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Room 029 State Capitol, Denver, CO 80203-1784 
(303) 866-3521  FAX: 866-3855  TDD:  866 -3472 

Colorado 
    Legislative 
         Council 
              Staff 

MEMORANDUM  

 
Summary 

 
• The forecast of General Fund revenues for FY 2002-03 was reduced by $177.5 million 

from the December 2002 forecast.  Since the release of the December forecast, reve-
nue has fallen an additional $48.1 million below the forecast.  We reduced the forecast 
based on this shortfall, an expected continuation of recent trends in revenue collec-
tions, and an attempt to be conservative with respect to the likely war in Iraq. 

 
• Largely because of the reduction for FY 2002-03, as well as an expectation of a 

weaker economy during the next 15 months relative to our last forecast, we reduced 
the General Fund revenue forecast for FY 2003-04 by $225.0 million.  

 
• The reduced revenue forecast for FY 2002-03 means that additional budget reductions, 

fund transfers, or use of a portion of the statutory reserve must be utilized to balance 
the budget.  If only additional budget reductions are used, the reductions must total 
$159.6 million.  Use of fund transfers or a portion of the statutory reserve would only 
delay the need for additional budget cuts. 

March 18, 2003 
 
TO:                   Members of the General Assembly 
 
FROM:            The Economics Staff, (303) 866-3521 
 
SUBJECT:       Focus Colorado: Economic and Revenue Forecast, 2003-2008 
 
 
             In this report, we present the March 2003 General Fund revenue forecast and overview, the cash 
funds forecast, the projections of surplus TABOR revenues, and the national and state economic fore-
casts.  The General Fund overview incorporates the supplemental bills approved by the General As-
sembly to resolve the budget shortfall for FY 2002-03.  Because of the timing of this forecast's release, 
the figure-setting appropriations amount for FY 2003-04 could not be incorporated into the forecast.  
However, the implications of alternative appropriations amounts are presented. 
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• If the FY 2002-03 budget is balanced through budget cuts, rather than transfers or use 

of the statutory reserve, $79.5 million must be found to balance the FY 2003-04 
budget.  Additional reductions must also still be made in FY 2004-05. 

 
• Further General Fund budget reductions would be needed to reach the Joint Budget 

Committee's goal of increasing cash flow.  Appropriations of $5.35 billion in FY 
2003-04 would leave nearly $200 million in the  excess reserve that would be "spent" 
the following year for the Senate Bill 97-1 diversion.  There would be no net changes 
in spending thereafter.  Appropriations of $5.15 billion, the JBC target amount, would 
leave just over $400 million in the excess reserve.  The Senate Bill 97-1 diversion to 
the HUTF could be fully made beginning in FY 2004-05 and additional funds would 
be available for transfer to three other funds.  However, spending all of the excess re-
serve beginning in FY 2004-05 would create cash flow problems and leave only the 
statutory reserve available for the next economic downturn.  

 
• The forecast of all cash fund revenue was reduced by $14.5 million for FY 2002-03.  

However, the forecast was increased substantially beginning in FY 2004-05 and  
thereafter, primarily for unemployment insurance taxes.  A larger number of unem-
ployed persons will receive benefits, thus drawing down the Unemployment Insurance 
Trust Fund, increasing regular tax rates, and triggering the solvency tax.  

 
• The increase in the cash fund forecast has implications for TABOR surplus revenue.  

Larger TABOR surpluses will result.  The surpluses will resume in FY 2004-05 and 
average $176.2 million through FY 2007-08. 

General Fund Revenue 
 
             Table 1 shows the forecast of General Fund revenue.  We decreased the current year forecast by 
$177.5 million.  After February, revenue was tracking $48.1 million below the December forecast.  The 
shortfall was becoming progressively worse by month.  In addition, a one-time source of revenue 
($10.4 million in estate taxes) was offsetting the shortfall.  We also incorporated the likelihood of a war 
with Iraq and its impact on consumer and business confidence. 
 
