
 

 
 
 
 

MEMORANDUM 
 
 

TO: Governor Bill Owens 
  Members of the General Assembly 

FROM: Office of State Planning and Budgeting 

DATE: March 17, 2004 

SUBJECT: March 2004 Revenue Forecast 
 
Attached is the Office of State Planning and Budgeting (OSPB) March 2004 revenue forecast.  
Included is a discussion of the Taxpayer’s Bill of Rights (TABOR) limit — Article X, Section 20 of 
the Colorado Constitution.  Also provided are General Fund overviews, General Fund and cash fund 
revenues forecasts, and summaries of both the national and Colorado economic forecast. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

     STATE OF COLORADO
OFFICE OF STATE PLANNING AND BUDGETING  
111 State Capitol Building 
Denver, Colorado 80203 
(303) 866-3317 

 
Bill Owens 
Governor 

Dr. Nancy McCallin 
Director 

March 2004 Forecast Highlights 
• The March 2004 revenue projections indicate that the FY 2003-04 budget is balanced 

and that FY 2003-04 revenues will exceed the statutory four percent reserve requirement 
by $41.1 million. 

• For FY 2004-05, adoption of the OSPB proposals — tobacco securitization, elimination 
of the Controlled Maintenance Trust Fund repayment, and a lower capital construction 
transfer — allows FY 2004-05 General Fund appropriations to increase by $291.8 million 
(5.2 percent) compared with FY 2003-04 appropriations levels.  Without these proposals, a 
decrease of $32.1 million (0.6 percent) would be required under current law.  The General 
Assembly has already introduced bills to adopt most of these proposals. 

• The March 2004 forecast for General Fund revenues is virtually unchanged from the 
December 2003 forecast.  General Fund revenues are forecast to increase 5.5 percent in 
FY 2003-04 and 3.8 percent in FY 2004-05. 

• Cash fund revenues are forecast to increase 10.0 percent in FY 2003-04 and 8.8 percent 
in FY 2004-05.  In FY 2003-04, strong cash fund revenue growth is primarily due to robust 
growth in two cash fund categories:  higher education and unemployment insurance.  In 
FY 2004-05, unemployment insurance tax revenue growth drives total cash fund revenue 
growth. 

• The underlying assumptions for the OSPB March 2004 Colorado economic forecast 
have not changed materially since December 2003.  Evidence still indicates that Colorado 
economic activity will accelerate throughout 2004. 
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This section of the forecast provides an overview of the Office of State Planning and 
Budgeting (OSPB) March 2004 revenue forecast.  First, it discusses the limits 
contained in the Taxpayer’s Bill of Rights (TABOR) — Article X, Section 20 of the 
Colorado Constitution.  Next, it provides a description of the General Fund overview 
and outlines the OSPB proposals to free up additional monies for the FY 2004-05 
General Fund operating budget.  Finally, the section discusses the OSPB General 
Fund revenue forecast. 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

The TABOR Limit and 
General Fund Revenue Outlook 

Summary 

• In FY 2002-03, the state’s General Fund ended the year with a $224.9 
million reserve.  The reserve exceeded four percent of FY 2002-03 
General Fund appropriations by $8.4 million, thereby allowing 
$5.6 million to be transferred to the Highway Users Tax Fund and 
$2.8 million to be transferred to the Capital Construction Fund. 

• Compared with the December 2003 forecast, there was no significant 
change to the General Fund revenue forecast.  The March 2004 OSPB 
forecast for FY 2003-04 General Fund revenues is $7.0 million lower 
compared with the December 2003 forecast, while the forecast for 
General Fund revenues in FY 2004-05 is down $5.7 million.  General 
Fund revenues are forecast to increase 5.5 percent in FY 2003-04 and 3.8 
percent in FY 2004-05. 

• The March 2004 revenue projections indicate that FY 2003-04 revenues 
will exceed the statutory four percent reserve requirement by $41.1 
million.  Under current law, FY 2004-05 appropriations must be reduced 
$32.1 million compared with the FY 2003-04 appropriations level if the 
FY 2004-05 statutory four percent reserve is to be met. 

