
 

 
 
 
 

MEMORANDUM 
 
 

TO:  Governor Bill Owens 
  Members of the General Assembly 

FROM: Office of State Planning and Budgeting 

DATE: September 20, 2004 

SUBJECT: September 2004 Revenue Forecast 

 
Attached is the Office of State Planning and Budgeting (OSPB) September 2004 revenue forecast.  Included is a 
discussion of the Taxpayer’s Bill of Rights (TABOR) limit as provided in Article X, Section 20 of the Colorado 
Constitution.  Also provided are General Fund overviews, General Fund and cash fund revenue 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 

September 2004 OSPB Forecast Highlights 

• The September 2004 revenue projections indicate that the FY 2004-05 budget is balanced  
and that FY 2004-05 revenues will exceed the statutory four percent reserve requirement by 
$13.9 million. 

• In FY 2005-06, General Fund appropriations can increase $79.5 million (1.4 percent) compared 
with FY 2004-05 appropriations levels assuming no other changes in law. 

• General Fund revenues are forecast to increase 3.5 percent in FY 2004-05 and 5.5 percent in  
FY 2005-06. 

• Cash fund revenues are forecast to increase 5.0 percent in FY 2004-05 and 0.1 percent in  
FY 2005-06.  In FY 2004-05, unemployment insurance tax revenue growth drives total cash fund 
revenue growth.  Meanwhile, in FY 2005-06, falling unemployment insurance tax revenues will 
offset increasing revenues in other cash funds, so total cash fund revenue will be unchanged in FY 
2005-06 compared with FY 2004-05. 

• The underlying assumptions for the OSPB September 2004 Colorado economic forecast 
have not changed materially since the release of the June 2004 forecast.  Evidence still indicates 
that Colorado economic activity will accelerate throughout 2004. 

• National economic growth slowed in second quarter 2004.  Nonetheless, inflation-adjusted gross 
domestic product is forecast to increase 4.3 percent in 2004. 
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This section provides a summary of the September 2004 Office of State Planning and 
Budgeting (OSPB) General Fund revenue and expenditure outlook.  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 General Fund overview.  
Finally, the section discusses the OSPB General Fund revenue forecast. 

 
The TABOR Surplus 

The Taxpayer’s Bill of Rights (TABOR) — Article X, Section 20 of the Colorado 
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 2003-04 through FY 2009-10 under 
current law. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
In FY 2004-05, General 
Fund appropriations will 
increase $198.2 million 
(3.5 percent), the four 
percent statutory reserve 
will be exceeded by 
$13.9 million, and there 
will be a  $53.1 million 
TABOR refund. 
 
 
 
 

The TABOR Limit and 
General Fund Revenue Outlook 

Summary 

• In FY 2003-04, the state’s General Fund ended the year with a 
$346.3 million reserve.  The reserve exceeded four percent of  
FY 2003-04 General Fund appropriations by $122.7 million.   

• Gross General Fund revenues in FY 2003-04 were just $3.5 million 
(0.06 percent) lower than reported in the June 2004 OSPB forecast and 
$67.8 million higher (1.1 percent) than reported in the March 2004 
OSPB forecast. 

• The September 2004 OSPB forecast indicates that General Fund revenues 
will increase 3.5 percent in FY 2004-05 and 5.5 percent in FY 2005-06.   

• Based on the September 2004 OSPB revenue projections and the current 
FY 2004-05 appropriations level, the FY 2004-05 budget is balanced.  In 
FY 2004-05, General Fund appropriations will increase $198.2 million 
(3.5 percent), the four percent statutory reserve will be exceeded by 
$13.9 million, and there will be a  $53.1 million TABOR refund. 

• The September 2004 OSPB revenue projections show that under current 
law, General Fund appropriations can increase $79.5 million — 
1.4 percent — in FY 2005-06. 
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Table 1 
TABOR Surplus Revenues 

Based on the September 2004 OSPB Revenue Forecast 
(Dollar Amounts in Millions) 

Fiscal Year TABOR Surplus 
2003-04   $0.0 
2004-05 $53.1 
2005-06 $290.8 
2006-07 $424.1 
2007-08 $581.1 
2008-09 $701.0 
2009-10 $947.1 
Cumulative Total $2,997.2 

 

After logging TABOR revenue surpluses for five years, the TABOR surplus 
vanished in FY 2001-02 and remained absent through FY 2003-04.  The TABOR 
surplus disappeared because of the recession, Amendment 23, and the growth 
dividend.  In FY 2004-05, the TABOR surplus reappears, totaling $53.1 million.  
From FY 2005-06 through the remainder of the forecast, we expect the TABOR 
surplus to range between $290 million and $950 million. 