             Income taxes are the primary source of both the existing weakness and the downward revision 
of the Colorado tax receipts.  The estimate of individual income taxes was reduced by $128.6 million.  
Most of the change relates to past economic activity rather than an underlying change in our view of 
current economic activity and how it will affect revenue.  Individual income tax refunds are substan-
tially ahead of the December forecast.  The additional amount cannot be attributed to an increase in the 
number of returns filed.  Thus, an increase in the percentage of returns with refunds and/or higher aver-
age refunds are the cause of higher-than-expected refunds.  Additionally, the refunds through Decem-
ber were much higher than we had expected.  The latter refund claims were for 2001 income tax re-
turns.  We also reduced the forecast for cash settlements. 
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             With respect to current economic weakness, the stock market has continued to slide and thus we 
reduced the forecast for estimated payments.  Finally, we decreased our estimate of withholding taxes.  
Business and consumer confidence will be reduced and some planned hiring will be put on hold at the 
onset of an invasion of Iraq.  At the 1991 U.S. entrance into Iraq, a steady increase in Colorado em-
ployment was interrupted for a four-month period.  We believe that employment will be impacted 
again once a U.S. and Iraq conflict begins. 
 
             Corporate income taxes were reduced by $46.1 million.  The national rebound in corporate 
profits has not extended to Colorado companies as of yet.  Also, the timing and magnitude of the bonus 
depreciation provisions passed in March 2002 may have been estimated incorrectly.  
 
             The other significant downward revisions were for sales taxes and interest income.  Sales taxes 
were revised down by $19.1 million.  We expect that consumer confidence will continue its recent fall 
once the U.S. and Iraq conflict begins.  We noted that growth in sales tax receipts tailed off signifi-
cantly for a five-month period in 1991 when the last U.S. and Iraq war started.  Interest earnings to 
the General Fund were revised down by $7.3 million.  The General Fund balance has deteriorated be-
cause of the declining revenues while expenditures were not curbed to the same extent. 
 
             Other changes to the General Fund were relatively minor.  The General Fund will decline 3.3% 
in FY 2002-03, the second consecutive annual decline. 
 
             The estimate for FY 2003-04 was revised down by $225.0 million.  As for the FY 2002-03 esti-
mate, the largest reductions were for the state's income taxes.  Despite the reduction, we expect that 
revenue will increase by 6.2% next year.  General Fund revenue will increase by 7.0% in FY 2004-05.  
Growth rates will be slightly lower after FY 2004-05. 
 
             Finally, it is important to note a change in the rebates and expenditures category.  The prop-
erty tax and heat credit available to qualified senior citizens and the disabled was revised down by $9.0 
million.  The Department of Revenue reported that this credit was combined with TABOR refunds dur-
ing the last several years.  The estimated credit for FY 2002-03 and after is strictly for the property tax 
and heat credit.  Smaller revisions were made to two other rebate and expenditure items.  The total of 
all revisions are $10.7 million.  The revisions will help the General Fund. 
 
 
General Fund Overview 
 
             This section provides the General Fund overview.  Table 2 shows the overview based on the ac-
tions taken thus far by the General Assembly to balance the FY 2002-03 budget. 
 
             The reduced revenue forecast for FY 2002-03 means that additional budget reductions, fund 
transfers, or use of a portion of the statutory reserve must be utilized to balance the budget.  If only ad-
ditional budget reductions are implemented, the reductions must total $159.6 million.  However, the 
use of other fund transfers or the statutory reserve would only delay the need for budget cuts. 
 