• The OSPB proposals to free up additional monies for the General Fund 
operating budget include significantly lower General Fund transfers for 
capital construction, elimination of the FY 2004-05 and FY 2005-06 
paybacks to the Controlled Maintenance Trust Fund, and use of $100 
million from tobacco securitization to supplement General Fund 
appropriations in FY 2004-05.  Under these proposals, the General Fund 
appropriation will increase by $291.8 million (5.2 percent) in FY 2004-05 
compared with the FY 2003-04 appropriations level, instead of a decrease 
of $32.1 million (0.6 percent) as would be required under current law.  The 
General Assembly introduced bills to adopt most of our proposals to 
balance the budget. 
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THE TABOR SURPLUS 
The Taxpayer’s Bill of Rights (TABOR) — Article X, Section 20 of the Colorado 
State Constitution — limits the state’s revenue growth to the sum of inflation plus 
population growth in the previous calendar year.  Table 1 displays the expected 
TABOR surpluses through the forecast horizon, while Table 2 provides a detailed 
calculation of TABOR revenues from FY 2002-03 through FY 2008-09 under current 
law. 

Table 1 
Estimated TABOR Surplus Revenues 

(Dollar Amounts in Millions) 

Fiscal Year TABOR Surplus 
2002-03   $0.0 
2003-04   $0.0 
2004-05 $0.0 
2005-06 $140.9 
2006-07 $323.1 
2007-08 $306.3 
2008-09 $321.3 
Cumulative Total $1,091.7 

 

After logging TABOR revenue surpluses for five years, the TABOR surplus vanished 
in FY 2001-02 and remains absent through FY 2004-05.  Indeed, FY 2002-03 
TABOR revenues were lower than the TABOR limit by $584.3 million.  We do not 
expect the TABOR surplus to reappear until FY 2005-06.  The TABOR surplus 
disappeared because of the recession, Amendment 23, and the growth dividend.  In 
FY 2005-06, the TABOR surplus reappears, totaling $140.9 million.  Through the 
forecast horizon, we expect the TABOR surplus to range between $140 million and 
$330 million. 

The March 2004 OSPB forecast for the TABOR surplus is higher than was forecast 
in December 2003 primarily because the forecast for Colorado inflation has been 
lowered and thus, the TABOR limit is lower.  The OSPB forecast for inflation is 
discussed in greater detail in the Colorado section of this memorandum. 

GENERAL FUND OVERVIEW 
Table 3 provides a summary of General Fund revenues, expenditures, and reserves 
through FY 2008-09.  Table 3 assumes current law for General Fund appropriations, 
capital construction transfers, other transfers to the General Fund, and rebates and 
expenditures.  It also accounts for the effects of the federal Jobs and Growth Tax 
Relief Reconciliation Act of 2003 on Colorado’s Medicaid program and tax receipts. 

In FY 2002-03, the state’s General Fund ended the year with a $224.9 million reserve.  
This reserve exceeded the statutory reserve by $93.7 million because the FY 2002-03 
statutory reserve was lowered to 2.4 percent.  Based on the March 2004 OSPB 
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revenue projections and the FY 2003-04 appropriation amount, FY 2003-04 revenues 
will exceed the statutory four percent reserve requirement by $41.1 million.  The 
March 2004 OSPB forecast presented in Table 3 indicates that the FY 2003-04 budget 
is balanced.  Table 3 shows that, under current law, FY 2004-05 appropriations must 
decline $32.1 million compared with FY 2003-04 appropriations if the FY 2004-05 
statutory four percent reserve is to be met.  There is flexibility, however, for operating 
expenditures if the state eliminates some planned transfers.   

Table 4 displays a General Fund overview with OSPB’s proposals to free up additional 
monies for the General Fund operating budget.  The OSPB proposals include 
significantly lower General Fund transfers for capital construction than allowed under 
current law and also assume that the FY 2004-05 and FY 2005-06 paybacks to the 
Controlled Maintenance Trust Fund are eliminated.  Furthermore, the OSPB proposes 
that $100 million from tobacco securitization be used to supplement General Fund 
appropriations in FY 2004-05.  The General Assembly introduced bills to adopt most 
of these proposals to balance the budget.  If these proposed changes are adopted, there 
are sufficient funds to cover the Executive Branch’s requested budget for FY 2004-05 
General Fund appropriations.  The appropriations request is for a $291.8 million (5.2 
percent) increase in FY 2004-05 General Fund appropriations, compared with a $32.1 
million (0.6 percent) decrease under current law. 