The September 2004 OSPB forecast for the FY 2004-05 TABOR surplus is slightly 
lower than was forecast in June 2004, while the TABOR surpluses in FY 2005-06 and 
beyond are generally slightly higher.  There are several reasons for the change.  First, 
TABOR revenues received in FY 2003-04 were higher than anticipated in June 2004, 
permitting more of the growth dividend to be used in FY 2003-04.  This raises the FY 
2004-05 TABOR limit, which in turn, lowers the amount of the FY 2004-05 TABOR 
surplus, all things equal. We have also made minor adjustments to the FY 2004-05 
General Fund and cash fund forecasts in light of the recent deceleration in national 
economic growth.  Meanwhile, exceptionally low inflation in 2004 will result in a 
lower TABOR limit in FY 2005-06.  The TABOR surplus in FY 2005-06 will thus 
increase.  The OSPB forecast for population growth and inflation is discussed in 
greater detail in the Colorado section of this report.  Changes to the General Fund 
forecast are discussed at the end of this section and changes to the cash fund forecasts 
are discussed in the following section.  

GENERAL FUND OVERVIEW 
Table 3 provides an overview of General Fund revenues, expenditures, and reserves 
through FY 2009-10.  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 2003-04, the state’s General Fund ended the year with a $346.3 million reserve.  
This reserve exceeded the statutory four percent reserve by $122.7 million.  Based on 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

The TABOR surplus 
disappeared because 
of the recession, 
Amendment 23, and the 
growth dividend. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
In FY 2003-04, the 
state’s General Fund 
ended the year with a 
$346.3 million reserve. 
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the September 2004 OSPB revenue projections and the FY 2004-05 appropriation 
level, FY 2004-05 revenues will exceed the statutory four percent reserve requirement 
by $13.9 million.  Under current law, two-thirds of this excess will be distributed to 
the Highway Users Tax Fund and one-third will be distributed to the Capital 
Construction Fund.   

General Fund Revenues 

The forecast for General Fund revenues is shown in Table 4.  The September 2004 
OSPB forecast for FY 2004-05 General Fund revenues is $41.7 million lower than 
the June 2004 OSPB forecast and the forecast for General Fund revenues in  
FY 2005-06 is $43.1 million lower.  This section presents the details of our forecast 
for General Fund revenues in FY 2004-05 and FY 2005-06. 

FY 2004-05:  General Fund revenues are expected to increase 3.5 percent in FY 
2004-05 compared with FY 2003-04.  This is a slightly slower pace than was 
reported in the June 2004 OSPB economic forecast.  Colorado economic activity 
generally mirrors national economic activity and the national economy slowed in 
second quarter 2004.  The subdued pace of economic growth at the national level is 
reflected in the September 2004 OSPB forecast for Colorado General Fund revenues.   

Net individual income tax receipts will increase 4.6 percent in FY 2004-05 and 
6.0 percent in FY 2005-06.  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 2004-05.  Meanwhile, refunds, which soared in FY 2002-03, 
are forecast to increase only modestly through the forecast horizon. 

Net corporate income tax receipts rose 4.5 percent in FY 2003-04.  They are forecast 
to increase 8.3 percent in FY 2004-05 and 7.2 percent in FY 2005-06.  The 
September 2004 OSPB forecast assumptions for net corporate income tax receipts is 
not fundamentally different compared with the June 2004 OSPB forecast. 

Sales tax revenues rose 4.0 percent in FY 2003-04 after falling 3.0 percent in FY 
2002-03.  Sales tax revenues are forecast to increase 4.2 percent in FY 2004-05 and 
5.6 percent in FY 2005-06.  Sales tax revenues are rising because of the 
strengthening Colorado economy, 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 to take 
advantage of recent low mortgage rates.   

FY 2005-06:  General Fund revenues are forecast to grow 5.5 percent in FY 2005-06.  
In FY 2005-06, 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.  However, some of the federal tax law changes reported previously will 
affect revenue growth rates.  For example, net corporate income tax revenue growth 
in FY 2005-06 will be inflated 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. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
General Fund revenues 
are expected to 
increase 3.5 percent in  
FY 2004-05 compared 
with FY 2003-04.   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Sales tax revenues 
forecast to increase 4.2 
percent in FY 2004-05 and 
5.6 percent in FY 2005-06. 
 
