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ECONOMIC OUTLOOK 

Macroeconomic Setting 

The economic recovery from the pandemic has been faster, and more inclusive than any in recent memory. 
Employment is at an all-time high and wage growth is strong. Household finances are in a better position than 
pre-pandemic across the entire distribution. All of these outcomes are unequivocally good news. The challenge 
is these dynamics, when combined with pandemic production and supply chain issues has proved inflationary. 
Inflation has slowed off its peak rates a year ago but remains in the 4 or 5 percent range. The Federal Reserve 
has a 2 percent inflation target.  

As such, it is easy to be pessimistic about how the current macroeconomic situation resolves itself. The good 
outcome involves an immaculate slowdown in inflation, one that is not really seen in the historical data. The bad 
outcome involves the Federal Reserve raising interest rates to head off inflation, but in doing so creates a 
recession given monetary policy is a blunt instrument prone to policy lags. Importantly, the initial path the 
economy takes to either the good, or bad outcome starts the same way. Right now it is hard to tell for certain 
which path the U.S. economy will ultimately take. 

For starters, the Federal Reserve has now raised the 
Fed Funds Rate by 5 percentage points (500 basis 
points) since early 2022 and yet the unemployment 
rate stands at or near an all-time low. There are two 
main avenues of thought when it comes to the 
macroeconomic outlook. 

First, the full impact of the past interest rate 
increases have yet to fully hit the economy. The 
goods recession last year is a precursor to an 
economy wide recession this year. Historically 
inflationary economic booms do not end well. 
Monetary policy is a blunt instrument prone to 
lagged impacts on the real economy. Threading the needle is simply too tough a task to achieve. That means this 
cycle, with high inflation, rising interest rates, and slowing economic growth results in the most telegraphed 
recession in recent memory. 

The exact timing of a recession is always difficult. A number of economists and forecasters have been predicting 
an imminent recession for at least the past 9 months. They have clearly been wrong. Even so, these recession 
risks are real. Pulling off the soft landing when inflation was running at double-digit rates on an annualized basis 
is something not seen historically. Even as a recession may ultimately be needed to bring inflation fully back to 
the Federal Reserve targets, the current momentum in the economy continues to push the recession date 
further into the future. In forecasting, it’s not just identifying the right dynamics, but also the right timing. 

The second way many are reading the economy today is that there are a few encouraging signs in the data that 
this initial path is at least sufficient to keep open the possibility of the soft landing. It may not ultimately be 
achieved, the Fed may have already done too much, or still have more work to do. But for now it is also the fact 
that timing matters. It appears there is renewed near-term momentum in the economy, and so an uncertain 
recession starting in 6, 9, or 12 months from now is extremely difficult to put in the baseline. As a result our 
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office’s forecast calls for continued economic growth and the soft landing. Our office’s Boom/Bust alternative 
scenario remains just that, an alternative scenario to the baseline. See page 17 for more details. 

So what are these encouraging signs? Let’s start with inflation, which remains the key macroeconomic issue to 
watch. Overall, inflation remains stubbornly high. Or rather the continued strength in consumer demand still 
outpaces supply leading to faster price increases. Even so, for the first real time this cycle there are glimmers of 
inflation slowing. 

Yes, there are still likely lagged effects of higher interest 
rates that will help cool spending and the overall 
economy in the quarters ahead. However, underneath 
the hood of the inflation data, the strength and breadth 
of prices increases across all categories is starting to 
narrow. The increases are getting smaller, and the 
number of categories with, say, double-digit increases is 
shrinking. The median CPI, or the inflation for the 
midpoint of price increases across all categories as 
reported by the Federal Reserve Bank of Cleveland has 
slowed noticeably in recent months. When this is 
combined with lower food and energy costs, and the sizable slowdown in shelter costs that will weigh on 
headline inflation for the next six months or more, the path toward slower inflation is clear. 

Slower inflation in the months ahead will keep the Federal Reserve from raising interest rates further, especially 
now that they believe they have policy at or near the “sufficiently restrictive” range they have been aiming for. 
Pausing on interest rate increases will both allow time to see how large the lagged policy impacts may be, and 
also for the banking sector to recapitalize or adjust and sort through its recent turmoil. Plus pausing on 
continued interest rate increases ensures that demand, be it consumer spending and business investment, does 
not crash immediately due to ever higher rates. 

Besides inflation, there is a bit of renewed momentum in segments of the economy that point toward near-term 
strength and likely delay the onset date of any potential recession. While those may be famous last words for 
economists forecasting the economy, they do appear to be the case today. 

Specifically, real personal income excluding transfer 
payments – a key measure the National Bureau of 
Economic Analysis uses to date recessions and looks at 
income after excluding public assistance programs and 
adjusting for inflation – is growing. That is, household 
finances are doing better. The personal income savings 
rate has inched up over the past six months, meaning 
consumers are relying less on their pandemic excess 
savings and more on current income. 

Additionally, as discussed in more detail in the March 
2023 forecast, the economy has so far survived the 
goods recession. Now that goods recession appears to be 
bottoming out. Purchasing managers indexes for manufacturers, a look at whether new orders are rising or 
falling, are starting to turn around. So far that means less bad news that before, but with inventories declining 
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and the U.S. dollar depreciating, it is likely factory demand in the U.S. will pick up in the near future. 
Furthermore, housing has stabilized. There are two offsetting factors here. First, multifamily construction 
remains very strong, but likely to fall in the near future given there are a record number of units under 
construction and household formation has slowed. Second, single family construction has fallen due to high 
interest rates and bad affordability, but has stabilized and is likely to pick up moving forward. New home 
construction takes on extra importance in the housing market when resale inventories are low, and new home 
construction is a boost to economic growth. 

The combination of the goods recession bottoming out, and the consumer on more solid footing, it is hard to 
see where an imminent recession comes from. A banking crisis and credit crunch could do it, but so far the 
economy is adjusting and working through the banking issues. As such this makes a potential recession more of 
a 2024 story, and far enough into the future that it is difficult to incorporate into the baseline forecast. 

Given that the near-term path of the economy looks broadly similar whether it ultimately ends up in a recession 
or not, reading the economic tea leaves today is difficult. However the resilience and strength in the economy 
this cycle has been underappreciated. The recovery has been faster and more inclusive than any in recent 
memory. And while the recession risks are real, it remains possible that this cycle which has been different at 
every turn could also play out in such a way that the immaculate inflation slowdown and economic soft landing 
is achieved. Time will tell.  

Federal Fiscal Policy 

The U.S. Government is fast approaching the debt ceiling, which is an arbitrary number set independent of 
actual budget and spending legislation. Even so, should the U.S. default on its debt, the economic fallout could 
be consequential depending on how long-lasting the situation is. As Fed Chair Powell said at his May 2023 press 
conference, he does not want to envision a world where the U.S. government does not pay its bills.  