GENERAL FUND REVENUES 
The forecast for General Fund revenues is shown in Table 5.  There have not been 
any significant changes to the forecast.  The March 2004 forecast for FY 2003-04 
General Fund revenues is $7.0 million lower than the December 2003 forecast and the 
forecast for General Fund revenues in FY 2004-05 is down $5.7 million.  This section 
presents the details of our forecast for General Fund revenues in FY 2003-04 and FY 
2004-05. 

FY 2003-04:  The March 2004 OSPB General Fund revenue forecast did not change 
materially from the December 2003 OSPB forecast.  In total, the March 2004 FY 
2003-04 General Fund revenue forecast is $7.0 million lower than our December 
2003 forecast.  General Fund revenues are expected to increase 5.5 percent in FY 
2003-04 compared with FY 2002-03. 

Net individual income tax receipts will increase 8.9 percent in FY 2003-04 and 
4.5 percent in FY 2004-05.  The growth in FY 2003-04 is, in part, a consequence of 
accrual adjustments that significantly lowered FY 2002-03 individual income tax 
revenues on a one-time basis.  The components of individual income taxes — 
withholdings, estimated payments, cash-with-returns receipts (checks mailed for 
income taxes due on April 15), and refunds — have stabilized.  Indeed, following 
two years of declines, withholdings, estimated payments, and cash-with-returns are 
again growing in FY 2003-04.  Meanwhile, refunds, which soared in FY 2002-03, 
are forecast to increase only modestly through the forecast horizon. 

Net corporate income tax receipts increased 26.5 percent in FY 2002-03.  They are 
forecast to decline 0.9 percent in FY 2003-04 due to a one-time, $11.5 million refund 
that resulted from resolution of an audit.  Because the FY 2003-04 adjustment to 
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corporate income tax revenues is one-time in nature, the FY 2004-05 forecast for net 
corporate income tax receipts is unchanged from December 2003.  However, the 
downward revision to FY 2003-04 net corporate income tax revenues results in a 
higher FY 2004-05 growth rate.  This one-time adjustment further exacerbates the 
natural volatility of corporate income tax revenues. 

Sales tax revenues declined 3.0 percent in FY 2002-03 compared with FY 2001-02.  
They are forecast to increase 3.9 percent in FY 2003-04.  Sales tax revenues are 
rising, in part, because of the fiscal stimulus provided by the federal Jobs and Growth 
Tax Relief Reconciliation Act of 2003 and because homeowners spent some of their 
equity when they refinanced their mortgages over recent months.  In addition, Senate 
Bill 03-317 reduced to two and one-third percent (from three and one-third percent) 
the portion of sales tax revenues that merchants can keep as payment for collecting 
sales tax revenues for the state.  States that collect a sales tax often provide such 
vendor fees to their merchants in recognition that the merchants collect the tax for the 
state.  Because of Senate Bill 03-317, the state will receive a larger share of sales tax 
revenues collected in FY 2003-04 than it received in FY 2002-03, so sales tax 
revenue growth in FY 2003-04 is larger than it would have been without passage of 
Senate Bill 03-317.  Then, in FY 2005-06, when the fee that merchants can keep 
rises back to three and one-third percent, sales tax revenue growth will be reduced 
somewhat compared with FY 2004-05 because the state will keep a smaller share of 
sales tax revenues. 

FY 2004-05:  The OSPB March 2004 forecast for FY 2004-05 General Fund 
revenues is $5.7 million lower compared with the December 2003 forecast.  General 
Fund revenues are forecast to grow 3.8 percent in FY 2004-05 compared with FY 
2003-04.  In FY 2004-05, the Colorado economy will have strengthened and, as 
a consequence, most of the revenue streams that contribute to the General Fund are 
forecast to increase.  Furthermore, some of the federal tax law changes reported 
previously will affect revenue growth rates.  For example, net corporate income tax 
revenue growth in FY 2004-05 will be increased because the 50 percent bonus 
depreciation and increased small business expensing provisions of the federal Jobs 
and Growth Tax Relief Reconciliation Act of 2003 will no longer be in effect. 