 
 
 
 
General Fund revenues 
are forecast to grow 
5.5 percent in FY 2005-06.
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The September 2004 OSPB cash fund revenue forecast is summarized in Table 5.  
Cash fund revenues are monies collected and earmarked for specific purposes.  They 
comprised 31 percent of total TABOR revenues in FY 2003-04.  In FY 2004-05, cash 
fund revenues are forecast to increase 5.0 percent, to $2,332.7 million.  From FY 
2004-05 through FY 2009-10, cash fund revenues will grow at a compound annual 
average rate of 0.2 percent.  The weak cash fund revenue growth is primarily due to 
falling unemployment insurance (UI) tax revenues, which offset more robust growth 
in the remaining cash funds.  Employers’ UI tax rates fall as the state economy 
improves and this in turn lowers UI revenue growth. 

Cash Fund Revenue Forecast 

Summary 
• Cash fund revenues increased 13.8 percent in FY 2003-04, to 

$2,613.0 million, primarily due to robust growth in three cash fund 
categories:  higher education tuition, unemployment insurance taxes, and 
severance taxes.  In FY 2004-05, cash fund revenues are forecast to grow 
5.0 percent while in FY 2005-06, cash fund revenue growth will be flat. 

• Transportation-related revenues, the largest group of cash funds, grew 
4.3 percent in FY 2003-04.  This group of cash funds is forecast 
to increase 1.4 percent in FY 2004-05 and 3.1 percent in FY 2005-06.  
From FY 2004-05 through FY 2009-10, these funds will grow at a 
compound annual average rate of 3.5 percent. 

• Higher education cash funds, the next largest group of cash funds, 
increased 10.8 percent in FY 2003-04.  The increase in total higher 
education revenues occurred because both tuition rates and the number 
of students increased substantially.  In FY 2004-05, higher education 
cash fund revenues are forecast to increase 4.1 percent. 

○ The University of Colorado became an enterprise in FY 2004-05 
based on the enactment of Senate Bill 04-252.  Thus, all tuition and 
fees collected from the University are exempt from the TABOR limit 
in FY 2004-05 and thereafter. 

○ In FY 2005-06, Senate Bill 04-189 permits the remaining state 
institutions of higher education to qualify for enterprise status.  
Hence, the tuition and fees collected from these institutions will not 
be counted as TABOR revenue in FY 2005-06 and thereafter. 

• Unemployment insurance (UI) revenues increased 56.2 percent in FY 
2003-04 and are expected to increase 33.6 percent in FY 2004-05.  The 
large increases occur because UI tax rates automatically rise to compensate 
for higher UI benefit payments.  Through the forecast horizon, the 
improving economy will result in declining benefit payments, which in turn 
means UI tax rates will fall.   

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
In FY 2004-05, cash fund 
revenues are forecast to 
increase 5.0 percent. 
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In FY 2003-04, strong cash fund revenue growth was primarily due to robust growth 
in three cash fund categories:  higher education, UI, and severance.  Higher education 
revenues rose 10.8 percent as tuition rates increased and enrollment grew.  
Meanwhile, UI tax collections surged as employer tax rates adjusted to replenish the 
UI Trust Fund, as is designed per statute.  Finally, severance tax revenues rose as a 
result of higher prices and production levels coupled with merger and acquisition 
activity.  Cash fund revenue growth remains robust in FY 2004-05. 

In FY 2005-06, after adjusting for the newly granted enterprise status of Colorado 
institutions of higher education, total cash fund revenues will be essentially 
unchanged compared with FY 2004-05.  In FY 2005-06, revenue received from the 
UI tax is expected to decline substantially as a result of the improving economy and 
lower UI tax rates.  Moreover, higher education will no longer count toward TABOR, 
and severance taxes are forecast to fall.  The combination of falling UI and severance 
tax revenues will offset the increases in the cash funds remaining after the institutions 
of higher education become an enterprise. 

During the 2004 legislative session, the General Assembly passed several bills that 
affected the higher education and other miscellaneous cash fund revenues.  These 
revenue changes have been accounted for in the September 2004 forecast and the 
impacts are discussed below in the appropriate areas.  The remainder of this section 
details the revenue forecasts for the larger cash funds. 