The baseline forecast assumes the debt ceiling is raised in time to avoid default, and a budget is passed to avoid 
a federal shutdown this fall. 

When it comes to the possibility that political brinkmanship in Washington DC would cause the federal 
government to not pay the bills it has already authorized itself to make, the potential economic fallout is 
considerable. Moody’s Analytics estimates that even a short debt limit breach could lead to a decline in real 
GDP, nearly two million jobs lost and a rise in the unemployment rate of a percent or two. The potential long-
lasting costs could be in the form of higher borrowing costs in financial markets. U.S. Treasuries are typically the 
risk-free asset in global markets that many other interest rates are anchored to, so defaulting could alter those 
dynamics permanently resulting in higher interest costs in the years ahead. 

The White House Council of Economic Advisors also notes that that in a recession caused by defaulting, any 
fiscal stimulus would not be coming given it is typically the federal government who provides the funding, and 
private sector borrowing would be impaired for households and businesses due to financial market turmoil and 
skyrocketing interest rates. That means any recession could be worse than anticipated given these dynamics 
which typically boost the economy during times of need. 

While it remains unknown how exactly the U.S. Treasury would move forward in the event of a debt ceiling 
breach, the federal government has bills to pay to creditors, contractors, and citizens. The nearby scatterplot 
shows Oregon counties and their direct exposure to the federal government. This is by no means an exhaustive 
look at the impacts of federal spending, or the ramifications of financial market turmoil, but rather a simple look 
at what share of local income comes from federal programs, and whare of local jobs are federal jobs. 
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Overall, Oregon’s direct exposure to the federal 
government is below average. Local federal jobs are a 
slightly smaller share of the workforce than they are 
nationwide (1.5% vs 2.0%). Part of this difference is due 
to the lack of large military bases, and military 
contracting more broadly which are private sector 
firms but closely tied to military spending nationally. 
Counties within Oregon that have a larger federal 
workforce footprint include many Southern and 
Eastern portions of the state where federal land 
management accounts for a larger share of local jobs. 

Where Oregon has a larger direct reliance on the federal government is in terms of so-called transfer payments, 
these include federal aid programs like Medicaid, Medicare, Social Security and so on. Transfer payments, 
excluding state unemployment insurance, account for a few more percentage points of total income locally as 
they do nationally. Nearly every single Oregon county relies on such payments more than the U.S. average. As 
such, any delay in the U.S. government paying its bills to citizens could result in more household financial 
hardship and a drop in consumer spending than in the typical state. 

Finally, absent the debt ceiling political brinkmanship there are a few main forces impacting the federal budget 
and investment in the years ahead. On one hand the federal deficit is shrinking compared to outsized pandemic 
deficits. A relative shrinking of the deficit on its own could be moderately contractionary, and help to slow 
inflation. On the other hand, recent federal legislation like the Bipartisan Infrastructure Bill, the Inflation 
Reduction Act, and the CHIPS act all work to boost federal investment in industries and programs that should 
increase the productive capacity of the economy in the years and decades ahead. One risk here raised by our 
advisors is the increased investment during a time of tight labor markets and high construction costs could itself 
prove inflationary and crowd out other investments that would have been made. 

Oregon Economic Outlook 

The economic recovery from the pandemic has been faster, more complete, and more inclusive than any in 
recent memory. Employment across Oregon has never been higher when analyzing based on educational 
attainment, gender, geographic location, or race and ethnicity. Household incomes and finances are likewise a 
stronger position today than pre-pandemic. However, as the economy is now at or near full employment, 
growth is set to slow. The upcoming 2023-25 biennium will see economic growth that is near its potential, which 
is determined by the amount of labor and capital in the state. Economic growth is all about how many workers 
there are, and how productive each worker is. 

State Comparisons 

If we step back and look at the economic cycle to date, it can be informative to see how Oregon compares. This 
cycle has been different. Typically Oregon is more volatile than the nation and the typical state. The timing of 
our local business cycles is perfectly aligned with the nation, Oregon neither leads nor lags going into or coming 
out of a recession. However, local recessions tend to be deeper, and expansions faster. So far that has not been 
the case this cycle. Oregon’s economic performance since the start of the pandemic is in the middle of the pack 
across all states. 
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Even so, local employment trends are a bit below 
average. The change in employment since the start of 
the pandemic ranks 30th fastest out of all states, and 
trails the nation by one percentage point. The most 
recent round of annual benchmark revisions from the 
U.S. Bureau of Labor Statistics widened this gap as 
Oregon saw a slight downward revision to the published 
data in the past year. Examining trends across sectors, 
Oregon’s relatively slower employment growth 
compared to the nation is primarily due to slower 
recoveries in health care and leisure and hospitality, 
while stronger gains in construction help offset some of 
the weakness. 

More encouraging are local income trends that are a bit above average. Total personal income in Oregon has 
increased 19.8 percent from the end of 2019 through the end of 2022. This large increase translates to the 
strong increases in consumer spending and income taxes paid in recent years. Of course the high inflation during 
the pandemic means the cost of living has also increased during the same time period. After adjusting for 
inflation, total Oregon personal income is 3.5 percent higher than at the end of 2019 while the U.S. is up 2.6 
percent. Oregon’s income growth ranks 21st fastest across all states. This relative strength is primarily in the 
non-wage forms of income. 

While Oregon is right in the middle of the pack when it comes to employment and income, that same cannot be 
said for local GDP where the state has experienced the 11th strongest growth across the country. Local GDP data 
is prone to revisions and assumptions about productivity and value-added. As such it may be best to wait for a 
few more quarters of data, and the upcoming comprehensive revisions this fall to know exactly where the state 
stands, even as it is encouraging to see the strong growth. 

What is most interesting overall is that this cycle to date has been different for Oregon than the experiences in 
recent decades. It’s not just that the state is in the middle of the pack, compared to being more boom/bust 
typically. But it is also the composition of that growth being different. Today employment and population gains 
are lagging the nation and expectations. Instead, it is income and production leading the recovery. In much of 
the 1990s through early 2010s it was Oregon’s relative income growth that was most concerning as it lagged, 
while jobs were plentiful and grew at a fast pace. This relative pattern of growth started to shift late last decade, 
and appears to have continued through the pandemic and recovery. To a certain extent it does not matter the 
exact composition of economic growth, but it is determined by both the amount of capital and labor in the 
region. 

Capital and Productivity 

Increased productivity raises the overall speed limit of the economy. Producing more per hour work increases 
business revenue and worker wages. However, it typically takes investment in the various forms of capital on 
the part of both businesses and workers to raise productivity. Capital can take different forms includes financial, 
physical, natural, human, and social. No firm or region excels at or has access to each type of capital. However, 
they can rely more upon the other types of capital that it does have for future growth. 