 
 
 
 
 
 
 
Sales tax revenues . . . 
are forecast to increase 
3.9 percent in FY 2003-04. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

General Fund revenues 
are forecast to grow 
3.8 percent in FY 2004-05. 
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The OSPB March 2004 cash fund revenues forecast is summarized in Table 6.  Cash 
fund revenues are monies collected and earmarked for specific purposes.  They 
comprised 29.4 percent of total TABOR revenues in FY 2002-03.  In FY 2003-04, 
cash fund revenues are forecast to increase 10.0 percent, to $2,520.2 million, and in 
FY 2004-05 they are forecast to rise an additional 8.8 percent, to $2,741.3 million.  
From FY 2003-04 through FY 2008-09, cash fund revenues will grow at a compound 
annual average rate of 2.8 percent. 

In FY 2003-04, strong cash fund revenue growth is primarily due to robust growth in 
two cash fund categories:  higher education tuition and unemployment insurance (UI) 
tax.  Higher education revenues will rise 12.4 percent as tuition rates increase and 
enrollment grows.  Meanwhile, UI taxes will experience a surge in revenues as 

Cash Fund Revenues Forecast 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
In FY 2003-04, cash fund 
revenues are forecast to 
increase 10.0 percent. 
 
 
Strong cash fund 
revenues growth is 
primarily due to robust 
growth in two cash fund 
categories:  higher 
education and 
unemployment insurance.

Summary 
• Cash fund revenues are forecast to increase 10.0 percent in FY 2003-04 

and 8.8 percent in FY 2004-05.  In FY 2003-04, strong cash fund revenue 
growth is primarily due to robust growth in two cash fund categories:  
higher education and unemployment insurance.  In FY 2004-05, 
unemployment insurance tax revenue increases drive cash fund revenue 
growth. 

• Transportation-related revenues, the largest group of cash funds, are 
forecast to increase 0.6 percent in FY 2003-04 and 2.8 percent in FY 
2004-05.  From FY 2003-04 through FY 2008-09, these funds will grow 
at a compound annual average rate of 3.4 percent. 

• Higher education cash funds, the next largest group of cash funds, are 
forecast to increase 12.4 percent in FY 2003-04.  The increase in higher 
education revenues occurs because both tuition rates and the number of 
students increased substantially.  In FY 2004-05 and through the 
remainder of the forecast, tuition rates are assumed to grow at the 
Denver-Boulder-Greeley inflation rate, yielding more moderate higher 
education revenue growth rates. 

• Unemployment insurance (UI) taxes are the primary revenue source for 
the Unemployment Insurance Trust Fund.  Revenues from these taxes 
are forecast to increase 47.1 percent in FY 2003-04, as UI tax rates rise 
to compensate for higher UI benefit payments.  In calendar years 2004 
and 2005, the unemployment insurance tax rate schedule will move to a 
higher level.  This occurs because two components of employer UI tax 
rates — the base rate and the solvency surcharge — rise when the UI 
Trust Fund balance drops below certain thresholds. 
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employer tax rates adjust to replenish the UI Trust Fund, as is designed per statute.  
In FY 2004-05, UI tax revenues will continue to be the primary driver of strong cash 
fund revenue growth as employer tax rates continue to adjust upwards.  The 
remainder of this section details the revenue forecasts for the larger cash funds. 

Transportation-Related Cash Funds 
Total transportation-related cash fund revenues decreased 1.8 percent in FY 2002-03.  
They are forecast to increase only 0.6 percent in FY 2003-04.  From FY 2003-04 
through FY 2008-09, total transportation-related cash fund revenues will grow at a 
compound annual average rate of 3.4 percent.  Table 7 details the forecast for 
transportation-related cash fund revenues. 

• The Highway Users Tax Fund (HUTF), the largest of the transportation-related 
funds, is comprised primarily of fuel tax revenues and registration fees.  In 
FY 2002-03, a weak economy reduced demand for gasoline and diesel fuel 
purchases.  Also, the number of heavy vehicle registrations dropped 
substantially.  Hence, FY 2002-03 motor and special fuel taxes and vehicle 
registration revenues were nearly flat compared with FY 2001-02.  HUTF 
revenues are expected to increase 1.0 percent in FY 2003-04 and 2.5 percent in 
FY 2004-05 as businesses continue to build their inventories and consumers have 
more disposable income to spend at the gasoline pump. 