Transportation-Related Cash Funds 
Table 6 details the forecast for transportation-related cash fund revenues, which 
increased 4.3 percent in FY 2003-04.  Total transportation-related cash fund revenues 
are forecast to increase 1.4 percent in FY 2004-05 and 3.1 percent in FY 2005-06.  
From FY 2004-05 through FY 2009-10, total transportation-related cash fund 
revenues will grow at a compound average annual rate of 3.5 percent. 

• The Highway Users Tax Fund (HUTF), the largest of the transportation-related 
funds, is composed primarily of fuel tax revenues and registration fees.  In FY 
2003-04, HUTF revenues increased 2.4 percent.  They are expected to increase 
2.7 percent in FY 2004-05 as businesses continue to build their inventories and 
consumers have more disposable income to spend at the gasoline pump.  While 
gasoline prices have risen sharply over the past year, the demand for gasoline is 
inelastic.  Hence, we have not seen a decline in the amount of gasoline purchased 
over the short term.   

• Other transportation-related cash fund revenue increased 25.9 percent in FY 
2003-04 due in part to the enactment of Senate Bill 03-272, which imposes new 
fees on license plates, decals, placards, and tabs to cover the direct costs of 
issuing them and interest earnings on a loan.  Also, the E-470 Authority repaid a 
loan to the Department of Transportation, including $10 million in interest, 
which created a one time infusion of money in this fund.  In FY 2004-05, these 
cash funds are forecast to decrease 10.2 percent as a result of the one time 
payment from the E-470 Authority in FY 2003-04.  In FY 2005-06, they will 
increase 2.1 percent.

 
In FY 2003-04, strong 
cash fund revenue growth 
was primarily due to 
robust growth in three 
cash fund categories: 
higher education, UI, and 
severance.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
From FY 2004-05 through 
FY 2009-10, total 
transportation-related 
cash fund revenues will 
grow at a compound 
average annual rate of 
3.5 percent. 



  

Colorado Economic Perspective — September 20, 2004 Cash Fund Revenue Forecast

Office of State Planning and Budgeting 9

 
Ta

bl
e 

5 
C

as
h 

Fu
nd

 R
ev

en
ue

 b
y 

M
aj

or
 C

at
eg

or
y 

(A
cc

ru
al

 B
as

is
, D

ol
la

r A
m

ou
nt

s 
in

 M
illi

on
s)

 

 
 

Se
pt

em
be

r 2
00

4 
Es

tim
at

e 
by

 F
is

ca
l Y

ea
r 

 
FY

 2
00

3-
04

 
FY

 2
00

4-
05

 
FY

 2
00

5-
06

 
FY

 2
00

6-
07

 
FY

 2
00

7-
08

 
FY

 2
00

8-
09

 
FY

 2
00

9-
10

 

FY
 2

00
4-

05
 

to
 F

Y 
20

09
-1

0
C

A
AG

R
* 

 
Tr

an
sp

or
ta

tio
n-

R
el

at
ed

 
$8

38
.7

 
 

$8
50

.7
 

 
$8

77
.4

 
 

$9
22

.0
  

 
$9

53
.1

 
 

$9
87

.8
 

 
$1

,0
10

.4
 

 
  

 
 

C
ha

ng
e 

4.
3%

 
1.

4%
 

3.
1%

 
5.

1%
 

 
3.

4%
 

3.
6%

2.
3%

3.
5%

  
 

H
ig

he
r E

du
ca

tio
n 

 
$7

57
.8

 
/A

 
$3

80
.3

 
/A

N
E

/B
 

N
E 

/B
 

N
E

/B
 

N
E

/B
 

$0
.0

 
/B

  
 

 
C

ha
ng

e 
10

.8
%

 
4.

1%
/G

N
E

 
N

E 
 

N
E

 
N

E
N

E
N

E
  

 
U

ne
m

pl
oy

m
en

t I
ns

ur
an

ce
  

$3
42

.2
 

/D
 

$4
57

.1
 

/D
$4

30
.3

 
/D

 
$2

87
.1

  
/D

 
$2

53
.6

 
/D

 
$2

53
.8

 
$2

14
.6

 
  

 
 

C
ha

ng
e 

56
.2

%
 

33
.6

%
 

-5
.9

%
 

-3
3.

3%
 

 
-1

1.
7%

 
0.

1%
-1

5.
5%

-1
4.