Overall Oregon has good productivity. Part of this is the state’s historical strength in high-tech manufacturing 
which is a highly productive industry. But improvements in productivity in recent decades are broader than that. 
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In the real GDP estimates currently published, it is not Oregon’s manufacturing output per worker driving the 
above-average gains, but rather strength across a variety of industries1.  

The U.S. Bureau of Labor Statistics 
also publishes state level estimates of 
labor productivity. Last cycle, from 
the height of the housing boom in 
2007 through the pre-COVID peak in 
2019, Oregon’s labor productivity 
ranked 4th fastest among all states. 
During the early part of the 
pandemic, productivity picked up 
nationwide as businesses made due 
with what workers they had in the 
face of strong consumer demand. From 2019 to 2021 Oregon’s labor productivity ranked 6th fastest among all 
states. The 2022 state estimates are due out next week (May 25th) from BLS and our office will be watching 
closely to see how Oregon stacks up. Expectations are for steady or even declining productivity in the 2022 
numbers given how businesses ramped up employment back to pre-pandemic numbers by and large. A portion 
of the initial pandemic productivity gains were more illusionary or the artifact of lower employment counts, so 
reverting back to higher employment gains will weigh on the productivity numbers, which is something the U.S. 
has already seen in the real-time quarterly data. Additionally, it takes time for new workers to gain the 
experience and become more productive. Moving forward output per worker and productivity more broadly is 
expected to be a bit better than in recent decades. 

Among the reasons why productivity may be stronger in the years ahead than in the recent past isn’t just the 
slowdown in labor growth due to demographics, but also the increase in new business formation during the 
pandemic. New firms typically bring new ideas and products, and improve efficiencies compared to existing 
firms, which raises economywide productivity.  

Initially, the increase in start-ups during the pandemic was viewed with a bit of caution. New IRS rules requiring 
more sole proprietor types to register, and the possibility of more individuals trying to access pandemic aid 
programs and needing a registered business to so and the like could result in the start-up spike even if the 
fundamental nature of the economy remained the same. However, even if those reasons are part of the story, 
and they likely are a part, new business formation continues to run at a strong rate three years into this cycle. At 
least some portion of this increase represents a fundamental increase in entrepreneurship. 

Statistics show that running a business is hard. Many firms do not make it beyond their first year or two. And 
only a couple will eventually grow to be huge, successful firms. As such when it comes to future economic 
growth for the entire economy, it is not necessarily about the probability of success for any given firm, but the 

 
1 A quick word of caution as to why our office is awaiting the comprehensive GDP revisions this fall. About one-
third of Oregon’s stronger-than-the-nation’s GDP growth is due to value-added in the food service and 
accommodation sector, which is also the same industry that is a big reason why Oregon’s employment trails the 
nation a little bit. Expectations are for that industry to see downward revisions, but even so other industries are 
still outpacing the typical state. It remains to be seen whether Oregon’s GDP is similarly in the middle of the 
pack across states after revisions or remains above average for growth during the pandemic. 
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cumulative probability that one or two of these new businesses will succeed. More ping pong balls in the hopper 
increases the overall chance of success. 

Looking forward the outlook for new 
business formation faces some 
crosscurrents. Personal savings and 
home equity are the most common 
funding source for new businesses. 
While those are higher today, the 
impacts of high inflation, rising 
interest rates, and recession risks 
likely weigh on start-up activity in the 
near term. Additionally, we know 
that venture capital and bank lending 
is tighter today than earlier in the 
pandemic, which keeps a lid on new business formation as well. 

However, on the upside are demographics. Research from the Census Bureau2 shows that entrepreneurship 
rates peak in ones late 30s through early 40s. In the decade ahead the large Millennial generation will age into 
their peak entrepreneurship years, likely providing a long-lasting demographic tailwind to start-up activity in the 
years ahead. Now, simply having more businesses does not necessarily lead to increased business investment 
and productivity gains, but it is an encouraging signal about the possibilities in the years ahead. 

Labor Market At Or Near Full Employment 

A key concept in economics is that of full employment, or the natural rate of unemployment, so-called NAIRU or 
u* (pronounced u star). Basically it is the highest employment level an economy can have without generating 
higher inflation, and when nearly everyone who wants a job, has a job. Even with today’s high inflation, one can 
be hard pressed to say the economy is currently beyond full employment from a demographic perspective. Even 
so, whether Oregon and the U.S. are beyond full employment or not, they are certainly near it. That means the 
current labor market is at or near its potential. That means future growth will be tied to demographic changes 
and migration trends. 

One key number to monitor is the labor force participation 
rate. This measure is based on the entire population 16 
years and older and what share has a job or is actively 
looking for work. The most recent reading for Oregon 
stood at 62.7 percent in March. Such a statistical may 
seem low, but it is important to remember that since the 
calculation is based on the entire population 16 years and 
older, it means as the large Baby Boomer cohort continues 
to retire, demographics are pulling down the statistic even 
if younger workers work at the same rates they have 
historically. As such, March’s 62.7 percent labor force 

 
2 https://www.census.gov/content/dam/Census/library/working-papers/2018/adrm/carra-wp-2018-03.pdf 

https://www.census.gov/content/dam/Census/library/working-papers/2018/adrm/carra-wp-2018-03.pdf
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participation rate in Oregon is almost exactly what one would expect in a full employment economy given 
today’s demographics. 

Now, the 2000s and 2010s were best characterized economically as underperforming, at best. The millennium 
started with a recession, followed by an incomplete recovery during the mid-2000s that was then followed by a 
severe Global Financial Crisis and subsequent recovery that took the better part of a decade to complete. As 
such many economists tend to think of 1999 or 2000 as the last time the U.S. economy was truly at full 
employment and any analysis in recent decades was benchmarked relative to labor market patterns at that 
time. However, given we are now more than two decades removed from then and the labor market is at or near, 
or possibly a bit beyond full employment today, it may be time for economists to update their priors and 
thoughts about what full employment looks like. 

Specifically, when comparing today’s strong labor market 
with that of the late 1990s, three things stand out. First, 
among 30-somethings through 50-somethings, 
employment rates and labor force participation rates are 
nearly identical. Prime working-age individuals today look 
an awful lot like prime working-age individuals a 
generation ago, at least from a labor market perspective. 
Second, 60-something, and even 70-somethings have 
higher employment rates today compared to 20-25 years 
ago. Third, teenagers and 20-somethings have lower 
employment rates today compared to 20-25 years ago. 

For a macro, high level perspective this relative shift to lower rates among young adults to higher rates among 
older adults do not make a discernable difference. Oregon’s current labor force is at or near its potential 
regardless. However, when thinking about potential labor force gains in the years ahead, the differences can 
matter considerably. 