• Other transportation-related cash fund revenues, which grew 18.5 percent in 
FY 2001-02, fell 14.4 percent in FY 2002-03 and are expected to decline 3.9 
percent in FY 2003-04.   A large share of these revenues come from local 
governments who partner with the state to build road projects.  In FY 2001-02, 
the Regional Transportation District (RTD) placed large amounts of money into 
the State Highway Fund for light rail and highway construction projects.  These 
local monies match funds provided through federal grant programs.  In FY 2002-
03 and FY 2003-04, RTD did not contribute local matching monies; hence, total 
local matching monies declined substantially in FY 2002-03 compared with FY 
2001-02.  This, coupled with a decline in interest earnings, caused the overall fall 
in other transportation-related cash fund revenues in FY 2002-03 and FY 2003-
04.  In FY 2004-05, other transportation-related cash fund revenues will increase 
5.7 percent as local matching monies increase and interest earnings rise with the 
improving economy. 

Higher Education 

The March 2004 forecast for FY 2003-04 higher education cash fund revenues is 
shown in Table 8.  In FY 2003-04, higher education revenues will increase 12.4 
percent, reflecting large tuition increases and strong student enrollment growth. 

• In FY 2003-04, resident student tuition rates at the state’s universities and 
colleges increased between 5.0 percent and 15.0 percent, while nonresident 
student tuition rates increased between 5.0 percent and 23.1 percent.  In 
FY 2004-05 and for the remainder of the forecast, tuition rates are assumed to 
increase by the Denver-Boulder-Greeley inflation rate. 

 
 
 
 
 
 
 
 
 
 
From FY 2003-04 through 
FY 2008-09, total 
transportation-related 
cash fund revenues will 
grow at a compound 
annual average rate of 
3.4 percent. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
In FY 2003-04, higher 
education revenues will 
increase 12.4 percent. 
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• Total higher education FTE enrollment rose 6.3 percent in FY 2002-03.  The 
strong enrollment increase occurred because of the slower economy, which 
caused many who otherwise would have been working to go back to school.  In 
FY 2003-04, total enrollment growth slowed to 3.3 percent, with residential 
enrollment growing 3.9 percent and nonresidential enrollment declining 0.7 
percent.  In FY 2004-05, FTE enrollment growth will be 2.2 percent, as the 
strengthening state economy lures students away from the classroom and back to 
the workforce.  From FY 2003-04 through FY 2008-09, total FTE student 
enrollment growth will average 2.2 percent per year, with residential student 
enrollment averaging 2.4 percent growth and nonresidential student enrollment 
averaging 0.9 percent growth. 

Unemployment Insurance Trust Fund 

The March 2004 unemployment insurance (UI) tax revenue forecast is shown in 
Table 9.  Total UI Trust Fund revenues are forecast to increase 47.1 percent in FY 
2003-04, following a 10.1 percent increase in FY 2002-03.  In FY 2004-05, UI Trust 
Fund revenues are forecast to increase an additional 54.8 percent.  Tax revenues are 
rising because UI tax rates automatically adjust to compensate for higher UI benefit 
payments.  UI benefits rose nearly 200 percent from FY 2000-01 to FY 2002-03.  UI 
tax rates are designed to increase when benefit claims rise so that the UI Trust Fund 
is replenished.  During good economic times, when UI benefit claims decrease, UI 
tax rates decline.  As the economy improves, UI benefits will decline.  However, 
benefit payments will remain at high levels for several years, drawing down the UI 
Trust Fund balance until FY 2004-05.  Thereafter, UI tax rates will adjust downward 
as the UI Trust Fund balance again begins to grow. 

• In FY 2002-03, UI benefit payments increased nearly 10 percent after increasing 
more than 150 percent in FY 2001-02.  Rising benefit payments are the result of 
the soft labor market and the ensuing increase in the number of unemployed.  
Benefit payments will begin to decline in FY 2003-04 and continue to fall 
through the remainder of the forecast horizon as the state’s economic recovery 
progresses.  

