. Bankcard lending to subprime consumers has 
risen by 137% in the past four years. Only 37% of 
Americans report they pay the full amount of their 
credit card bill each month and 11% pay only the 
minimum. Only 13% have no credit cards.

Consumer inflation (CPI-U) in the Denver-Boulder-
Greeley metropolitan area averaged 3.6% in 2006, 
above the national inflation rate of 3.2%. This was 
the state’s biggest increase in the CPI-U since 2001, 
when local prices soared 4.7%. In the first six 
months of 2007, the local inflation rate was 2.5%.

Inflation in both durable and nondurable goods 
was higher in Colorado than nationally in 2006. 
The slower rise in housing costs and much lower 
increase in energy costs helped keep metro Denver 
inflation under control. 

Gasoline prices rose 12.8%, hitting consumers’ 
pocketbooks. Nevertheless, the share of people 
driving alone to work has increased since 2000, 
when gasoline was $1.50 a gallon; carpooling has 
dropped and the share of commuters using public 
transportation is unchanged.

The cost of living in metro Denver remains above the 
national average, but by less than it did a decade ago. 

In the first quarter 2007, living costs in Denver were 
102.5% of the national average, relative to 110.3% 
in 1999. Housing (110.8%), utilities (108.1%) and 
health care (102.3%) were above the national average, 
but groceries (99.2%), transportation (96.6%) and 
goods and services (97.1%) were below it. The cost 
of living in Grand Junction was above the national 
average, but it was lower in Colorado Springs, Fort 
Collins, Greeley and Pueblo. [The ACCRA Cost of 
Living Index measures relative costs between cities, 
not the pace at which prices are rising.] 
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Construction: The construction industry accounted 
for 6.2% of SGDP in 2006, a share that has been fairly 
constant since 1970, although it drops when the market 
is overbuilt (e.g., it fell below 5% from 1987 through 
1993). Construction employment has varied from 
a low of 4.2% in 1990 to a near cyclical record of 
7.4% in 2006. Small business is an important com-
ponent of Colorado’s construction industry: in 2005 
the state reported 19,153 construction establishments, 
with 92% employing fewer than 20 workers.

Housing is a very volatile sector of the Colorado 
economy. It is important not to forget how extreme 
the cycles are. 

During the 1970s, population growth in the state 
averaged 2.7% as the Baby Boom generation finished 
school and moved west. In 1973 alone, population 
growth was 4.7% and net migration to the state was 
more than 90,000, an all-time record. Driven by both 
real need and speculative anticipation, over 65,000 
housing units were built across the state in 1972, 
triple the figure four years earlier and still the all-time 
record. By 1975, overbuilding and a serious recession 
had caused a 75% plunge in permits. Housing activity  
then grew steadily except for a small dip during the 
1980-82 recessions to over 51,000 units in 1983, 
before declining 78% over the next six years.  
The level of construction activity reached in 1983  
was not surpassed until 2000. 

Today housing activity is in its third year of decline. 
It fell 30% from the 2001 peak (55,007 permits) 
through the end of 2006 and another 27% through 
June 2007. Multifamily construction remains the 
most volatile part of residential building, down 51% 
in 2003, up 39% in 2006, then down 29% through 
the first six months of 2007. The value of residential 
construction contracts has fallen as the number of 
units has declined, down 14% in 2006 and another 
16% in the first half of 2007. 

Single-family home sales in metro Denver fell 5.1% 
in 2006 as the number of days on the market rose 
15.5% to 97 and the inventory increased 20.5%.  
The median sales price was essentially flat at $247,500 
in December. Through June 2007, sales and inventories 
were flat and the median price of $263,000 was down 
year-to-date but up for the month. Days on the market 
continued to rise, up 12.5% to 108. Condo/townhome 
sales were flat through June, after falling 6.1% in 
2006. Inventories declined slightly after rising  
6% last year and the median price of $263,000 was 
0.5% above June 2006. Because sales incentives such 
as a furniture or upgrade package are not deducted 
from the sale price of a home, price declines are  
probably understated in a soft housing market such  
as exists in 2007.

In Colorado Springs, existing single-family homes sales 
were down 13% through July, after falling 10.2% in 

COLORADO HOUSING PERMITS (% change)
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2006. The July inventory was 21.4% above July 2006 
and the median sales price was up 2.5% to $219,900. 
Condo/townhome sales were off 13.1% on top of a 
7% decline in 2006. The inventory was up 30.7% and 
the median price of $147,450 was up 4.4%.