0%
  

 
Li

m
ite

d 
G

am
in

g 
Fu

nd
 

$1
02

.7
 

 
$1

06
.3

 
 

$1
11

.1
 

 
$1

16
.7

  
 

$1
22

.8
 

 
$1

29
.6

 
$1

36
.7

 
  

 
 

C
ha

ng
e 

2.
7%

 
3.

5%
 

4.
5%

 
5.

0%
 

 
5.

3%
 

5.
5%

5.
5%

5.
2%

  

 
C

ap
ita

l C
on

st
ru

ct
io

n 
– 

In
te

re
st

 
$1

.7
 

 
$1

.4
 

 
$0

.9
 

 
$0

.6
  

 
$0

.3
 

 
$0

.2
 

$0
.1

 
  

 
 

C
ha

ng
e 

-5
9.

8%
 

-1
8.

2%
 

-3
2.

4%
 

-3
2.

4%
 

 
-4

6.
1%

 
-4

5.
6%

-4
5.

6%
-4

0.
8%

  
 

R
eg

ul
at

or
y 

Ag
en

ci
es

 
$5

0.
2 

 
$5

1.
8 

 
$5

3.
6 

 
$5

5.
5 

  
$5

7.
4 

 
$5

9.
5 

$6
1.

6 
  

 
 

C
ha

ng
e 

-6
.1

%
 

3.
2%

 
3.

4%
 

3.
5%

 
 

3.
5%

 
3.

6%
3.

6%
3.

5%
  

 
In

su
ra

nc
e-

R
el

at
ed

 
$5

2.
6 

 
$5

3.
2 

 
$5

6.
2 

 
$5

9.
5 

  
$6

2.
9 

 
$6

6.
6 

$7
0.

4 
  

 
 

C
ha

ng
e 

-1
4.

2%
 

1.
0%

 
5.

7%
 

5.
8%

 
 

5.
8%

 
5.

8%
5.

8%
5.

8%
  

 
Se

ve
ra

nc
e 

Ta
x 

$1
25

.1
 

 
$7

5.
0 

 
$5

5.
0 

 
$4

9.
4 

  
$6

1.
3 

 
$5

3.
0 

$6
6.

9 
  

 
 

C
ha

ng
e 

28
3.

7%
 

-4
0.

0%
 

-2
6.

7%
 

-1
0.

2%
 

 
24

.1
%

 
-1

3.
5%

26
.1

%
-2

.3
%

  
 

Pe
tr

ol
eu

m
 S

to
ra

ge
 T

an
k 

Fu
nd

 
$2

8.
3 

/E
 

$2
8.

4 
/E

 
$2

8.
5 

/E
 

$2
8.

6 
 /

E 
$9

.4
 

/E
 

$9
.6

 
$1

0.
0 

  
 

 
C

ha
ng

e 
41

.3
%

 
0.

5%
 

0.
4%

 
0.

2%
 

 
-6

7.
0%

 
2.

0%
4.

2%
-1

8.
9%

  

 
C

on
tr

ol
le

d 
M

ai
nt

en
an

ce
 T

ru
st

 F
un

d 
In

te
re

st
 

$2
.0

 
 

$0
.0

 
/F

 
$0

.0
 

/F
 

$0
.0

  
 

$0
.0

 
 

$0
.0

 
 

$0
.0

 
 

  
 

 
C

ha
ng

e 
N

A
 

N
A

 
N

A
 

N
A 

 
N

A
 

N
A

N
A

N
A

/E
 

 
M

is
ce

lla
ne

ou
s 

C
as

h 
Fu

nd
s 

$3
11

.8
 

 
$3

28
.4

 
 

$3
40

.4
 

 
$3

52
.4

  
 

$3
67

.1
 

 
$3

81
.4

 
$3

98
.1

 
  

 
 

C
ha

ng
e 

-2
.9

%
 

5.
3%

 
3.

7%
 

3.
5%

 
 

4.
2%

 
3.

9%
4.

4%
3.

9%
  

 
TO

TA
L 

C
AS

H
 F

U
N

D
 R

EV
EN

U
ES

 
$2

,6
13

.0
 

  
$2

,3
32

.7
 

  
$1

,9
53

.4
 

  
$1

,8
71

.7
  

  
$1

,8
88

.0
 

  
$1

,9
41

.5
 

  
$1

,9
68

.8
 

  
 

  
 

 
C

ha
ng

e 
13

.8
%

  
5.