             Table 2 presents an overview that assumes the needed budge t reductions, rather than transfers 
or use of the reserve, are done in FY 2002-03 to balance the budget.  To balance the budget, reductions 
of $79.5 and $205.3 million will still be required in FY 2003-04 and FY 2004-05, respectively.  Appro-
priations would still increase by 4.50% and 2.48% in the two years.  The appropriations level to bal-
ance the budget in FY 2003-04 is $5.540 billion.  
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             The projected TABOR surplus that must be refunded is much larger than in the December 2002 
forecast.  The larger surplus is attributable to higher estimates of unemployment insurance taxes.  Dur-
ing the forecast period, higher tax rates and the solvency tax for the unemployment insurance fund will 
be in effect.  The additional surplus will come at the expense of the Senate Bill 97-1 diversion to the 
Highway Users Tax Fund (HUTF).  In addition, no monies are available in the excess reserve for trans-
fers to three funds.   The first fund is a reserve fund to resume accrual accounting procedures for the 
TABOR refund liability.  The Capital Construction Fund was to receive one-third of the remaining 
amount in the excess reserve, while the HUTF was to receive two-thirds of the remaining amount in the 
excess reserve. 
 
             At the time of this forecast, the figure-setting total for the appropriations bill for FY 2003-04 
was not available.  The committee had set a target appropriations amount of $5.150 billion.  Table 3 
shows the implications of appropriations amounts in FY 2003-04 ranging from $5.15 billion to $5.35 
billion vis-a-vis the $5.54 billion in Table 2.  In general, reduced appropriations will mean additional 
money for the Senate Bill 97-1 diversion.   
 
             FY 2003-04 appropriations levels of $5.25 billion and $5.15 billion in the analysis for Table 3 
created enough room to leave money in the excess reserve.  Both levels are year-over-year reductions 
in appropriations.  The analysis did not assume a distribution of the excess reserve for the Senate Bill 
97-1 diversion or to the three other funds in FY 2003-04.  Any monies available for distribution would 
first take place in FY 2004-05.  There is no excess reserve after distribution to the three funds.  Con-
cerns for the state's cash flow problems would still exist.  The next economic downturn could also ne-
cessitate budget reductions because only the state's four percent statutory reserve would be available.  
Keeping an additional cushion in the excess reserve or establishing a separate rainy day fund would re-
duce the need for future budget reductions at the expense of the diversion to the HUTF and possibly the 
transfers to three funds, depending on the size of the cushion.  
 
 
The Constitutional Revenue Limit — TABOR 
 
          The provisions of Article X, Section 20 of the Colorado Constitution (TABOR) require that reve-
nue collected above the TABOR limit be refunded to taxpayers within one year after the fiscal year in 
which they were collected.  TABOR limits annual growth in most state revenue to inflation plus the an-
nual percentage change in population.  
 
             Table 4 shows the projections of future TABOR surpluses based upon current law and the 
March 2002 forecasts of revenue, inflation, and population.  The state had a TABOR surplus for five 
consecutive years between FY 1996-97 and FY 2000-01 and refunded $3.25 billion to taxpayers as a 
result.  The economic downturn, coupled with tax reductions and voter-approved changes to the consti-
tution, caused the state to fall $365.7 million below the allowable limit for FY 2001-02.  The state will 
be $646.3 million below the limit in FY 2002-03. 
 
             When the state drops below its allowable TABOR limit, the next year's limit is calculated based 
on actual revenue rather than the prior year's limit, causing a "ratcheting down" effect on the limit.  
Thus, when revenue growth resumes at a stronger rate in FY 2003-04, the state will again have revenue 
growth that exceeds the allowable increase based on population and inflation despite falling over $1 
billion below the limit during the prior two years.  However, due to the passage of the "population ad-
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justment" as part of Senate Bill 02-179 and House Bill 02-1310, the state will not have a surplus during 
FY 2003-04.  This adjustment allows for the "carrying forward" of the unused part of the TABOR limit 
from FY 2001-02 that can be associated with popula tion.  Therefore, six percentage points of allowable 
growth were carried forward and 3.3 percentage points worth will be used in FY 2003-04 to increase 
the TABOR limit so that no surplus exists in that year.  The rest of the adjustment will be made during 
FY 2004-05.  However, revenue growth will be strong enough that year to cause a small $20.9 million 
surplus despite the adjustment.  The surplus will reach a high point of $292.9 million in FY 2006-07. 
 
