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Quarterly Updates and Estimates
 Volume 1, Number 2, October 2002
   Fred Crowley - Senior Economist

Update on the Economy

The Colorado Springs economy appears to have turned
sideways or slightly down from a stronger showing
earlier this year.  The local trend is consistent with the
pattern in the national economy.  Local good news has
included a continued decline in unemployment and
stronger than expected single-family housing construc-
tion.  However, single-family construction is expected
to decrease in the near term.  New job announcements
have been slow in coming and have not been at
comparable wage and salary levels to the positions we
lost over the last 18 months.   Net in-migration is
expected to be positive but perhaps only 50-60 percent
of levels realized during the last ten years.   Strong
gains in new jobs are needed to help create the
demand for new housing, be it trade-up ownership
among local residents or new purchases by people
moving to the area for employment opportunities.
Mortgage rates are expected to rise in the near future.
If rates rise, some entry-level homebuyers will not be
able to afford the monthly payments and will be
effectively priced out of the market.  All-in-all, the short-
term outlook for our economy is weak to slightly down
for the next three to six months.

The economics of water rights and delivery are becom-
ing real issues throughout the state.  Despite having
rights to water resources, Colorado Springs Utilities is
having a difficult time arranging sufficient delivery to our
growing region.  It is estimated that delivery capacity is
adequate for approximately five years of growth.  After
five years, growth may slow to a crawl due to an
inadequate water delivery system.  This problem may
be aggravated if there is another below average snow-
pack this winter.  Insufficient water capacity may lead
prospective firms to decide not to locate in El Paso
County.  The community is at a water management
crossroads.

Business Conditions Index.  The Business Conditions
Index (BCI) has been expanded to include seven
indicators.  They are:

Single-family and town home housing permits in El
Paso County
Colorado Springs sales and use tax collections
New car sales in El Paso County
Employment rate in El Paso County

Enplanements at the Colorado Springs Airport
Colorado Purchasing Managers Index
National Consumer Sentiment Index

The BCI hit a bottom in December 2001 suggesting the
recession was over in Colorado Springs.  Strong growth
across BCI’s components drove the seasonally ad-
justed, moving average index up approximately 9
percent by May 2002.  Since then, concerns about
rising oil prices, a war with Iraq, increased pessimism
among consumers, continued losses of high paying
jobs in our area and accounting scandals that under-
mined pension values and investor confidence in the
stock market have disrupted the recovery.  Our
economy has been drifting sideways to slightly down
ever since.  The Forum believes the economy and the
BCI will continue to move slightly down over the next
several months before we see a gradual and general
improvement in mid 2003.

Tourism.  The July issue of QUE predicted tourism for
all of 2002 would be below 2001 levels.  Regrettably,
this appears to be holding true.  Compared to a year
ago, sales tax collections for lodging and auto rentals
(LART) are down approximately 3%.  Compared to the
starting date of the recession (March 2001), LART is
down approximately 10 percent.  Tourism was hurt by
visitor concerns about the drought and fears that
“Colorado is on fire.”  The situation was further aggra-
vated by macro concerns about oil prices, war with Iraq
and a declining consumer confidence.  As a result of
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the stock market’s anemic performance, people are
realizing they will have to work longer before retiring.
These concerns are not conducive to spending money
on a vacation at this time.

Single-Family Permits.  Not since the mid 1960’s have
mortgage rates been as low as they are today.  Thirty
year fixed mortgage rates of 6.25% have fueled demand
for new entry-level housing in the area.  Builders have
responded to this demand and are producing homes at
a pace that is expected to top 4,500 units this year.
The Forum expects this bubble to burst for three
reasons. First, mortgage rates are expected to increase
which will reduce the demand for entry-level housing.
Second, although the Economic Development Corpora-
tion reports much improved activity levels, significant
numbers of new jobs are not expected in the short
term.  Net in-migration is slowing.  Third, high apart-
ment vacancy rates will drive rents down even more and
will absorb short-run population increases at the
expense of new residential housing.  Based on the
data, it appears that new single-family housing unit
construction peaked and is likely to be heading down
over the next several months and into early 2003.

