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Presenter Notes
Presentation Notes
What we do
Monitor CO and US economies as they relate to state revenue streams in order to tell the legislature how much they are going to have to spend
Here, the economic outlook with updated data – we are in the process of completing the June forecast now

Since early 2025, we have seen some significant developments shifting the economy:
Federal policy shifts – federal workforce, immigration, tariffs, tax policy, spending policies,
And now the conflict in Iran
And the acceleration in AI investment and usage

We are seeing an economy on “stilts” 

-increasingly bifurcated – or k-shaped – economy – with households with lower incomes and small businesses seeing deteriorating conditions and higher income households and larger businesses doing pretty well

   -job gains slow to crawl
  - wages no longer keeping pace with inflation
   -but consumers keep spending, even as consumer sentiment drops to its lowest level on record

-For businesses, downward pressures on investment was offset by increasing AI-uptake

Concentration of growth within pockets of the economy leave the US and state economy particularly vulnerable to external shocks not assumed in our baseline forecast, with any fruition of those downside risks likely leading to a recession

“Zandi’s own research has turned up some stunning results, notably that in the second quarter of 2025 the top 10% of wealthiest Americans were responsible for a whopping 49% of consumer spending. That means the economy has grown so lopsided—or K-shaped—that the richest Americans are responsible for half the economy. The K-shape is creating the illusion in economic data that despite sticky inflation and tariff-related sticker shock, consumer spending remains “resilient.” https://fortune.com/article/what-is-k-shaped-economy-wealth-inequality-explained/ 



The U.S economy is expected to continue expansion
at a slow-to-moderate rate

Real U.S. Gross Domestic Product Annual Growth
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GDP – The Big Picture

The economy has been growing at rates consistent with a moderate economic expansion over the past several years

After slowing to 2.1% growth in 2025, GDP growth is expected to increase to 2.2% in 2026, before slowing to 1.7% in 2027 and 2.1% in 2028. 

Q1 growth stands at 1.6%

2026 growth will be supported by increases in federal spending, some as a result of the historically long federal government shutdown in 2025 that weighed down growth, some from the conflict in Iran

Increasing AI investment expected to continue to boost overall business spending

Consumer spending, which accounts for roughly 70 percent of GDP, will continue to grow but at a slowing rate through the forecast period, as the ongoing weak labor market weighs on household finances and disposable income

Data indicate that lower income households are already tightening their belts, spending less, and changing the products they buy so it’s really higher income households keeping the economy afloat right now. 




Slow employment growth expected to continue
In the state and nationwide

Nonfarm Employment Growth
Year-over-year percent change
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Following a year of net job losses in 2025, Colorado employers added a net of 8,400 jobs in 2026 through April, bringing year-over-year employment growth to 0.1 percent. Revised data indicate that employment declined by almost 12,000 jobs in 2025, or an average of 0.3 percent, a significant divergence from employment nationwide, which grew by an average of 0.5 percent over the same period. 

Average monthly job gains of 2,100 year-to-date in 2026 are below pre-pandemic gains of 5,000 jobs per month in 2018 and 2019, indicating employers remain reluctant to hire as federal immigration and trade policy, as well as the conflict with Iran, contribute to an uncertain business environment.

employment growth for both the state and the nation is expected to remain historically low, but to slowly accelerate over in 2027 and 2028


Pre-pandemic US: 1.3%
Pre-pandemic CO: 2.2%
Aside from the pandemic, this is the slowest growth since 2010


CO Unemployment rate holds steady as the labor
force shrinks

Index of Civilian Labor Force Unemployment Rate
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Despite slow employment growth, Colorado’s unemployment rate has held steady as Colorado’s labor force has registered sustained declines in recent months, a notable shift that historically occurs only during a significant economic downturn or disruption such as the pandemic and Great Recession.
A shrinking labor force depresses the unemployment rate because there are less job seekers, whether they’re discouraged or have moved away, so they are no longer being counted as unemployed
A low unemployment rate may mask underlying weakness in the economy as demand for labor lessens while supply becomes more constrained as workers leave

Year-over-year through April 2026, the CO labor force was down 1.5 percent, or almost 50,000 workers
This likely reflects the impacts of long term and short term factors
Long term, the aging of the population is expected to weigh on the labor force
Short term, impacts from federal immigration policy, affordability concerns in the state, lackluster jobs and wage growth, and strong returns in equity markets also keep workers out of the labor force

These factors are expected to continue to weigh on labor force growth and the labor force participation rate – which fell to 661. percent in April – its lowest level on record dating back to 1976 outside the pandemic

Along with productivity growth, labor force is the key factor in long term economic growth




An aging population will challenge

Colorado’s labor force

Colorado Population by Age and Gender
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Colorado’s labor market will continue to face long term headwinds from demographics
Age structure of the population
Becoming more top-heavy, with growth picking up especially among those 75 and over
RHS – prime age pop as share of total pop – levelling off, but an increased share of older Coloradans for that workforce to support
Not only does an aging population constrain the workforce and LFPR, it means shifts in spending and health care needs that impact the types of jobs and services that will be needed 
Older people also pay less income tax – so aging impacts both spending and revenue for state and local governments
Largest percent of population 65 plus in counties in Eastern Plains, SW Mountains, San Luis Valley, 



Year-over-Year Change
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Job gains are not widely distributed across industries

Only 2 supersectors who year-over-year job gains

Employment growth has become increasingly concentrated in health care and social assistance, which is propping up the labor market and more than offsetting declines elsewhere in the labor market.