             The General Assembly has enacted 18 refund methods that will be used to return the surplus 
TABOR revenue to taxpayers.  Except for the sales tax refund, a refund is used only if the amount of 
the surplus exceeds a threshold amount set for the refund method.  For the FY 2004-05 surplus, only 
the sales tax refund will be used.  For the FY 2005-06 and FY 2007-08 surpluses, the sales tax refund 
and earned income tax credit refund will be used.  The latter two refunds, as well as tax credits for fos-
ter care parents and business personal property taxes, will be used for the FY 2006-07 surplus. 
 
 
Cash Fund Revenue 
 
             This section presents the forecast of cash fund revenue subject to the TABOR revenue limit.  
Table 5 presents the forecast by fund type.  Total cash fund revenue  will increase by 2.9% in FY 
2002-03, by 8.6% in FY 2003-04, and at an average annual rate of 4.7% during the forecast period.  
The forecast was reduced by $14.5 million in FY 2002-03 compared with the December 2002 forecast.  
However, the forecast was increased every year thereafter, primarily due to revised estimates for unem-
ployment insurance taxes. 
 
             Transportation-related cash funds will decrease 1.9% in FY 2002-03 and increase at an average 
annual rate of 1.6% over the forecast period.   Registration fee revenue will increase 3.3% and motor 
fuel tax revenue will be flat in FY 2002-03.  Registration fees will then increase at an annualized 
growth rate of 3.0% for the remainder of the forecast period, while fuel taxes will increase at an annual 
rate of 2.5%.  Highway Users Tax Fund revenues will increase at an average annual rate of 2.3% over 
the forecast period.  State Highway Fund (SHF) revenues, which include interest earnings on the fund 
balance and matching funds from local governments, will decrease substantially in FY 2002-03.  
Matching funds from local governments are decreasing from record levels in FY 2001-02 caused by 
projects accelerated with the use of Transportation Revenue Anticipation Notes.  Meanwhile, based on 
current law, the Senate Bill 97-1 diversion will not occur in FY 2002-03 through FY 2004-05.  The full 
amount will not be diverted during the remainder of the forecast period.  Funds will not be available in 
the excess General Fund reserve for transfer to the SHF.   
 
             Total unemployment insurance (UI) revenue will increase 17.1% in FY 2002-03 to $229.6 mil-
lion.  The increase will come despite the tail end of a 20% tax credit received by most employers in 
2002 and is attributable to rising tax rates caused by a record 165.7% increase in benefit payments dur-
ing FY 2001-02.  Benefit payments will increase 2.9% in FY 2002-03 to $500.7 million.  While benefit 
payments are expected to decline throughout the remainder of the forecast period, they will continue to 
be higher than historical levels and will not fall below revenues to the fund until FY 2004-05.  This un-
precedented demand on the fund's resources will draw the fund balance down to a level such that a 
higher tax rate schedule will be in effect during 2004, 2005, and 2006.  In addition, the solvency tax, 
which is levied when the fund balance falls below 0.9% of total private wages, will be in effect from 
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2004 through 2007.  The solvency tax will generate a total of $644.4 million over the four-year period.  
Thus, total UI taxes will increase 37.4% in FY 2002-03, 55.4% in FY 2003-04, 35.8% in FY 2004-05, 
and 10.1% in FY 2005-06.  The fund balance will recover as a result, increasing to $932.3 million by 
FY 2007-08. 
 