On one hand it can likely be expected to higher employment and labor force participation rates among older 
Oregonians is here to stay. Part of this increase is due to the shift in work away from manual labor and into 
office-based work, which physically allows employees to work later in life if they so choose. Part of this increase 
is also due to inadequate retirement savings and the need to work longer financially. 

On the other hand, it is harder to know to what extent 
participation will pick back up among younger 
Oregonians. Much of the relative decline since 2000 
has been due to increased schooling. Young 
Oregonians attended higher education at higher rates, 
which should increase human capital, productivity, and 
wages in the long-run even if it has been at the 
expense of labor supply in the short-term. However 
these lower participation rates have endured during 
and so far after the pandemic, even as the labor 
market has been strong and higher education 
enrollments have fallen. Nationally participation rates 
are edging slightly higher for teenagers and 20-somethings in recent months, but still have a long way to go to 
regain those late 1990s rates. 
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Overall with labor supply at or near its potential it is important to think through exercises such as this to assess 
where the economy could be heading in the years ahead. For instance, if Oregon were to retain the higher 
participation rates among older workers, and also regain the higher rates among younger workers, it would 
mean an increase of more than 100,000 workers that does not rely on any increases in population growth or the 
like. These potential workers already live in Oregon. 

Given there are still more unfilled job openings today than unemployed workers searching for a job, a boost to 
labor supply would likewise boost economic growth.  

The key source of labor supply in the future will be a 
rebound in migration and population growth. Oregon’s 
population has been stagnant during the pandemic – up 
slightly based on estimates from Portland State’s 
Population Research Center, and down slightly based on 
estimates from the Census Bureau. But net migration to 
Oregon has historically been pro-cyclical. It always slows 
in recession, and rebounds in expansion. So far this cycle 
migration did slow early in the pandemic, but so far in 
recovery has not rebounded. The baseline forecast has a 
modest rebound in population growth – sub-1 percent 
annual gains in the decade ahead – based on this 
historical pattern, and the fact that surrendered driver licenses at Oregon DMVs indicates in-migration continues 
to occur at the same rate as in the past. See page 13 for more on an alternative scenario where migration does 
not rebound as expected.  

For Oregon businesses looking to hire, future labor growth could come from more young workers, and also gains 
from the state’s Latent Labor Force3 which is about the possibility of reducing historical disparities when it 
comes to differences based on sex, education attainment, and race and ethnicity. Increasing participation 
among existing Oregon residents could boost labor supply in the state by far more than any relative change in 
population growth. Importantly, such gains would take on extra importance in a world where migration does not 
rebound as expected. If one looks across the country, many states in the Midwest or the Great Plains have 
higher demographically-adjusted participation rates. These tend to be places where economic growth has been 
slower in recent decades and have not experienced the stronger migration trends like the South and West have. 

Labor Market Forecast 

The baseline forecast calls for the economic soft landing and continued expansion. What this means for the 
forecast is given Oregon’s labor force is at or near its potential, job growth will slow to match those underlying 
gains. Job growth has already slowed off the pandemic reopening highs, and will continue to do so. Employment 
growth for the next couple of quarters is expected to be slightly stronger than gains in the potential labor force. 
In 2024 and beyond the employment forecast matches the demographic outlook for 0.7 percent annual gains on 
average. 

The risks to such an outlook are balanced. To the downside growth could slow more than anticipated. If Oregon 
is at or beyond full employment, job gains are more likely to match demographic trends immediately and not in 
the quarters ahead. Already Oregon job growth was downwardly revised by the recent annual benchmark 

 
3 https://oregoneconomicanalysis.com/2021/09/09/report-oregons-latent-labor-force/ 

https://oregoneconomicanalysis.com/2021/09/09/report-oregons-latent-labor-force/
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revision. Similarly, should the modest rebound in population growth assumed in the baseline forecast not 
materialize, job growth should be lower as well. 

However, to the upside, should participation remain strong among older Oregonians and pick up among younger 
Oregonians, then employment can significantly outpace underlying demographics for the next biennium, if not 
longer. Plus, given the baseline forecast is for only a modest migration rebound, should population growth 
surprise to the upside, expectations would be for job growth and the labor force to strengthen as well. 

Additionally when it comes to employment and the hiring outlook, there are signs that the tight labor market is 
moderating just a bit. If firms are now fully staffed, or at least not as desperate to hire as earlier this cycle, job 
growth will slow from an economic perspective, and not just a demographic one. 

Specifically, over the past year the number of job openings have declined 20 percent in Oregon. While such a 
decline still leaves job openings higher than they were pre-pandemic, and still outnumbering unemployed 
Oregonians, it does bring the labor market into somewhat better balance than earlier in the pandemic, as 
discussed in more detail in the December 2022 forecast4. Fed Chair Powell noted in his May 2023 press 
conference that this pattern was not supposed to be possible, a sizable decline in job openings has historically 
coincided with a noticeable rise in unemployment.  

Even so, one place this somewhat better balance in the labor market is visible is in the number of Oregonians 
receiving unemployment insurance benefits. 2022 was a record low year for UI benefits paid due to both the 
strong labor market and fast employment growth, but also in part due to so many Oregonians exhausted their 
benefits during the pandemic and were ineligible. 

So far in 2023 claims for UI benefits 
have risen. Traditionally a rise in 
initial claims for unemployment 
insurance is a leading indicator of 
recession. And the lack of a normal 
seasonal decline in continuing claims 
through the spring means it is taking 
a bit longer for unemployed workers 
to find another job.  

However, besides simply being a 
precursor to recession, another way 
to interpret the current data is that the overly tight labor market is now just cyclically tight. So far claims are up 
both locally and nationally, however they have yet to spiral upward and appear more of a one-time level 
adjustment higher. UI claims data will continue to be closely monitored in the weeks and months ahead but for 
now provide an opportunity for a Rorschach test of how to read the labor market. 

Overall these dynamics point toward the labor market being a little less tight than it was in the recent past. With 
a bit less pressure, it is likely firms will not feel the need to compete for workers to the same degree, and wage 
growth will slow as a result. Right now there are mixed signals as to whether wage growth is actually slowing or 
not. On one hand measures like the U.S. Employment Cost Index or Oregon’s average hourly earnings show no 
slowing, which are both measures on a per worker basis. However, aggregate wage growth, a combination of 

 
4 https://digital.osl.state.or.us/islandora/object/osl%3A1003178/datastream/OBJ/view 

https://digital.osl.state.or.us/islandora/object/osl%3A1003178/datastream/OBJ/view
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jobs, hours, and hourly wage, are slowing down, this includes Oregon tax withholdings, and total wages and 
salaries.  

This slowdown in total labor income is expected to 
continue, even as our office’s forecast for Oregon’s 
average wage is somewhat stronger than pre-pandemic 
rates (4.4 percent this year and next, slowing to 4.1 
percent annually in the out years of the forecast compared 
to 3-4 percent annually last decade). Given that at a base 
level wage growth translates into household spending 
power, this slowdown in labor income should slow 
consumer spending and inflation in the years ahead. 