Multi-Family and Commercial.  New multi-family
housing construction has finally slowed.  Vacancy rates
among multi-family units are running 8-9 percent.  The
highest vacancies are in the northeast and northwest
areas of Colorado Springs.  Employment losses along
the Garden of the Gods corridor suggest vacancies in
the northwest will continue for some time to come.
Vacancies in the northeast will continue due to rela-
tively high rents in this area of the city, recent new
multi-family construction and the general decline in

the region’s economy.  Gradual reductions in multi-
family vacancies will take place as mortgage rates
increase, new jobs are announced, and net in-migration
to the area increases.  Doug Carter’s apartment survey
reports area rents are down, on average, 7.2 percent
compared to a year ago.

The commercial sector is not showing signs of recov-
ery.  Palmer McAllister reports office vacancies and
rents are stable for the second quarter compared to the
first quarter.  Year to date, absorption is –59,242
square feet.  Industrial vacancy rose to 9 percent in the
second quarter.  Shopping Center space continues to
be stronger than Office or Industrial space with rents in
the $9-13 a square foot range.

                 Year to Date                    Rent (sq. ft.
Market      Absorption    Vacancy      Triple net)
Office         -59,242         12.1%        $12.29
Industrial   -400,457          9.0%         ≈8.10
Retail           71,322          7.6%        ≈11.00

Information Technology News.  The information
technology industry began a strong recovery at the
national level in December 2001.  By July, the index
was up approximately 7.7 percent.  The most recent
data suggests that technology may be pausing and
possibly head down in the next several months.The
recovery pattern has not been felt in Colorado Springs.
Surplus capacity in chip manufacturing along with weak
domestic and international demand for finished elec-
tronic components are preventing a recovery among
local producers.  Rising concerns about overseas
incentives are cause for further trepidation about  these
valued technology employers.
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Expectations

Nationally, economists have turned slightly more
conservative since the July QUE was published.
Expectations have been lowered according to the
Federal Reserve Bank of Philadelphia’s survey of
professional forecasters.

                                    2002                 2003
GDP (growth)                2.3%                 3.0%
Inflation                         2.3%                 2.3%
Unemployment              5.9%                 5.7%

Concerns were expressed in the July QUE that rising
oil prices, unemployment levels, terrorist threats and
actions, and the need to restore confidence in financial
reporting and the stock market would hinder the
national economy from recovering quickly.  Will a slow
national economy create a situation in Colorado
Springs similar to the late 1980s?  Circumstances are
different in Colorado Springs than they were in the late
1980s when we experienced net out-migration and a
decline in our housing values.  This time, the entire
nation is undergoing a crisis.  The “As long as I am not
working, I might as well not work in Colorado Springs”
is preventing an exodus of a critical mass of highly
educated workers.  This may not hold if other regions
experience a rapid recovery and we do not.  Such a
scenario would put pressure on sales of existing
homes.  The Colorado Springs recovery is expected to
lag the national recovery.  If there is a prolonged period
without a recovery in our area, we might experience a
loss of some very talented and well-educated workers.
Beyond economic incentives, this may put us at a
competitive disadvantage with other communities as we
strive to reestablish a strong economic base.

The QUE
Did you enjoy this edition of the QUE?  Are you inter-
ested in receiving future editions?  If so, please send an
e-mail to either Tom Zwirlein at tzwirlei@uccs.edu or
Fred Crowley at fcrowley@uccs.edu.  In your message,
provide us with your name, place of employment,
address, e-mail address, and phone number.  We will
put you on our e-mail list to receive future QUE’s
electronically in PDF format.

Southern Colorado Economic Forum
Partners
A big thanks to these valuable Forum partners for their
continuing financial support

First Business Brokers, LTD. (six year partner)
Fittje Brothers Printing (five year partner)
BiggsKofford CPAs (four year partner)

LaPlata Investments, LLC (three year partner)
ADD STAFF, Inc. (three year partner)

Van Gilder Insurance Corporation (two year partner)
The Mail Room, Inc. (two year partner)

Skotty Consulting Group, Inc. (one year partner)
Colorado Springs Utilities (one year partner)

Colorado Classic Furniture and Design (one year
partner)

Front Range Solutions (one year partner)
The Gazette (one year partner)

ENT Federal Credit Union (one year partner)

Interested in becoming a partner?  Contact Richard
Blair at 262-3524
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