Colorado would have lost over 15,000 jobs without education and health care

We expect this growth to be less cyclical and more a reflection of the nation’s aging population paired with increasing prevalence of chronic disease.

The second sector with job gains was construction – this was likely an impact of the unusually warm and dry winter and spring in CO. 

Persistent weakness outside these two supersectors points to a vulnerable labor market and will weigh on job growth moving forward



Employment gains in health care reflect demographic
shifts and offset broader weakness

Year-over-year Level Changes to U.S. Nonfarm Employment
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Employment growth has become increasingly concentrated in health care and social assistance, more than offsetting net declines elsewhere in the labor market.

We expect this growth to be less cyclical and more a reflection of the nation’s aging population paired with increasing prevalence of chronic disease.

Leaves labor market very vulnerable to external shocks and are not expecting employment gains to be broad-based but rather concentrated in industries such as health care and social assistance


®
Non-cyclical growth in health care spending buoys

national consumer spending

Year-over-Year Level Changes to U.S. Personal Consumption Expenditures
Billions of Dollars
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Spending on services has been driving growth in consumer spending overall, and a large portion of that spending has been on health care.

Health care services account for about 17% of consumer spending but nearly 30% of growth in consumer spending, growing at an accelerated pace compared to spending on other services.

We expect this growth to continue, while consumption slows elsewhere as those deteriorating household finances weigh on consumers, particularly lower-income folks and those without stock holdings.


Wage growth is not keeping pace with inflation

Nominal Hourly Wage Growth by Wage Quartile

Year-over-Year Percent Change, 12-Month Moving Average
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Real U.S. household savings are declining as
consumer confidence plummets

Historical Personal Savings Rate Consumer Sentiment Index
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The personal savings rate, which measures the % of disposable income that is saved rather than spent declined to 3.6%, down from the 5.5 percent in April and below the historical average. 

A declining savings rate signals that a weak labor market continues to impact household purchasing power, causing households to spend a higher percentage of their incomes. 
 �With wage and employment growth to be relatively slow in the near-term, this is a trend we expect to continue and weigh on consumer spending

On the right is the University of Michigan Consumer Sentiment Index

As you can see, consumer confidence has really declined across 2025 and 2026 and is now at its lowest point in 26 years, including during the great recession and the pandemic. 
Consumer confidence can be a leading indicator of economic activity if it indicates that consumers are pulling back in the face of uncertainty
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Credit card delinquencies are rising nationwide

U.S. Serious Delinquency Rates by Loan Type
Percent of Loans
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Another sign of strapped household finances – and a bifurcated economy, the delinquency rate on credit card debt continues to climb, sitting at 13.1 percent, the highest rate in a decade and a half. 

Higher delinquency rates will result in lower credit scores, resulting in higher interest rates and less access to credit for those with already deterioriating household finances, will weigh on how much consumers can spend, especially for lower-income

HELOC = home equity line of credit, uses home as collateral and can borrow



Downward pressures on broader business investment

offset by Al-related investments

Gross Domestic Private Investment

Billions of Dollars

$5,000
$4,500
$4,000
$3,500
$3,000
$2,500
$2,000
$1,500
$1,000
$500
$0

Source: U.S. Bureau of Economic Analysis data through 2025. Data are inflation-adjusted to

N~
(@]
(@]
(V]

2008 N—

(o))
o
o
(QV

chained 2017 levels.

2070 N—

—
—
o
(q\}

20712 N——

mo<t
) wn . e
o O

AN AN

LN
—
o
(V|

O
—
o
o\

N~
—
o
AN

(o)
—
o
(Q\}

o O
—
o O
ANl A

— N n <
AN AN A
o O O O
AN AN AN

LN
A

o
o\

2025 Total
+2.0% Y/Y
$86.7 billion

2025 Software and
Information
Processing
Equipment

+15.4% Y/Y
+$198.9 billion

2025 Other
-3.7% Y/Y
-$112.2 billion



Presenter Notes
Presentation Notes
On the business side, downward pressure from wary consumers, record high tariffs, still-restrictive monetary policy, and stubborn inflation were more than offset by AI-related investments.

In 2025, Business investment on software and information processing equipment, which includes software and hardware investments in AI as well as other technology, grew nearly $200 billion while investment elsewhere declined by over $100 billion. AI-related investments will continue to support economic growth; while depressing demand for labor alongside high tariffs. 