Colorado ranked 37th in home-price appreciation 
in the 12 months through the second quarter 2007, 
according to a government survey that avoids the 
distortions in Board of Realtor data that are skewed 
by the type of home that sells. The Office of Federal 
Housing Enterprise Oversight found that Colorado 
had a one-year price appreciation of 2.95%, a five-year 
gain of 20.21% and a 268.64% increase since 1980. 
Five Mountain Region states – Utah, Idaho, Montana, 
Wyoming and New Mexico – were among the top six, 
with one-year price appreciation ranging from 8.42% 
to 15.28%. Nationally, home prices rose 3.19% for  
the year, 50.76% for five years and 309.4% since 1980.

Colorado’s foreclosure rate ranked second in the 
nation through mid-year, up 9%. More than 19,400 
properties in Colorado were subject to some kind of 
foreclosure action in the first six months of 2007. 

The Colorado apartment vacancy rate was healthy 
across most of the state, averaging 7.2% statewide 
at the end of the first quarter. It was 7.1% in Denver 
and 11.4% in Colorado Springs, falling to 6.2% and 
9.6%, respectively, at the end of the second quarter.

The nonresidential sector is another volatile sector 
of the state’s economy. Colorado faced its biggest 
problems from 1981-1990, when contract value 
fell almost every year, down 64% after adjustment 
for inflation. Real contract values grew during the 
1990s, rising 192% between 1990 and 1999 and 
have fallen 3.9% since then.

The value of nonresidential construction contracts 
in Colorado totaled $4.31 billion in 2006, up 2.1%. 
This was a record high in nominal (non-inflation-ad-
justed) terms and close to the inflation-adjusted val-
ues of 2005, 1999 (the record) and 1981. Through 
June 2007, contract values fell 3.4%. 

The value of retail and office contracts fell in 2006, as 
did health facilities, warehouse and manufacturing  
plants. The gains were recorded in hotel, public 
buildings and miscellaneous. In 2007, gains in retail, 
office, warehouse, health care and public buildings 
offset declines in most other sectors. 

Commercial vacancy rates are very low in Colorado 
Springs and low in all sectors except offices in metro 
Denver. At the end of the second quarter, Denver and 
Colorado Springs reported, respectively, office vacancy 
rates of 15.8% and 7.7%, retail vacancy rates of 
6.4% and 7.0%, and industrial vacancy rates of 6.2% 
and 6.7%, according to Ross Research Services and 
Turner Commercial Research, respectively.

NON-RESIDENTIAL CONTRACTS (% change)
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Nonbuilding contracts (roads, utilities, etc.) soared 
66% in 2006, and then fell 63% in the first half of 
2007. Electric power and heating system contracts 
accounted for most of the huge variation.

The Significant Few: Economic growth is  
driven by the sectors of the economy that bring  
new dollars into the state. These sectors are the  
ones selling goods and services outside of Colorado. 
They include goods industries like manufacturing, 
agriculture and mining and service industries like 
tourism and some health and educational services. 
In addition, many business services such as consulting 
are sold beyond Colorado’s borders.

Manufacturing has declined in importance over the 
last four decades. In 1970, it accounted for 14% 
of the state’s gross domestic product and provided 
15.8% of the jobs. It declined slowly in relative 
importance to 12.4% of SGDP in 1990 and 12.7% 
of the jobs. It then plunged to 6.5% of SGDP and 
6.6% of the jobs in 2006.

Agriculture has followed a similar pattern. In 1970 
it was 4.3% of SGDP, fell to 2.5% in 1990 and was 
only 0.8% in 2000 and 2006. It provided 6.4% of 
state jobs in 1970, but only 1.8% in 2006. In 2005 
(most recent data available), Colorado had 30,500 
farms covering 30.7 million acres, about 46.5% 
of the state’s 66.6 million acres. The total value of 
agricultural products sold was $4.53 billion ($3.3 
billion of livestock and $1.2 billion of crops), ranking 
the state 16th among the 50 states. Farm income net 
of production expenses was $367.35 million, an 
average of $11,715 per farm. The average age of 
the principal operator was 55 years, well above the 
state median age of 34.7 years.

Colorado is caught up in the corn-for-ethanol 
excitement and in 2007 1.25 million acres were 
planted in corn. Corn production has risen fairly 
steadily since the mid-1960s, when it had fallen to 
less than 500,000 acres from more than 2.5 million 
planted in the early 1930s, peaking at 1.35 million 
acres in 2000. In 2006, corn prices reached  
$3.25 a bushel, close to its peak in the mid-1990s. 
Higher corn prices are raising the price of meat and 
sweeteners and food prices are climbing.

In western Colorado, fruit production fell in 2007 as 
a result of a hard frost in April. Peach, pear and apple 
production were down 20% to 80%, dependent on 
location. Fruits, nuts and berries accounted for $15.74 
million of the state’s agricultural production in 2005. 