             Higher education cash fund revenue will increase 8.3% in FY 2002-03, after decreasing 9.7% 
in FY 2001-02.  FY 2001-02 revenue would have increased 8.6% without an accounting adjustment to 
exclude scholarship allowances from revenue.  The expected growth in higher education revenue is due 
to record student enrollment as Coloradans sought to increase their jobs skills in light of poor employ-
ment prospects.  Enrollment is projected to increase 5.0% in FY 2002-03, after jumping 4.0% in FY 
2001-02.  The FY 2002-03 enrollment gain will be the largest in 20 years. 
 
             The Joint Budget Committee proposed tuition caps of 11.9% for resident and nonresident tui-
tion.  However, those caps have not been approved by the General Assembly and the Governor.  This 
forecast assumes that the 2002 Denver-Boulder-Greeley inflation rate of 1.9% will be used as a tuition 
growth cap.  If an 11.9% increase is implemented, higher education revenue would exceed the current 
forecast by $53.1 million in FY 2003-04 and $55.1 million in FY 2004-05. 
 
             Once the economy recovers in 2004 and job growth improves, enrollment and revenue growth 
will moderate to more typical levels.  Over the six-year forecast period, higher education revenues will 
grow at a 5.1% average annual growth rate.  Meanwhile, public higher education enrollment will in-
crease at an average annual pace of 1.6% over the forecast period. 
 
             Limited Gaming Cash Fund revenue, which includes gaming taxes and license fees, will in-
crease 6.1% in FY 2002-03 after increasing 7.7% in FY 2001-02.  The recession and a maturation of 
the industry will reduce growth in gaming taxes during the next few years from the double-digit pace 
experienced during much of the last half of the 1990s.  Total gaming revenues will increase at an aver-
age annual rate of 7.5% over the forecast period. 
 
             Severance tax revenue includes taxes on oil, natural gas, coal, molybdenum, and metallic min-
erals mined in Colorado and interest earnings on the fund.  Total severance tax revenue will decrease 
13.7% in FY 2002-03 after decreasing 23.1% in FY 2001-02.  The volatility in severance tax revenue 
comes from oil and gas taxes, which increased 112.1% in FY 2000-01 due to unique circumstances, de-
creased 31.0% in FY 2001-02, and are expected to decrease 17.1% in FY 2002-03.  Severance taxes on 
oil and gas production will be depressed by limited pipeline capacity in Colorado, but will also be 
boosted by substantial increases in the price of natural gas.  Interest earnings will be lower in FY 2002-
03 and FY 2003-04 due to transfers from the Severance Tax Trust Fund in July 2002 and June 2003 to 
the General Fund as a result of House Bill 02-1391 and Senate Bill 03-191.  Severance taxes will in-
crease after FY 2002-03, leading to an annualized growth rate of 3.4% during the forecast period. 
 
             All other cash fund revenue will decrease 0.7% in FY 2002-03 and increase at an average an-
nual rate of 4.7% over the forecast period.  Interest earnings to several cash funds will decrease because 
of transfers to the General Fund.  Interest earnings to the Capital Construction Fund (CCF) will de-
crease from $17.5 million in FY 2001-02 to $4.4 million in FY 2002-03 as a result of large decreases in 
the fund balance and Senate Bill 03-179.  In addition to the transfer of a net $25.3 million from the 
principal of the fund, Senate Bill 03-179 required the CCF's interest earnings in FY 2002-03 to be 
transferred to the General Fund.  Interest earnings to the worker's compensation insurance-related cash  
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funds will be reduced substantially in FY 2002-03 and FY 2003-04 as a result of House Bill 02-1391 
and Senate Bill 03-191, which transferred substantial amounts from the insurance-related funds to the 
General Fund at various times during FY 2002-03.  Finally, revenue to the umbrella group of "other 
cash funds" will increase 6.1% in FY 2002-03 and 8.5% in FY 2003-04.  Interest earnings in many of 
the funds in this group will fall somewhat in FY 2002-03 and FY 2003-04 due to transfers made to the 
General Fund in March 2003 pursuant to Senate Bill 03-191.  However, three bills will increase fee 
revenue in FY 2002-03 and FY 2003-04.  Senate Bill 03-181 increases fees for well permits, Senate 
Bill 03-182 increases fee revenue to the Division of Housing in the Department of Local Affairs, and 
Senate Bill 03-186 increases fee revenue to the judicial branch.  
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National  Economy 

             This section reviews recent economic data and provides the outlook for the national economy. 
 