• In calendar years 2004 and 2005, the unemployment insurance tax rate schedule 
will move to higher levels.  This occurs because two components of employer UI 
tax rates — the base rate and the solvency surcharge — rise when the UI Trust 
Fund balance drops below certain thresholds.  The UI Trust Fund had a balance 
of $293.2 million on June 30, 2003 and is forecast to end FY 2003-04 with a 
balance of only $116.6 million.  These balances will trigger additional tax rate 
schedule increases in calendar years 2004 and 2005 as per 8-76-103, C.R.S. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Total UI Trust Fund 
revenues are forecast to 
increase 47.1 percent in 
FY 2003-04. 
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The nation’s economic recovery is gaining momentum.  Both demand and production 
growth are strong, manufacturing and non-manufacturing activity are expanding, 
corporate profits are up, financial markets are steady, and inflationary pressures are 
minimal.  Meanwhile, the labor market is firming, although the pace of job growth is 
still modest. 

Highlights of the national economic forecast, shown in Table 10, are as follows: 

Gross Domestic Product and Its Components 

Inflation-adjusted gross domestic product (GDP) grew 3.1 percent in 2003.  It is 
forecast to grow 4.5 percent in 2004 and 3.2 percent in 2005. 

• Consumer spending, which represents about two-thirds of GDP, continues to 
post positive gains.  Consumer spending grew at a 3.1 percent pace in 2003 and 
is forecast to grow 3.8 percent in 2004.  In 2003, consumer-spending growth was 
driven by purchases of durable goods, especially motor vehicles.  In 2004, 
consumer expenditures will be more equally distributed between goods and 
services, while in 2005 and beyond, spending on services will dominate. 

• Business investment increased 2.8 percent in 2003, following two years of 
declines.  Finally, business investment is making a strong, positive contribution 
to the expansion.  Political and economic uncertainties have caused business 
investment to be delayed in the current expansion.  Investments in nonresidential 
structures were down 4.7 percent, while investment in equipment rose 5.2 
percent.  The recovering global economy, replacement demand for information 
technology equipment, and tax incentives will result in increasing business 
investment in 2004. 

In 2004, investments in nonresidential structures will increase 0.9 percent, with 
warehouse construction posting stronger gains than office construction.  In 2005 
and 2006, investments in nonresidential structures are forecast to exceed six 
percent growth, as vacant space is absorbed in the growing economy. 

Business equipment investment is forecast to surge 15.5 percent in 2004 and 
8.5 percent in 2005.  Strong growth in 2004 is in part due to the federal Jobs and 
Growth Tax Relief Reconciliation Act of 2003, which increased the amount of 
capital investment that small businesses are permitted to immediately expense.  
The 2003 Jobs Act also provides 50 percent bonus depreciation on investments 
made before the end of 2004.  In addition, equipment investment is rising 
because businesses’ financial positions have improved.  Furthermore, interest 
rates remain low, enabling corporations to pay down short-term, relatively high 
interest debt, with lower long-term rates, thereby further improving cash flow.  
Investment in computer hardware and software will dominate business 
investment in the near term.  However, as production rises, so to will capacity 
utilization, leading industrial firms to increase spending on other capital 
equipment. 

The National Forecast 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Inflation-adjusted GDP 
grew at a remarkable 
8.2 percent annualized 
rate. 

 
 
 
 
 
 
The nation’s economic 
recovery is gaining 
momentum. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Business equipment 
investment is forecast 
to surge 15.5 percent 
in 2004 and 8.5 percent 
in 2005. 
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• Government spending increased 3.4 percent in 2003, led by a 10.5 percent surge 
in federal defense spending.  Federal nondefense spending rose 5.4 percent in 
2003, but state and local government spending increased a mere 0.6 percent.  
Defense spending will remain relatively strong in the near term, while the 
Medicare prescription drug benefit program will put upward pressure on federal 
nondefense spending. 

State and local government expenditures are forecast to grow only 0.6 percent in 
2004 and 2.2 percent in 2005.  State governments will contribute little to GDP 
growth between 2003 and 2005 because of continued weakness in state revenue 
sources.   However, in 2006 and beyond, state and local government expenditure 
growth will accelerate to more than 2.5 percent per year. 

Inflation 

Inflation was 2.3 percent in 2003, but in 2004 and 2005, consumer prices are forecast 
to rise only 1.4 percent and 1.3 percent, respectively.  On average, energy prices, 
which are currently relatively high, are forecast to be virtually unchanged over the 
coming year.  Meanwhile, there are few inflationary pressures from other sources 
because productivity gains are allowing demand to be met with reduced labor costs.  
Indeed, unit labor costs have fallen for two years, even as hourly worker 
compensation has risen. Business spending on equipment and capital is expected to 
rebound over the next year, so productivity gains will continue and inflationary 
pressures will remain in check. 