The mining industry’s importance varies with the price of 
Colorado’s energy and mineral resources, primarily gas, 
oil and molybdenum. In 1970 it was 2.5% of SGDP, 
spiked to 5.7% in 1980, fell to only 1.6% in 2000, 
then spiked again to 5.5% in 2006. In 1970 mining 
jobs were 1.9% of Colorado’s total, rose to 2.9% in 
1980 and were 0.9% in 2006, up from 0.6% in 2000. 
Productivity in mineral extraction has risen significantly 
in four decades. It took more than 36,000 workers to 
produce $2.19 billion of SGDP in 1980, but less than 
21,000 to produce $12.8 billion in 2006. 

Natural gas is the state’s most valuable energy 
resource. It was valued at $7.2 billion in 2006, 
down 11.5%, followed by crude oil, up 15.1% to 
$1.3 billion, and molybdenum, down 3.9% to $982 
million. The total value of the energy and minerals 
produced in Colorado in 2006 was $11.61 billion, 
down 4.6% from 2005.

The price of uranium rose from $7.10 a pound at 
the end of 2000 to $138 a pound in June 2007, then 
dropped back to $120 a pound in early August. 
This has encouraged exploration in the Uravan 
Mineral Belt in Mesa, Montrose and San Miguel 
counties in western Colorado. Most of the nation’s 
uranium processing mills have closed, but plans are 
being developed for a new mill in Montrose County. 

The Federal government authorized five 10-year oil 
shale leases for research and development in western 
Colorado in November 2006, the first in 20 years. 
Almost two trillion barrels of oil are believed to be 
trapped in rock in the Green River Basin of Colorado, 
Wyoming and Utah, more than three times the proven 
reserves of Saudi Arabia. The last oil shale boom 
ended in 1982 when Exxon closed a $5 billion project 
east of Grand Junction, laying off 2,200 workers. As 
a footnote, Royal Dutch Shell, which leased three of 
the 160-acre sites, has withdrawn its application to 
build a pilot project, which included plans to drill 200 
wells and employ 600 workers.
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Towns in western Colorado are booming as a result 
of the increased mining activity. Grand Junction, the 
regional trade center, experienced 5% employment 
growth, 17.8% retail sales growth and 4.6% housing 
permit growth in 2006. In June 2007, the unemploy-
ment rate was 3.2%, but new home construction was 
constrained by the lack of available land. The median 
single-family home price has risen 52% in the past 
four years. The population of Rifle, the county seat of 
Garfield County and closer to the natural gas drilling 
activity, is up an estimated 42% since 2000, and the 
average home price is above $300,000.

The Federal government is another sector that brings 
dollars into Colorado, although we also send significant 
dollars out of the state in Federal taxes. Federal  
government employment has declined fairly steadily 
since 1970, providing 6.0% of state jobs then, but 
only 2.3% today. The Federal civilian sector accounted 
for 4.7% of Colorado SGDP in 1970 and 2.4% in 
2005. The military accounted for 4.0% in 1970 and 
1.5% in 2005. [Note: 2006 data not yet available.]

The military is particularly important to the Colorado 
Springs economy, the site of five military bases – Fort 
Carson, the U.S. Air Force Academy, Peterson and 
Schriever Air Force bases and the North American 
Air Defense Command. There are 32,000 active-duty 
military in El Paso County and another 15,800 civil-
ians employed by the military. By 2010, there will be 
8,000-10,000 additional soldiers at Fort Carson, plus 
an estimated 12,000-15,000 dependents. Much of the 
growth is expected to occur in 2008, although it is 
already underway. In addition to active-duty military, 
about 19% of the county’s population are civilian  
veterans, well over the national average of 10.9%.

Tourism is traditionally described as the Colorado’s 
second or third largest industry in terms of bringing 
new dollars into the state. However, because it is not 
a separate sector in the SGDP accounts or employment  
data, it is difficult to measure its precise size and 
importance. Most studies of tourism’s impact rely on 
data from Longwoods International, which reported 
that 26.9 million overnight visitors came to Colorado 
in 2006 and spent $8.9 billion. This was a 4% 
increase in visitors and an 8% increase in spending 
over 2005. Almost half of the visitors (11.7 million) 

spent time in Denver, spending $2.76 billion, up  
over 13% from 2005. In Denver, 22% were business 
travelers, who spend more than leisure travelers.

Nationally, tourist spending adjusted for inflation 
rose 2.3% in the first quarter 2007 after growing 
2.5% in 2006. Travel is primarily a discretionary 
expenditure and its growth has slowed steadily since 
rising 5.9% in 2004. 