Labor Market Industry Outlook 

Looking forward the nature of the employment outlook is 
a mixture of fundamental, underlying growth for certain sectors, and also a continued return toward pre-
pandemic patterns. While total employment, and many sectors are at historic highs today, not every single 
industry has fully recovered from the pandemic. As some sectors play catchup their gains in the years ahead will 
outpace the overall economy. 

Specifically, health care and leisure and hospitality are expected to lead statewide job growth over the next two 
years. Both sectors were leaders last decade, but have seen slower gains (health care) or an incomplete recovery 
(leisure and hospitality) so far during the pandemic and early recovery. Health care will see fundamental 
increases due to population growth and an aging population that will require more medical care. Leisure and 
hospitality will eventually hit all-time highs for employment, but remain lower on a population-adjusted basis 
due to some structural changes in the industry be they more kiosk ordering at restaurants or hotel rooms being 
not being cleaned every and the like. 

Similarly other services, which includes dry cleaners, 
gyms, and hair salons among other things, will see 
above average growth rates, albeit less so.  

Conversely, some sectors that lead the recovery 
throughout the pandemic and its aftermath are 
expected to slow in the years ahead. This includes 
construction, manufacturing, and transportation and 
warehousing. The outlook is not for outright declines, 
but for more steady employment. 

E-commerce is still a growth industry, but the rapid 
expansion of warehousing and delivery that occurred 
during the pandemic when much of society sheltered in 
place initially is unlikely to be repeated. Already some announced expansion plans have been cancelled or put 
on the shelf. Manufacturing has had a strong rebound, in part due to the strong demand for goods. As consumer 
spending on goods flattens, factory demand will too leading to steady employment. 

Construction faces more of a mixed bag. There is expected to be ongoing weakness in terms of high-rise office 
and lodging, especially in larger cities. However ongoing strength in industrial and retail in suburban, and 
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secondary metro markets is expected, provided population growth returns. Residential construction faces two 
divergent trends. First multifamily continues to be strong, but is expected to slow considerably given the 
number of units under construction and slowdown in household formation. Second, single family construction is 
down due affordability challenges with high interest rates, but is leveling off and expected to rebound in the 
year ahead. Finally, increases in federal infrastructure projects should boost construction through the end of the 
decade. 

Lastly, two industries facing structural decline are retail and education. Retail employment has recovered from 
the pandemic, in part due to the strong consumer spending. However the outlook calls for steady employment 
and not growth, meaning it continues to fall on a population-adjusted basis at the same rate as in recent 
decades. Education faces ongoing declines in school enrollment, leading to less industry demand and fewer 
workers in the years ahead. Given the number of births in Oregon continues to decline outright, it will take a 
sizable increase in the birth rate or very large rebound in migration among families with school-age children to 
reverse these trends any time soon. 

Zero Migration Alternative Scenario: Exploratory Findings 

Oregon’s historical comparative advantage has been the ability to attract and retain working-age households. 
The influx of mostly younger and highly educated new residents provides an ample supply of workers for local 
businesses to hire and expand from at a faster rate than in most other states. While our office’s baseline 
forecast still calls for a modest rebound in migration, banking on historical patterns, there is the possibility that 
migration will not return. The 2022 Census estimates showed almost the entire West Coast losing domestic 
migrants to elsewhere in the country. And as our office detailed in the March 2023 forecast, under the hood of 
the 2021 migration trends was a clear acceleration in out-migration from high cost of living regions and among 
working-from-home types. Increased working from home is a structural change in the economy. Oregon, and 
the West Coast, remains a high cost of living region with terrible housing affordability.  

As such our office is open to the possibility our population and demographic forecast are too strong. Our office 
is beginning to model and think through the implications for Oregon if migration does not rebound as expected. 
Specifically our office has developed a demographic alternative scenario that has net zero migration each year. 
That is, the number of people moving into Oregon perfectly offset the number of people leaving Oregon. 

What this actually means is Oregon’s total population 
would decline gradually. Deaths outnumber births in the 
state, and without a net influx of new residents, the 
population would shrink. Not drastically, but at a 0.1 or 
0.2 percent pace per year. That means the real, big, 
practical implications of the zero migration scenario is the 
relative difference between the baseline outlook, and this 
new scenario. The gap is what matters, and our office has 
started to model the results. Consider this a first, and 
admittedly incomplete effort along these lines, and one 
we will continue to hone and explore in the coming 
forecasts. 

One key aspect to comparing the baseline forecast and 
the zero net migration scenario is thinking through the demographics of who moves, and how that could alter 
the number and composition of Oregonians in the years ahead. In particular migration rates are highest among 
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20- and 30-somethings. The state has historically seen net in-migration across all age groups, but the largest 
numbers among these young adults cohorts. 

But in a net zero migration scenario it is not just the working-age population that would look different a decade 
from now. Every age group would experience a different outcome than under the baseline forecast, albeit some 
being simply a matte of degree, while others a matter of kind. 

The nearby bar chart show the percentage change in what our office calls the budget driver demographics. To 
be sure these are not the forecasted change in caseloads for each group, but rather the change in the underlying 
demographics that most impact various programs or slices of society. Policies, household choices, and the state 
of the economy will all ultimately decide the actual program numbers, even as these underlying demographics 
play a key role. 

Among the differences between the baseline and the 
zero migration scenario that are more a matter of 
degree are both K-12 Education and Long-Term Care. 
For K-12, enrollment declines are expected in the 
baseline forecast given a declining number of children 
in the state. With zero migration, fewer young families 
will move to the state than expected, resulting in a 
deeper decline in the number of kids.  

Conversely, large increases are expected among older 
Oregonians. These increases will be slightly less strong 
if there is net zero migration to the state, but still a 
large increase as most of these individual already live in the state and older age groups have lower migration 
rats. 

The differences that are more a matter of kind show an outright reversal when comparing the baseline forecast 
of modest increases compared to an expected decline in the zero migration scenario. This situation applies to 
Childcare, where fewer young people moving to the state translates into fewer future births, Higher Education, 
again the result of fewer young families and people moving, but also to the potential Labor Force. 

Estimating the number of working-age Oregonians in the 
zero migration scenario is relatively straightforward. With 
the large Baby Boomer generation continuing to retire, 
and a smaller Gen Z generation now entering into the 
workforce, without net in-migration the number of 
potential workers will decline. In the zero migration 
scenario, Oregon’s potential labor force would be 
expected to decline outright by 54,000 by the year 2030. 
Comparing this to the baseline projection of an increase 
of 114,000 shows a difference, or a gap of 168,000 in the 
years ahead. 