             Recent economic data remains mixed as it has been for several months.  Economic growth in 
the fourth quarter of 2002 was revised upward.  Inflation-adjusted gross domestic product (GDP) 
increased 1.4% at an annualized pace, compared with the 0.7% increase in the advance estimate.  The 
increase was attributable to revised estimates in business inventories.  Meanwhile, the annual growth 
rate of GDP for 2002 was unchanged at 2.4%. 
 
             The labor market continues to stumble.  Nonfarm employment declined by a surprisingly sharp 
308,000 jobs in February.  The monthly job loss was exceeded only by the losses in the two months 
immediately after the terrorist attacks in September 2001.  Moreover, the level of employment fell to a 
cyclical low in February.  New claims for unemployment insurance have gone above 400,000 in recent 
weeks, a level that indicates deteriorating job conditions.  A full-blown economic expansion that 
observers will be happy about will not occur until employment begins to grow consistently by 150,000 
jobs per month.  Given the recent poor performance and expected weakness as the likely war with Iraq 
unfolds, this level is still some time away.  
 
             Consumer confidence dipped sharply in February as the United States came closer to engaging 
Iraq in a war.  Although the correlation between confidence and spending is mixed at times, consumers 
currently have little pent-up demand that would suggest spending would advance significantly despite 
the decline in confidence.  Data from January indicated that consumer spending declined 0.1% from 
December.  The decline was the first since last September and was attributable to less spending on cars. 
 
             Data on the manufacturing industry fluctuates from month to month, thus making it difficult to 
draw conclusions regarding the health of this industry.  The Institute of Supply Management index fell 
from 53.9 in January to 50.5 in February.  An index measure of 50 is the dividing line between 
contraction and expansion.  Durable goods orders surged 2.9% in January and provided hope that 
businesses and consumers were more confident about spending plans.  However, consistent gains for 
durable goods orders have been elusive in recent months. 
 
             Economic growth will be subdued in the initial part of 2003 before advancing more 
significantly in the last half of the year.  2004 will be a better year for the economy.  The detailed 
national economic forecast can be found in Table 6.  The following highlights summarize the national 
forecast. 
 

• Inflation-adjusted GDP will increase 2.4% in 2003, matching the gain of 2002.  
Government spending, led by a 7.8% hike in defense spending, will increase 2.9%.  
Consumer spending will lag last year’s 3.1% gain because of uncertainty and will increase 
2.3% in 2003.  Investment will show the first gain since 2000, increasing 1.5%.  GDP will 
increase 3.5% in 2004, before dropping off slightly to a 3.1% gain in 2005. 

 
• Strong productivity gains, as well as weak corporate profits, will limit the employment 

turnaround in 2003.  Nonfarm employment will increase only 0.4% for the year, following 
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a 0.9% decline in 2002.  The gains will be more significant as 2003 unfolds.  Employment 
gains will be more robust in 2004, increasing 1.8%.  The national unemployment rate will 
increase to 6.2% in 2003, compared with 5.8% in 2002.  The rate will gradually subside to 
5.7% in 2004 and 5.4% in 2005. 

 
• Personal income  growth in 2003 will be very modest for the third consecutive year.  We 

expect that income will increase 3.4% in 2003, following gains of 3.3% and 3.0% in 2001 
and 2002, respectively.  By comparison, personal income increased at an annualized pace of 
6.3% from 1995 to 2000.  Personal income will be stronger after 2003 but will not approach 
the earlier growth rates.  It will increase by an estimated 4.5% in 2004 and 5.2% in 2005. 