Employment 

The labor market is stabilizing, but has not produced strong gains to date.  On 
average, employment fell 0.2 percent in 2003, following a 1.1 percent decline in 
2002.  This marks the first back-to-back declines in national employment since 
World War II.  However, by year-end 2003 many sectors were again gaining jobs.  
Financial, professional and business services, education and health services, leisure 
and hospitality, as well as construction posted modest increases in 2003.  In 2004, 
employment in all sectors except manufacturing, trade, transportation, and utilities, 
and government is forecast to increase and, in aggregate, the number of jobs will rise 
0.7 percent.  This will be followed by a 1.6 percent increase in 2005 as the national 
economy gains strength. 

Unemployment at the national level was 6.0 percent in 2003.  In 2004, it is forecast to 
fall only slightly, to 5.8 percent, as the strengthening labor market entices the jobless 
back into the labor force.  Thereafter, the improved economy will result in declining 
unemployment and by 2008 the unemployment rate will fall to 5.2 percent. 

Risks to the Forecast 

Most of the events likely to affect the current national economic forecast would result 
in a downward revision to the near-term strength of the recovery.  Tenuous consumer 
confidence could be derailed by repercussions from high household debt burdens.  
Weakening household credit quality could undermine lenders’ willingness to extend 
credit and thus, households’ abilities to support the economy.  Also, terrorist activity 
remains a threat to the national economic recovery.  Finally, increased political 
tensions in oil-producing areas of the world could result in higher energy prices. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
In 2004 and 2005, 
consumer prices are 
forecast to rise only 1.4 
percent and 1.3 percent, 
respectively. 
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Although most risks to the national forecast are to the downside, there are upside 
risks as well.  The global economy is strengthening and holds the potential to 
rebound more robustly than is currently forecast.  Such a global economic surge 
could produce stronger growth in the U.S. economy. 
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This section presents the OSPB forecast for Colorado’s economy, shown in Table 11.  
It includes a discussion of employment and unemployment, inflation, wages and 
income, and population and migration, as well as a brief summary of the state’s 
construction and retail industries. 

The underlying assumptions for the March 2004 OSPB state economic forecast have 
not changed materially since December 2003.  Evidence still indicates that Colorado 
economic activity will accelerate throughout 2004.  However, end-of-year 2003 data 
provide a clearer point of reference for the March 2004 forecast than was available in 
December 2003.  Most notably, rebenchmarked employment figures and newly 
released inflation figures permit a more refined assessment of where the state 
economy is likely to be come year-end 2004. 

Employment 

Figure 1 shows the national and Colorado forecasts for employment.  After the annual 
rebenchmark adjustment, Colorado employment was reported to have declined 1.5 
percent in 2003 and we currently forecast that significant job creation will not occur 
until late 2004.  On average, we forecast that employment will grow 1.6 percent in 
2004.  However, from 2005 through 2008, the state will post employment gains at or 
above 2.5 percent.   Job growth over the forecast horizon will be concentrated in the 
retail trade, finance, insurance, real estate, and services sectors. 

In 2003, the Colorado average annual unemployment rate was 6.0 percent.  We forecast 
that the unemployment rate will be 5.7 percent in 2004 and then will gradually decline 
to 4.5 percent by 2008 as job growth in the state resumes a more robust economic pace. 

Figure 1 
Colorado and National Employment 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 Source:  U.S. Department of Labor, Bureau of Labor Statistics, employment by place of 
                              work from Current Employment Statistics (CES) survey of payroll records. 
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Inflation 

The national and Colorado forecasts for inflation are displayed in Figure 2.  In 2003, 
consumer prices in the Denver-Boulder-Greeley area rose a mere 1.1 percent.  
Inflation in 2003 was low because rents and home costs were lower.  The cost of 
housing contributes almost one-third of total inflation, so if housing prices do not 
climb, neither will inflation. 

Figure 2 
Colorado and National Inflation 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source:  U.S. Department of Labor, Bureau of Labor Statistics. 
 
We forecast that Colorado inflation will be 1.6 percent in 2004 and 1.9 percent in 2005.  
Inflationary pressures in the state will be minimal, although prices will be pushed up as 
the state’s economy regains momentum.  Colorado inflation will thus remain above the 
national level, but at or below three percent, from 2005 through 2008. 