However, as discussed in a previous section, it is not necessarily so simple. Should labor force participation rates 
among younger workers, or historical disparities by gender, educational attainment, or race and ethnicity 
change, the potential labor force could be noticeably higher even absent migration. As such, the range of 
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possible outcomes is large. Even in a world with zero net migration, Oregon’s labor force could increase slightly 
in the years ahead, albeit smaller gains than in the baseline forecast. The net zero migration scenario would 
represent a downgrade to the overall economic outlook, even under optimistic assumptions about participation 
rates among existing residents. 

The final piece to this initial exploratory analysis relates to housing. As with the labor force, there are a wide 
range of possible outcomes depending upon what happens to household formation rates. However, at a base 
comparison, net zero migration to Oregon would lower the amount of housing needed to be built to meet future 
population growth.  

This relative reduction in housing demand likely means Oregon 
needs to build in the 50,000 to 150,000 unit range in the decade 
ahead compared to 190,000 in the baseline forecast. These 
projections are based entirely on population growth and future 
demand, and do not take into account Oregon’s historical 
underproduction nor the housing needed for our homeless 
neighbors. Oregon needs to build an additional 140,000 units for 
those reasons based on recent estimates. 

The reason for this range is based on plausible household 
formation rates by age (referred to as headship rates). If current 
headship rates by age continue in the years ahead, Oregon 
would need to build about 5,000 housing units per year. 
However, if headship rates were to continue to rise and regain 
their rates in 2000, Oregon would need to build about 15,000 units per year. 

If Oregon’s housing production were to increase and begin to address the historical shortage, it would improve 
affordability. Bad housing affordability has been suppressing household formation in recent decades as more 
individuals lived with roommates for financial reasons. As affordability improves, or household finances 
strengthen, it is likely that headship rates would increase some. This certainly occurred during the pandemic 
when many individuals dropped roommates, likely in part due to fear of a contagious, deadly virus, and in part 
due to the stronger household finances. 

Moving forward our office will continue to refine this scenario. There are at least three specific pieces still in the 
works. One is a detailed industry employment forecast. Two is a personal income forecast. Labor-related income 
is relatively straightforward, however modeling the impacts on non-wage income given the shifting composition 
of the population takes a bit more time. Three is producing alternative revenue forecasts based on the economic 
forecasts. This will allow policymakers to better understand not only the economic, but also budgetary impacts 
of the zero migration alternative scenario. 

Finally it should be noted that our office will not switch the baseline forecast to incorporate something similar to 
the zero migration scenario overnight. To the extent it does prove right, it will be a gradual process. Given 
demographic data is released once per year, it will take time to assess whether on one or two disappointing 
years of migration data truly are the new normal. 

As such, our office will be closely monitoring and waiting for the next big demographic data releases. The first 
will be the 2022 American Community Survey data released this fall. This will provide context and the socio-
economic characteristics of migrants. Today we only have total population counts for 2022 and no underlying 



16 
 

 

details. The second will be the 2023 population estimates released, typically, in November by Portland State and 
December by Census. This will provide a high level look to what extent population growth rebounded as 
expected this year, or not. 

One final note, Census is set to finally begin to release the details of the 2020 Census in the weeks and months 
ahead. The big decennial census forms the backbone of our office’s population and demographic forecast. In 
particular something like the age structure of the population matters when thinking through not just births and 
deaths, but also the potential labor force and household formation. Right now demographers are still working 
off of estimates and models based on the 2010 Census. Updating this with the 2020 Census data is important, 
and could alter both our office’s baseline and zero migration scenario depending on what the data actually 
show. 

Regional: Zoom Town’s Cascading Migration 

Early in the pandemic when working-from-home (WFH) increased substantially the concept of Zoom Towns, 
coined by Bloomberg’s Conor Sen, emerged. These were generally smaller, scenic areas that were desirable 
places to live, and where workers could telecommute from. Zoom Towns garnered a lot of attention, and local 
home sales boomed more than in most other markets. A question at that time was whether WFH migration 
would continue to double down on existing growth patterns, or if new patterns would emerge. 

Untangling cause and effect is challenging, but during the pandemic many medium sized metros and rural 
counties did experience faster population growth than they did pre-pandemic. If one focuses specifically on 
Zoom Towns in western states, an interest pattern emerges. Zoom Towns experienced population growth an 
increased demand. Net domestic migration rates to places like Bend, Bozeman, Missoula, and Spokane were all 
positive. However, it is actually the Zoom Towns’ neighboring counties that grew the fastest. 

It should be noted that these surrounding 
areas are small. These counties have 
thousands, maybe tens of thousands of 
residents. As such, from a net migration 
perspective these fast rates mean 
hundreds of new residents. This pattern is 
not an overwhelming large wave of 
migrants, but rather modest numbers 
resulting in large percentage increases. 
Even so, given generally declining, and 
aging population in many of these places, 
these new inflows provides an economic 
and demographic boost. 

The question becomes, who are these new 
residents? Census will release the 2022 American Community Survey data this fall, providing a glimpse at the 
socio-economic characteristics but detailed data is not available at small geographic areas on an annual basis. 
Even so, there are two real possibilities, one more interesting and one more policy oriented. 

On one hand, some of the new residents could be big city households who can work remotely to a greater 
degree and move into rural communities. That would be a big, new pattern compared to the recent past.  
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On the other hand, which is more likely to be happening is cascading migration. The increased demand to live in 
and move to Zoom Towns literally, or at least effectively pushes some residents into nearby communities. A big 
part of this is due to housing affordability and availability programs. 

To be sure, some households do prefer to live in smaller towns. As the bigger hub in the region grows, some 
households want to move away, yet remain close enough to maintain community, economic, and social ties they 
have built up over the years. 

However, to the extent this cascading migration is about housing affordability it does result in economic 
displacement. Households try to find the right balance in terms of location, opportunity and affordability. Some 
neighbors, particularly those lower- and middle-income friends, family, and neighbors are financially force to 
move at time. As such this highlights the importance of regional housing markets and continued need to 
increase Oregon’s housing supply. The new Oregon Housing Needs Analysis (OHNA) is aimed to highlight and 
address these issues. Our office is part of the process in estimating the need and production targets. 

Alternative Scenario 

The baseline outlook is our forecast for the most likely path for the Oregon economy. As with any forecast, 
however, many other scenarios are possible. Inflation is likely to remain above the Federal Reserve’s target for 
the foreseeable future. As such, the Fed likely will need to raise interest rates further to cool the economy. The 
combination of high inflation, rising interest rates, and slowing economic growth is problematic. The risk of a 
recession in the future remains very real. The alternative scenario below is not the lower bound of all outcomes, 
but rather one plausible scenario modeled on realistic assumptions. For the revenue implications, see page 28. 