 
• Consumer inflation will remain modest during the forecast period.  After increasing 1.6% 

last year, prices will rise 2.1%, 2.0%, and 2.5% from 2003 through 2005.  A lengthy 
engagement in Iraq or other geopolitical dilemmas in the Middle East could put additional 
upward pressure on oil prices this year, thus increasing the inflation rate. 

 
• The large loss of jobs in February may cause the Federal Reserve Board to reduce interest 

rates again. The Feds may fear that the apparent weak state of the economy, combined with 
declining confidence associated with the tensions in Iraq, would lead to a further 
deterioration.  The federal funds rate was reduced 11 times in 2001 and once in 2002.  It 
currently stands at 1.25%, compared to 6.5% when the rate was first reduced. 

 
• There are many downside risks to the economy.  The preeminent risk is the uncertainty 

surrounding a war with Iraq.  When the war occurs, consumers will reduce their spending 
and business investment will slow down.  The pause in both will be brief as long as the war 
is brief.  Other risks include the Iraq-associated oil price increases and stock market 
impacts. 
 

Colorado Economy 

            This section reviews the recent performance of the Colorado economy and provides the out-
look for the state economy.  The detailed Colorado economic forecast can be found in Table 7.  
Most statistics for 2002 are now available.  Nearly all indicators were very weak, if not negative for 
the year.  The only indicator that was good news — a low inflation rate — was actually a sign of a 
weak economy in 2002. 
 
 
Employment 
 
            According to preliminary data from the Colorado Department of Labor and Employment, 
employment declined 1.9% in 2002.  Colorado lost nearly 43,000 jobs during the year.  It was only 
the fourth time since World War II that job losses occurred in the state.  The losses in 2002 were the 
most severe of the four occasions.  Employment declined in most industries; mining and govern-
ment were the only exceptions.  Figure 1 shows the 2002 performance by industry.  
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• Employment will increase a scant 0.5% in 2003, or by 10,900 jobs.  An increase in jobs will 

be on hold until the Iraq situation is settled.  An examination of Colorado employment in 
1991 reveals that a steady increase in jobs abruptly ended with the U.S. move into Iraq.  The 
war ended in 43 days and the pause in hiring lasted only four months.  Most economic 
analysts believe that a larger expansion will take off when the current uncertainty is 
resolved.  Colorado employers would likely follow suit.  Employment will increase by 2.3% 
in 2004 and 2.8% in 2005. 

 
• The unemployment rate will average 5.9% in 2003, following an average level of 5.3% in 

2002.  Would-be workers who left the labor force last year will have some difficulty finding 
work when they return, thus causing the unemployment rate to rise.  The unemployment 
rate will improve gradually after 2003, falling to 5.5% in 2004 and 5.1% in 2005. 

 
 
Personal Income and Wages 
 
             While final 2002 data for personal income and wage and salary income are not yet available, 
the year will be one of the lowest increases on record.  We estimate that personal income increased 
1.5% in 2002.  Meanwhile, wage and salary income decreased an estimated 1.2% last year.  Transfer 
payments, primarily unemployment compensation, helped to soften the decline of wages and salaries 
last year. 
 

• Personal income and wages and salaries will rebound only slightly in 2003.  Employment 
growth will still be weak and employers will be constrained in granting wage increases by a 
lack of profitability.  We estimate that personal income, as well as wages and salaries, will 
increase 3.0%. 

 
 

Figure 1.  2002 Employment 
Percentage Change by Sector
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• A rebounding economy will lead to stronger growth in 2004.  Personal income will increase 
5.9%, while wages and salaries will increase 6.5%.  While the growth will be stronger, it 
will not approach the annualized growth rates of the last decade.  Personal income increased 
at a compound annual average growth rate of 8.2%, while wages and salarie s increased at an 
8.8% annualized pace. 