Higher gasoline prices appeared to be affecting tourist  
spending in the state’s drive-market, but overall 2007 
should be a good year for the tourism industry.  
Skier days reached a new high of 12.56 million in the 
2006-07 season. The state recorded a record 23% of 
the national ski market. The statewide hotel occupancy 
rate averaged 63.2% for the first half of 2007, up 
from 61.5% in the first half of 2006 and 62.4% for 
all of 2006. The average daily room rate rose 9.9% to 
$126.27, according to the Rocky Mountain Lodging 
Report. Colorado casinos paid a record $112 million 
in gaming taxes on $798.97 million in adjusted gross 
proceeds (amount wagered by bettors less payouts by 
casinos) in the fiscal year that ended June 30. Since 
inception in 1992, Colorado casinos have paid $1.14 
billion in taxes on $8.33 billion in AGP. 

International trade is an important part of Colorado’s 
economy, although it isn’t accounted for as a distinct 
category in SGDP or employment data. It spans 
a broad array of industries but is concentrated in 
advanced-technology manufacturing and agriculture. 
International tourism is a significant component; it 
accounted for 8% of skier visits in 2006-07. 

International trade has soared in importance in the 
U.S. economy in the last 40 years. It now accounts for 
a third of domestic economic activity ($2.2 trillion of 
imports and $1.5 trillion of exports in 2006), up from 
only 10% in 1967. Services accounted for 29.8% of 
all exports last year and 15.7% of all imports. Forty 
percent of revenues earned by U.S. manufacturers 
come from sales abroad. 

Colorado exports totaled $7.96 billion in 2006, up 
17.3%. Canada was the state’s top export destina-
tion, with 23.2% of volume, followed by Mexico 
(12.8%), Taiwan (8.9%), China (7.3%) and Japan 
(5.0). The American Electronics Association reported 
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that Colorado ranked 11th with $4.3 billion in 
advanced technology exports, up 16% over 2005.

Export growth softened in the first five months of 
2007, down 1.9% to $3.1 billion, according to 
WISERT Trade. The largest declines were in computer-
related parts and peripherals and in telecommunica-
tions equipment. Exports fell to four of Colorado’s five 
major trading partners, but rose 9.4% to Mexico.

2008 Outlook: With the exception of the energy 
counties in northwest and north central Colorado, 
the state’s economy will mirror that of the nation 
in 2008. Employment growth in 2008 will slow 
to 0.5% or 11,500 jobs, after expanding 1.5% or 
35,000 jobs in 2007. The unemployment rate will 
rise to 4.8%, as the recession deepens.

Colorado’s population will pass the five million mark 
in 2008, up 2.1%, as inmigration increases to 63,000. 
If job growth slows rapidly in the second half of 
2007, the population forecast may be a bit optimistic.

Per capita personal income will rise 2.9% to $41,976, 
below the metro Denver inflation rate of 3.1%.  

The lack of growth in real (inflation-adjusted) 
income, along with rising mortgage payments, will 
cause consumers to reduce the pace at which they 
spend. Total retail sales will rise 3.9%, well below  
the 7.6% gain in 2007.

The worst of the housing recession will be behind 
us by the end of 2008, with permits falling another 
7.1%. Multifamily housing will join single-family in 
the decline. The value of nonresidential contracts will 
contract 13.9%. With fewer houses there will be less 
need for new retail centers and rising office vacancy 
rates will discourage new office construction.

Because Colorado has not experienced the speculative 
home-price appreciation that has taken hold in other 
parts of the country, the recession will not be as 
deep here as in some other regions. However,  
with the exception of the Grand Junction market 
region, which will grow as long as drilling activity 
continues, Colorado will follow the U.S. economy 
into recession and remain there until the national 
recovery gets underway. 

For more information about the economy, visit www.coloradoeconomy.com or contact Dr. Tucker Hart  
Adams, Chief Economist, Rocky Mountain Region, U.S. Bank, at tuckhadams@aol.com or 303/329-9218.

COLORADO ECONOMIC INDICATORS
2006 2007e 2008f 05/06 06/07e 07/08f

Population 4,815,289 4,909,989 5,013,789 2.0% 2.0% 2.1%

Net Migration 52,346 54,000 63,000 n/a n/a n/a

Nonagricultural Wage and  
    Salary Employment

2,278,800 2,313,000 2,324,500 2.4% 1.5% 0.5%

Unemployment Rate 4.3% 3.9% 4.8% n/a n/a n/a

Personal Income (billions) $186.3 $197.6 $207.5 6.5% 6.1% 5.0%

Per Capita Personal Income $39,186 $40,793 $41,976 4.5% 4.1% 2.9%

Retail Sales (billions) $133.5 $143.5 $149.2 8.0% 7.6% 3.9%

Housing Permits (number of units) 38,343 29,435 27,651 -16.4% -18.6% -7.1%

Nonresidential Building Contracts (millions) $4,310.2 $4,193.8 $3,610.9 2.1% -2.7% -13.9%

Denver-Boulder Consumer Price Index
    CPI-U (1982-84=100)

197.7 203.2 209.5 3.6% 2.8% 3.1%

n/a = not applicable     f = forecast