 

Boom/Bust Scenario: Moderate Recession 

Should the economy fall into recession in the near-term, it would likely be a mild recession due to inflation 
expectations remain well anchored, businesses looking to hoard labor, and strong household finances keeping 
spending relatively strong. However, the longer the cycle lasts, the more things can change. And with the 
current underlying strength in the economy and somewhat slower inflation, it likely pushes any potential 
recessionary dynamics further out. As such, it is possible that today’s household savings could be spent down in 
the months ahead, leaving weaker consumers when a recession does come, leading to larger layoffs than 
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expected. As such, the boom/bust alternative scenario this forecast is for a moderate sized recession beginning 
in early 2024.  

The nature of the moderate recession is based on the impacts of higher interest rates, which will impact goods-
producing industries to a greater degree than service-providing industries. And the severity of the cycle is close 
to the average recession Oregon has experienced since World War II, excluding the severe cycles in the early 
1980s, the Great Recession, and the COVID recession. Looking specifically at the recessions beginning in 1957, 
1960, 1969, 1973, 1990, and 2001, Oregon’s average employment change has been a decline lasting three 
quarters and totaling 2.7 percent, followed by a four quarter recovery period to regain the lost jobs. 

The 2024 moderate recession scenario is for a three quarter decline in employment totaling 3.0 percent, 
followed by a six quarter recovery period, more inline with the so-called jobless recoveries following the 1990 
and 2001 cycles, compared to the faster recoveries in the 1950s, 1960s, and 1970s. 

The 3 percent decline in employment is a loss of 60,000 jobs. No industry is spared, but goods-producing ones 
see relatively larger losses at 4.5 percent, while services see slightly fewer losses at 2.8 percent, and the 
somewhat more stable public sectors experiences job losses of 2.3 percent. The unemployment rate increases to 
nearly 7 percent by early 2025. Nominal income does not fall outright but growth slows considerably. Income in 
Oregon is 2.5 percent below the baseline.  

Oregon’s Agricultural Economy 

Last year, the Oregon Legislature passed HB 4002 (2022) which establishes maximum hour and overtime 
compensation requirements for agricultural workers. The law goes into effect starting this year, in 2023. Moving 
forward, our office will analyze and monitor the economic and labor market data to assess any impacts from the 
law. Our office will work to incorporate these changes, if any, in the broader context of the state’s agricultural 
economy. It will take some time before data is available to assess any impacts. Even so, our office has been 
highlighting the importance of agriculture to the state’s economy in recent quarters. We have dug into farm 
employment, income, and sales at the state and county level, in addition to international exports. Additionally 
we discussed how ag fits in with the broader food economy in the state and nation, and also the outlook for 
consumer spending on food and price forecasts related to revenues and costs. 

This quarter we will highlight some of the basic, real-time 
data our office will be tracking: the quarterly census of 
employment and wages (QCEW). This data is based on 
records businesses submit for unemployment insurance. 
While agriculture has more jobs not covered by 
unemployment insurance than the typical industry, in 
Oregon the QCEW has better coverage of industry trends 
than it does nationally. The benefit here is this data is 
available every three months, albeit with a couple months 
reporting lag. The 2022q4 data recently was released and 
provides a good setting for how the ag industry in Oregon 
entered the year, just as HB 4002 went into effect. 

Within the ag sector, crop production by far has the most employees, albeit on a highly seasonal basis 
surrounding harvest. Over the course of the year, crop production employment in the state varies from winter 
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lows around 20,000 jobs to harvest highs of 35,000 or 40,000 jobs. From a big picture perspective two items 
stand out.  

First, agricultural employment in Oregon is relatively steady when taking the long-term view. The underlying 
trend in jobs increase and decrease a few thousand depending upon the year, with not real sustained moves 
over time. Second, crop production employment in Oregon has been on slight downward trend the past two 
years, heading into 2023 when the new law goes into effect. This is worth highlighting when it comes to gauging 
the impacts of the new bill, and any sort of before and after comparisons. 

As the agricultural worker overtime law comes into effect this year, our office will work with other state 
agencies to gather and analyze the available data. Future quarterly forecasts will include updates to the 
underlying ag economy, when available, and any such analysis of the impacts of the new law. 

Longer-Term Forecast Risks 

The economic and revenue forecast is never certain. Our office will continue to monitor and recognize the 
potential impacts of risk factors on the Oregon economy. Although far from comprehensive, we have identified 
several major risks now facing the Oregon economy in the list below: 

• U.S. Economy. While Oregon is usually more volatile than the nation overall, the state has never missed 
a U.S. recession or a U.S. expansion. In fact, Oregon’s business cycle is perfectly aligned with the nation’s 
when measuring peak and trough dates for total nonfarm employment. 

• Housing Affordability. New housing supply has not kept pace with demand in either the ownership or 
rental markets. Oregon has underbuilt housing by 140,000 units in recent decades5. To the extent home 
prices and rents rise significantly faster than incomes, it is a clear risk to the outlook. Worse housing 
affordability hurts Oregonians as they need to devote a larger share of their household budget to the 
basic necessities. Furthermore, while not the baseline outlook, worse affordability may dampen future 
growth as fewer people can afford to live here, lowering net in-migration, and the size of the labor force 
in the years ahead. 

• Global Spillovers. The international list of risks seems to change by the day. Right now there is an 
ongoing war in Europe, and the risk of war in Southeast Asia has been uncomfortably high in recent 
years. Longer-term concerns regarding commodity price spikes in Emerging Markets, or the strength of 
the Chinese economy – the top destination for Oregon exports – are top of mind. 

• Federal Fiscal Policy. Changes in national spending impact regional economies. In terms of federal 
revenues, spending, and employment Oregon is generally in the middle of the pack across states. 
Oregon does see larger impacts related to land management and forest policies, including direct federal 
employment. Oregon ranks below average in terms of military-dependent industries and lacks a 
substantial military presence within the state. 

• Climate and Natural Disasters. While the severity, duration, and timing of catastrophic events like 
earthquakes, wildfires, and droughts are difficult to predict, we know they impact regional economies. 
Fires damage forests with long-term impacts, and short-term disrupt tourism. Droughts impact our 
agricultural sector and rural economies to a greater degree. Whenever Cascadia, the big earthquake, 
hits, we know our economy and infrastructure will be crippled. Some economic modeling suggests that 
Cascadia’s impact on Oregon will be similar to Hurricane Katrina’s on New Orleans. Longer-term issues 
like the potential impact of climate change on migration patterns are hard to predict and generally 

 
5 https://www.oregon.gov/ohcs/about-us/Documents/RHNA/RHNA-Technical-Report.pdf 

https://www.oregon.gov/ohcs/about-us/Documents/RHNA/RHNA-Technical-Report.pdf
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thought to be outside our office’s forecast horizon. Even so, it is a reasonable expectation that migration 
flows remain strong as the rest of the country becomes less habitable over time. 