 
 
Consumer Spending 
 
             Consumer spending is measured by retail trade sales.  Spending declined 0.7% in 2002, the first 
decline for this economic indicator (a decline was recorded in 1986, but this was likely attributable to a 
reclassification of data rather than to the weak economy of that year).  Spending was affected by the 
economic malaise in Colorado, a relatively poor travel market, and deflationary pressures for goods.  
The decline last year followed a small 1.8% increase in 2001. 
 

• Consumer spending will rebound to a 2.8% gain in 2003, still low by historical standards.  
Spending will mirror income gains after 2003, remaining in the mid 5% range. 

 
 
Construction 
 
             The economic slowdown and weak stock market more than offset the benefit that low mortgage 
rates provided the construction industry.  Residential construction permits fell 12.1% in 2002, led by a 
31.4% decline in multi- family permits.  Single-family permits held up relatively well with a 2.6% 
decline.  Meanwhile, nonresidential construction permit values dropped 22.5% in 2002.  The 
nonresidential sector was hurt by rising vacancy rates in metro Denver that reached nearly 20% last 
year. 
 

• The construction industry will see two more years of declines.  The multi- family sector had 
boom years in 2000 and 2001 and is undergoing a correction that will extend into 2004.  
Single-family permits will be hurt by a weak economy in 2003 and 2004, and will decline in 
both years.  The prospect of drought-related restrictions will also retard growth in the 
housing sector.  Residential housing permits will decline by 18.7% in 2003 and by 6.0% in 
2004.   

 
• The high vacancy rates in office buildings will negatively affect nonresidential construction.  

Significant retail construction will not occur because of weak consumer spending.  Positive 
factors influencing nonresidential construction include several planned hospitals to take care 
of increasing health care needs and school construction approved by the voters.  We 
estimate that nonresidential construction will decline by 18.3% in 2003 and by 3.7% in 
2004.  Nonresidential construction will turn positive in 2005. 

              
Inflation 
 
             The economic slowdown provided one benefit last year:  lower inflation.  The Denver-Boulder-
Greeley inflation rate was 1.9% in 2002.  The economic slowdown of the late 1980s provided similarly 
low rates — 0.7% in 1986 and 1.8% in 1989.  Apparel costs declined 9.3% last year, the fourth drop in 
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the past five years.  Housing costs advanced only 1.7%, marked by a 14.0% decline in fuel and utilities 
costs.  More importantly, the shelter component of housing dropped in the second half of 2002 relative 
to the first half, perhaps signaling that the strong rise in housing prices over the past decade is over.  
Medical care costs increased 3.6%, the smallest rise since a 3.5% increase in 1998. 
 

• The local inflation rate will be 2.9% in 2003.  However, the risk to this forecast is for a 
higher rate rather than a lower rate.  Energy prices are currently on the rise.  An extended 
conflict in Iraq or oil supply disruptions would cause higher inflation.  Natural gas prices 
are similarly pressured because of a low domestic supply.  The completion of a pipeline in 
Wyoming will cause more exports of Colorado gas and lead to higher prices in the state.  
Inflation rates will be slightly higher during the remainder of the forecast period. 

 
 
Population 
 
             The U.S. Census Bureau indicated that Colorado's population in 2002 increased 1.7%, or by 
75,553 residents.  As of July 1, 2002, the state's population was 4,506,542.  The 2002 growth rate was 
the lowest since 0.6% was recorded in 1990.  Despite the relatively low growth rate, Colorado was the 
sixth-fastest growing state last year. 
 

• Colorado's population will continue at more modest rates compared with the 1990s 
annualized increases of 2.7%.  The state's population will increase by 1.4% in 2003 and by 
1.5% in 2004.  Colorado's economy will gradually expand, thus keeping net migration 
levels positive albeit much lower than in the 1990s.  A gradual adjustment in factors such as 
housing costs and office building lease rates will eventually make Colorado more attractive 
to individuals and businesses seeking to relocate. 
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