Our lower inflation forecast affects our projections for wages, income, and retail 
sales:  a lower inflation rate translates into lower growth rates for wages, income, and 
retail sales, even though the underlying economic assumptions of the forecast have 
not changed. 

Wages and Income 

Colorado wage and salary income fell 1.9 percent in 2002 because of lower 
employment levels and the loss of high-wage jobs in the advanced technology and 
financial sectors.  Our forecast is that total wage and salary disbursements will not 
rise significantly in 2003, as a lower employment base will offset modest increases in 
average wage.  By 2004, wage and salary income growth will be 2.8 percent and the 
pace will accelerate to over six percent in 2006, reflecting more jobs and higher 
average wages. 

Personal income grew a modest 0.8 percent in 2002, even as wage and salary 
disbursements declined.  However, through the third quarter of 2003, personal 
income growth was 2.0 percent, despite low inflationary pressures.  We forecast that 
personal income will increase 2.1 percent in 2003 and that in 2004, growing 
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paychecks will contribute to a 3.1 percent increase.  Personal income growth will 
accelerate for the next several years and will reach 7.4 percent by 2007. 

We forecast that per capita personal income in Colorado will continue to be higher 
than the national average throughout the forecast horizon.  In 2003, per capita 
income growth was a modest 1.0 percent, as low inflationary pressures coupled with 
a weak state labor market kept income from rising faster.  Per capita personal income 
growth will be 2.0 percent in 2004 and, by 2007 it will accelerate to 5.7 percent, 
which, at an inflation-adjusted pace, is only a slightly slower than the rates observed 
during the 1990s. 

Population and Migration 

In 2003, net in-migration to Colorado was 12,400 and total population growth was 
1.1 percent.  Our March 2004 forecast for net migration in 2004 and beyond is about 
the same as our December 2003 forecast.  We forecast that the Colorado economy 
will accelerate more slowly than some other parts of the country and this will keep 
net in-migration to Colorado low.  As the Colorado economy recovers, however, the 
number of net in-migrants to the state will increase.  The state’s population growth 
will be 1.7 percent by 2008. 

Industrial Sectors 

This section details our forecast for the residential and nonresidential construction 
and retail trade industries in Colorado. 

Construction 

In 2003, 17.7 percent fewer residential home permits were issued in Colorado than 
were issued in 2002.  Meanwhile, the value of nonresidential construction (excluding 
nonbuilding projects like roads) declined 10.8 percent.  Our March 2004 forecast for 
residential and nonresidential construction markets anticipates that 2004 activity will 
approximately equal that of 2003. 

Residential Construction 

A correction occurred in Colorado’s residential construction market in 2002 and 
2003.  We forecast that the total number of home permits issued in 2004 will be 
about the same as the number issued in 2003.  Permit levels will not grow because 
the Colorado economy will not attract a large net in-migration to the state in 2004.  
Slower in-migration combined with high inventories will dampen demand for new 
homes in 2004.  In 2005 and beyond, the number of home permits issued will rise 
year-over-year as net in-migration increases and the state economy strengthens. 

Nonresidential Construction 

Denver-area nonresidential building construction continues to be impacted by 
oversupply.  The 2003 value of new nonresidential building construction was down 
10.8 percent, following a 21.8 percent drop in 2002.  However, by year-end 2003, the 
rate of decline had slowed substantially in response to falling vacancy rates.  We 
forecast that the value of 2004 nonresidential construction will be about the same as 
in 2003.  The value of nonresidential construction put in place will again increase 
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year-over-year in 2004 and beyond as a strengthening state economy fills now empty 
space with new and growing businesses. 

Retail Trade 

Retail trade sales in Colorado were flat in 2003 compared with 2002.  In 2004, we 
forecast retail sales will grow 3.3 percent as Colorado residents spend paychecks 
fattened by federal tax relief.  Thereafter, retail sales growth will accelerate to over 
six percent by 2006. 

Risks to the Colorado Forecast 

The main risk to the Colorado forecast is that the national economic recovery falters.  
Colorado’s recovery will follow the national recovery.  Thus, weakness in the 
national economy will likely mean a delay in the Colorado recovery. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
The main risk to the 
Colorado forecast is that 
the national economic 
recovery falters.   
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