0%
/G

0.
1%

/G
 

-4
.2

%
 

  
0.

9%
  

2.
8%

1.
4%

0.
2%

/F
 

*C
A

AG
R

:  
C

om
po

un
d 

An
nu

al
 A

ve
ra

ge
 G

ro
w

th
 R

at
e.

 
N

A:
  N

ot
 A

pp
lic

ab
le

. 
N

E:
  N

ot
 E

st
im

at
ed

. 
To

ta
ls

 m
ay

 n
ot

 s
um

 d
ue

 to
 ro

un
di

ng
. 

/A
 

In
 F

Y 
20

03
-0

4,
 s

ch
oo

ls
 in

cr
ea

se
d 

re
si

de
nt

 tu
iti

on
 b

et
w

ee
n 

5.
0%

 a
nd

 1
5.

0%
 a

nd
 n

on
re

si
de

nt
 tu

iti
on

 b
et

w
ee

n 
5.

0%
 a

nd
 2

3.
1%

.  
Th

e 
U

ni
ve

rs
ity

 o
f C

ol
or

ad
o 

at
 B

ou
ld

er
 w

as
 a

llo
w

ed
 a

n 
ad

di
tio

na
l 5

.0
%

 
in

cr
ea

se
 fo

r i
ts

 Q
ua

lit
y 

fo
r C

ol
or

ad
o 

pr
og

ra
m

.  
In

 F
Y 

20
04

-0
5,

 re
si

de
nt

ia
l t

ui
tio

n 
in

cr
ea

se
d 

by
 th

e 
D

en
ve

r-B
ou

ld
er

-G
re

el
ey

 in
fla

tio
n 

ra
te

 a
nd

, o
n 

av
er

ag
e,

 n
on

re
si

de
nt

ia
l t

ui
tio

n 
in

cr
ea

se
d 

5.
0%

. 
/B

 
Pe

r S
.B

. 0
4-

18
9 

an
d 

S.
B.

 0
4-

25
2,

 s
ta

te
 in

st
itu

te
s 

of
 h

ig
he

r e
du

ca
tio

n 
ar

e 
gr

an
te

d 
en

te
rp

ris
e 

st
at

us
.  

Th
is

 m
ea

ns
 th

at
 H

ig
he

r E
du

ca
tio

n 
tu

iti
on

 a
nd

 fe
es

 w
ill 

no
 lo

ng
er

 c
ou

nt
 a

s 
TA

BO
R

 re
ve

nu
es

.  
Be

gi
nn

in
g 

in
 F

Y 
20

04
-0

5,
 th

e 
U

ni
ve

rs
ity

 o
f C

ol
or

ad
o 

is
 a

n 
en

te
rp

ris
e 

an
d 

in
 F

Y 
20

05
-0

6,
 th

e 
re

m
ai

ni
ng

 s
ta

te
 in

st
itu

tio
ns

 o
f h

ig
he

r e
du

ca
tio

n 
ar

e 
co

ns
id

er
ed

 e
nt

er
pr

is
es

 fo
r p

ur
po

se
s 

of
 th

is
 fo

re
ca

st
. 

/C
 

In
cl

ud
es

 re
ve

nu
es

 fr
om

 th
e 

so
lv

en
cy

 ta
x 

su
rc

ha
rg

e,
 w

hi
ch

 is
 in

 e
ffe

ct
 b

ec
au

se
 th

e 
so

lv
en

cy
 ra

tio
 o

n 
Ju

ne
 3

0,
 2

00
3,

 J
un

e 
30

, 2
00

4,
 a

nd
 J

un
e 

30
, 2

00
5 

is
 le

ss
 th

an
 0

.9
%

. 
/D

 
R

ef
le

ct
s 

a 
ch

an
ge

 in
 th

e 
st

at
e 

en
vi

ro
nm

en
ta

l s
ur

ch
ar

ge
 im

po
se

d 
on

 p
et

ro
le

um
 p

ro
du

ct
s.

 
/E

 
Pe

r H
.B

. 0
4-

12
22

, p
ay

ba
ck

 o
f t

he
 C

on
tro

lle
d 

M
ai

nt
en

an
ce

 T
ru

st
 F

un
d 

w
ill 

be
 e

lim
in

at
ed

. 
/F

 
G

ro
w

th
 ra

te
s 

ha
ve

 b
ee

n 
ad

ju
st

ed
 to

 a
cc

ou
nt

 fo
r t

he
 e

nt
er

pr
is

e 
st

at
us

 o
f s

ta
te

 in
st

itu
tio

ns
 o

f h
ig

he
r e

du
ca

tio
n.