We cannot parse out software and information processing equipment investments related to AI from other non-related
investments in this category. However, business purchases of AI software and hardware, including servers, graphics processing units, and networking would fall under these categories, and research from the Federal Reserve Bank of St Louis estimates AI investments in software accounted for somewhere between 10-30% of GDP.


https://www.stlouisfed.org/on-the-economy/2026/jan/tracking-ai-contribution-gdp-growth


Tariff payments expected to remain at historical highs

despite IEEPA tariff ruling

U.S. Tariffs Paid
Billions of Dollars
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Total U.S. tariffs paid increased over 240% in 2025, Since, the 
U.S. Supreme court ruled that the International Emergency Economic Powers Act does not give the president authority to levy tariffs, nullifying the 15 percent base tariff rate imposed on goods from all countries and the country-specific tariff rates, while Section 232 commodity-specific tariffs remain in place.

In its place, the president imposed a temporary 150 day 15% across-the-board tariff through Section 122, stacking on top of the Section 232 tariffs on lumber, steel, lumber, certain trucks, and semiconductors. The administration signaled its intent to keep tariffs at historical highs through other avenues such as Section 301, which allows the imposition of tariffs when an investigation finds foreign nations to be engaging in unfair trade practices and was most recently use to increase tariffs on imports from China in 2024. 

Smaller businesses are also expected to be the most impacted as they tend to have less budgeting flexibility and lower profit margins, limiting the ability to absorb tariffs indefinitely.

Therefore, while there is uncertainty over what goods and countries tariffs will apply to in the near future, our forecast continues to assume record high tariff rates weighing on business investment decisions,.

Whether a business decides to reduce capital and labor investments, absorb tariff costs, or passes them on to consumers will depend on the unique circumstances for each business. Businesses with local suppliers, contracts that require suppliers to cover the cost of tariffs, or that import goods from Mexico and Canada under the USMCA trade agreement will likely continue to be minimally impacted by evolving trade policy. In contrast, firms in industries such as construction, transportation, manufacturing, information, and automotive are expected to be the most vulnerable to higher input costs. 

The impact of tariffs on inflation is expected to be only moderate, though they are more likely to be passed through to consumers the longer tariffs remain high


Inflation hovers above target and expected to creep up in
2026

Headline CPI-U Inflation
Year-over-Year Change in Prices
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Inflation remains stubbornly above the Fed’s 2% target, and is expected to remain above 3.0% nationwide and higher for the state in 2026 compared to 2025 inflation rates before weakening consumer demand reduces inflationary pressure in the out years of our forecast.

Inflation risks are elevated due to the longer than expected disruption to the Straight of Hormuz due to the Middle East conflict. 


- Higher Inflation in the Denver area is expected to
continue through 2026

Denver-Aurora-Lakewood Consumer Price Index
Year-over-Year Percent Change in Prices
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Here we see some of the sources of inflationary pressure in the Denver area

You can see that housing inflation is creeping up again after abating in 2025 – but some of this is due to measurement problems related to the government shutdown 
You can also see that the transportation component went from a negative to a positive contributor to inflation in March

The Iran war will contribute to higher inflation through energy and food prices
In addition, AI is contributing to inflationary pressure – boosting prices for software, some electronics inputs and electricity
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Crude oll prices spiked beginning in March
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Oil prices are sharply up since the start of the Iran war, with spot prices rising from $71 per barrel in February to $117 per barrel on average in April.

Oil prices are expected to decline – but remain elevated compared to pre-conflict levels – but there are upside risks if supply disruptions continue and downside risks from weaker demand
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Federal Reserve cuts interest rates in 2025, but path
remains unclear

Effective Federal Funds Rate
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With inflationary pressures on the rise, the Fed is expected to pause rate-cutting – at least until the end of 2026 and maybe later; there is a risk that the Fed might actually raise interest rates if it seems likely that inflationary pressures are shifting long term inflation expectations or igniting a wage-price spiral that could become stagflationary. 


Colorado home sales and prices decline as
mortgage rates remain elevated

Home Price Indices Colorado monthly home sales
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Denver’s housing market has diverged from other cities since mid-2023 – with prices flat or falling in Denver and rising elsewhere.
Denver prices are down 1.9 percent through March 2026 (year-over-year) and up 1.4% in the 10-city composite (0.8 percent in the 20 city composite). 

The average 30-year fixed mortgage rate is up in May – to 6.44%

Higher interest rates continue to suppress the housing market, with home sales down by 1.3 percent year-to-date in the state. 



Housing permits up 7.7 percent through April

Colorado Residential Building Permits
Thousands of Units, Three-Month Moving Average
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The forecast anticipates a continued, slowing
expansion, with balanced risks more severe on the

downside
Downside Risks:

= Escalating conflict in Middle East disrupts oil supply and trade flows
for a more extended period of time

= Weak household finances impact consumer spending

= Al market correction

Upside Risks:
= Shift in trade policy
= Wealth gains from Al investment accelerate consumer spending

= |nflation eases, with monetary policy following
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Questions?

Elizabeth Ramey

Principal Economist
Elizabeth.Ramey@coleg.gov | 303-866-3522
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