• Initiatives, Referendums, and Referrals. Generally, the ballot box and legislative changes bring a number 
of unknowns that could have sweeping impacts on the Oregon economic and revenue picture. 

Extended Outlook 

Oregon typically outperforms most states over the entire economic cycle. This time is no different, however the 
expectations are that the relative growth advantage may be a bit smaller than it has been historically. The 
primary reason being slower population, and labor force growth than in decades past. Our office is a bit more 
bullish on Oregon’s economic and population growth than IHS Markit is, but our office overall agrees with the 
relative patterns nationwide. From 2023 to 2028, IHS expects Oregon’s real GDP growth to rank 17th fastest 
among all states, while employment growth ranks 23rd fastest, and population gains are the 16th fastest. 

Over the extended forecast horizon our office has identified four main avenues of growth that are important to 
continue to monitor: the state’s dynamic labor supply, the state’s industrial structure, productivity, and the 
current number of start-ups, or new businesses formed. 

Labor Supply. Oregon has typically benefited from an influx of households from other states, including an ample 
supply of skilled workers. Households at least used to continue to move to Oregon even when local jobs are 
scarce, as long as the economy is equally bad elsewhere, particularly in California. Relative housing prices also 
contribute to migration flows in and out of the state. For Oregon’s recent history – data available from 1976 – 
the labor force in the state has both grown faster than the nation overall and the labor force participation rate 
has typically been higher.  

The good news today is that Oregon’s labor force has never 
been larger, and the labor force participation rate is now 
higher than it was before the pandemic began. Even in this 
sometimes noisy, and unrevised data, the strength of Oregon’s 
labor market is clear. 

Moving forward, overall labor force participation rates will 
decline, simply due to the aging of the population. As more 
Baby Boomers enter into their retirement years, the share of 
all adults working or looking for work will fall as a result. As 
such, comparing Oregon’s participation rates against a 
demographically-adjusted measure is important. Here, too, the 
current strength of the Oregon’s labor market is evident, and encouraging. 

The challenge moving forward is twofold. First, is overall population growth and whether that rebounds as 
expected in the years ahead. Second, whenever the next recession (or two) does come, maintaining a high 
participation rate and not seeing larger numbers of discouraged workers drop out of the labor force like they did 
following both the dotcom and housing busts. It was only once the economy became strong again in the late 
2010s and early 2020s have some of those losses begun to be regained. 
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Industrial Structure. Oregon’s industrial structure is very 
similar to the U.S. overall. However, Oregon’s manufacturing 
industry is relatively larger, and weighted more toward 
semiconductors and wood products, compared to the nation 
which is more concentrated in transportation equipment 
(aerospace, and automobiles). 

However, industries like timber and high-tech, which have 
been Oregon’s strength in both the recent past and 
historically, are now expected to grow the slowest moving 
forward. Productivity and output from the state’s technology 
producers is expected to continue growing quickly, however employment is not likely to follow suit. Similarly, 
the timber industry remains under pressure from both market based conditions and federal regulations. Barring 
major changes to either, the slow growth to downward trajectory of the industry in Oregon is likely to continue.  

With that being said, certainly not all hope is lost. Those top industries in which Oregon has a local 
concentration at least twice the national average comprise approximately 4 percent of all statewide 
employment. Slower growth moving forward is not a weight, but rather more of a lack of a boost. 

Many industries in which Oregon has a larger concentration that then typical state are expected to perform 
quite well over the coming decade. These industries include management of companies, food and beverage 
manufacturing, published software along with some health care related firms. 

The state’s real challenges and opportunities will come in industries in which Oregon does not have a relatively 
large concentration. These industries, like consulting, computer system design, financial investment, and 
scientific R&D, are expected to grow quickly in the decade ahead. To the extent that Oregon is behind the curve, 
then the state may not fully realize these gains if they rely more on clusters and concentrations of similar firms 
that may already exist elsewhere around the country. 

Capital and Productivity. Ultimately, the economy’s industrial 
structure combined with capital will result in increasing 
productivity. Higher productivity allows firms to produce and 
sell more products, and pay higher wages to its workers. Capital 
can come in many different forms including financial, natural, 
phsyical, human, and social. All can help raise firm productivity, 
benefiting the economy more broadly. 

Today, the economy desparately needs better productivity, 
which has been sluggish this century. Early in the pandemic, 
productivity perked up as firms had to make due with reduced workforces at the same time consumer demand 
remained strong. However, as employment has rebounded, these productivity increases not only have not held, 
but have eroded. The current outlook for producivity is more or less back to the pre-pandemic trend, if slightly 
above it. Increasing the stock and use of Oregon’s capital would boost the economy overall. 
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New Business Formation. New businesses are generally 
considered the primary source of innovation. New ideas, 
products, and services help propel future economic growth. 
Unfortunately in the decades leading up to the pandemic, start-
up activity was declining. New businesses as a share of all 
businesses were at or near record lows in 2019. Employment at 
start-ups follow a similar pattern. 

To the extent the low levels of entrepreneurship continue, and 
R&D more broadly is not being undertaken, slower productivity 
gains and overall economic growth is to be expected. However, to the extent that larger firms that have won out 
in today’s marketplace are investing in R&D and making those investments themselves, then the worries about 
the number of start-ups today is overstated. It can be hard to say which is the correct view. That said, actual, 
realized productivity in the economy has been sluggish in recent decades.  

Encouragingly, new business applications during the pandemic 
actually accelerated, stopping the long-run decline. Applications 
from what Census calls high-propensity business with planned 
wages, which are the most likely to eventually turn into real 
firms that employ workers, have been higher in 2021 and so far 
in 2022 than back in 2019. New business applications of all 
other types, including self-employment, are up even further.  

These gains provide some hope for future economic growth 
should some of these new firms bring new ideas, products, and 
efficiencies to market. Even if the per firm probability of success remains the same, having more ping pong balls 
in the lottery increases the overall probability that a few will survive and succeed tremendously. 

Oregon Income Relative to U.S. One long-standing concern for 
some policymakers and analysts had been Oregon’s relatively 
low income and wage compared to the rest of the nation. 
Encouragingly, the strong economic growth last decade did 
translate into meaningful increases in Oregon’s per capita 
income and average wage. Today Oregon’s per capita income 
relative to the U.S. is at its highest point since the dotcom bust 
two decades ago, and the state’s average wage is at its highest 
relative point since the timber industry restructured and the mills started closing in the early 1980s. 
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Oregon’s median household income in recent years has reach 
historic highs, even after adjusting for inflation. More 
importantly, it now stands 2.6 percent higher than the U.S. 
overall as of 2021. In recent years, this marks the first time in 
more than 50 years that Oregonian incomes for the typical 
household or family are higher than the nation. The fact that 
the strong regional growth translated into more money in the 
pockets of Oregonians, and regained the ground lost decades 
ago is one of the most important economic trends in recent 
generations.   