 



  
  

Office of State Planning and Budgeting10 

September 20, 2004 — Colorado Economic PerspectiveCash Fund Revenue Forecast 

   
Ta

bl
e 

6 
Tr

an
sp

or
ta

tio
n-

R
el

at
ed

 C
as

h 
Fu

nd
 R

ev
en

ue
 b

y 
So

ur
ce

 
(A

cc
ru

al
 B

as
is

, D
ol

la
r A

m
ou

nt
s 

in
 M

illi
on

s)
 

 
 

Se
pt

em
be

r 2
00

4 
Es

tim
at

e 
by

 F
is

ca
l Y

ea
r 

 
FY

 2
00

3-
04

 
FY

 2
00

4-
05

 
FY

 2
00

5-
06

 
FY

 2
00

6-
07

 
FY

 2
00

7-
08

 
FY

 2
00

8-
09

 
FY

 2
00

9-
10

 

FY
 2

00
4-

05
 

to
 F

Y 
20

09
-1

0
C

A
AG

R
* 

H
ig

hw
ay

 U
se

rs
 T

ax
 F

un
d 

(H
U

TF
) 

 
 

 
 

 
 

 
 

 
 

R
eg

is
tr

at
io

ns
 

$1
56

.4
 

  
$1

60
.1

 
  

$1
67

.0
 

  
$1

74
.4

  
  

$1
82

.9
 

  
$1

91
.9

 
 

$2
00

.0
 

  
  

 
 

 
C

ha
ng

e 
3.

5%
  

2.
4%

  
4.

3%
  

4.
4%

 
  

4.
9%

  
4.

9%
4.

2%
4.

6%
 

 
 

M
ot

or
 a

nd
 S

pe
ci

al
 F

ue
ls

 N
et

 o
f 

R
ef

un
ds

 
$5

56
.3

 
  

$5
72

.5
 

  
$5

89
.8

 
  

$6
07

.7
  

  
$6

26
.8

 
  

$6
47

.6
 
  

$6
59

.1
   

  
 

 
 

C
ha

ng
e 

2.
7%

  
2.

9%
  

3.
0%

  
3.

0%
 

  
3.

1%
  

3.
3%

1.
8%

2.
9%

 

 
 

O
th

er
 R

ec
ei

pt
s 

/A
 

$4
0.

9 
/A

 
$4

1.
7 

/A
 

$4
2.

6 
/A

 
$5

9.
7 

 /A ,B
 

$6
1.

2 
/A

 
$6

4.
0 

/A
 

$6
4.

0 
/A

 
  

 
 

 
C

ha
ng

e 
-4

.9
%

  
2.

0%
  

2.
0%

  
40

.2
%

 
  

2.
4%

  
4.

7%
0.

0%
8.

9%
 

 
 

TO
TA

L 
H

U
TF

 
$7

53
.6

 
  

$7
74

.3
 

  
$7

99
.4

 
  

$8
41

.8
  

  
$8

70
.8

 
  

$9
03

.5
 
  

$9
23

.2
   

  
 

 
 

C
ha

ng
e 

2.
4%

  
2.

7%
  

3.
2%

  
5.

3%
 

  
3.

5%
  

3.
7%

2.
2%

3.
6%

 

  
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

O
th

er
 T

ra
ns

po
rt

at
io

n-
R

el
at

ed
 C

as
h 

Fu
nd

s
$8

5.
1 

  
$7

6.
4 

  
$7

8.
0 

  
$8

0.
3 

  
 

$8
2.

3 
  

$8
4.

3 
  

$8
7.

2 
  

  
 

 
 

C
ha

ng
e 

25
.9

%
  

-1
0.

2%
  

2.
1%

  
3.

0%
 

  
2.

5%
  

2.
5%

3.
5%

2.
7%

 
  

  
  

  
  

  
  

  
  

  
  

  
  

  

TO
TA

L 
TR

AN
SP

O
R

TA
TI

O
N

-R
EL

AT
ED

 
$8

38
.7

 
  

$8
50

.7
 

  
$8

77
.4

 
  

$9
22

.0
  

  
$9

53
.1

 
  

$9
87

.8
 

  
$1

,0
10

.4
 

  
  

 
 

 
C

ha
ng

e 
4.

3%
  

1.
4%

  
3.

1%
  

5.
1%

 
  

3.
4%

  
3.

6%
  

2.
3%

  
3.

5%
 

*C
A

AG
R

:  
C

om
po

un
d 

An
nu

al
 A

ve
ra

ge
 G

ro
w

th
 R

at
e.

 
To

ta
ls

 m
ay

 n
ot

 s
um

 d
ue

 to
 ro

un
di

ng
. 

/A
 

In
cl

ud
es

 in
te

re
st

 e
ar

ni
ng

s,
 c

ou
rt 

fin
es

, d
riv

er
's

 li
ce

ns
e 

fe
es

, a
nd

 o
th

er
 m

is
ce

lla
ne

ou
s 

in
co

m
e.

 
/B

 
In

 a
cc

or
da

nc
e 

w
ith

 C
.R

.S
. 4

2-
2-

11
4,

 d
riv

er
s'

 li
ce

ns
e 

fe
es

 w
ill 

be
 ra

is
ed

 o
n 

Ju
ly

 1
, 2

00
6.

 
/C

   
Pe

r S
en

at
e 

Bi
ll 

03
-2

72
, b

eg
in

ni
ng

 in
 F

Y 
20

03
-0

4,
 th

is
 c

at
eg

or
y 

in
cl

ud
es

 n
ew

 fe
es

 c
ol

le
ct

ed
 o

n 
lic

en
se

 p
la

te
s,

 d
ec

al
s,

 p
la

ca
rd

s,
 a

nd
 ta

bs
 to

 c
ov

er
 th

e 
co

st
 o

f i
ss

ui
ng

 th
em

.



 

 

Colorado Economic Perspective — September 20, 2004 Cash Fund Revenue Forecast

Office of State Planning and Budgeting 11

Higher Education 

The September 2004 forecast for higher education cash fund revenue is shown in 
Table 7.  In FY 2003-04, total higher education revenues increased 10.8 percent as 
a result of tuition increases and strong student enrollment growth.  In FY 2004-05, 
higher education revenues (excluding the University of Colorado, which became an 
enterprise in FY 2004-05) are expected to grow 4.1 percent. 

During the 2004 legislative session, the General Assembly passed two bills that affect 
the higher education cash funds: Senate Bill 04-189 and Senate Bill 04-252.  
Beginning in FY 2004-05, the University of Colorado became eligible for enterprise 
status under the provisions of Senate Bill 04-252.  Because of its enterprise status, the 
tuition and fees collected from the University of Colorado do not count as TABOR 
revenue in FY 2004-05 and thereafter and are thus not included in the cash fund 
revenue forecast.  Meanwhile, Senate Bill 04-189 creates the College Opportunity 
Fund Program in FY 2005-06.  The College Opportunity Fund Program is a 
mechanism through which eligible undergraduate students in Colorado can apply for 
a stipend to use for undergraduate courses taken at a state or participating private 
institution of higher education.  The stipend amount, which is set by the General 
Assembly, is not an appropriation to the institution of higher education.  Instead, the 
stipend is granted to the student, who in turn applies it to tuition credits at the 
approved institution.  As a result of the funding mechanism provided by Senate Bill 
04-189, all state institutions of higher education are expected to meet the requirements 
necessary to be granted enterprise status beginning in FY 2005-06, so the tuition and 
fees collected from these institutions will not be counted as TABOR revenue in FY 
2005-06 and thereafter.  Thus, beginning in FY 2005-06, the OSPB cash fund 
revenue forecast does not include tuition and fees collected by Colorado institutions 
of higher education. 

• 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, resident student tuition rates at the state’s institutions of higher 
education excluding the University of Colorado will increase by the Denver-
Boulder-Greeley inflation rate and, on average, nonresident student tuition rates 
will increase 5.0 percent.  In FY 2005-06 and beyond, we assume all Colorado 
institutions of higher education will be enterprises.  Since tuition and fees 
collected by these institutions will no longer count towards the TABOR limit, 
they are not forecast. 

• Total higher education full time enrollment rose 3.3 percent in FY 2003-04.  From 
FY 2004-05 through the forecast horizon, student enrollment including the 
University of Colorado will grow at an average 2.2 percent annual rate. 

Unemployment Insurance Trust Fund 

The September 2004 UI revenue forecast is shown in Table 8.  In FY 2003-04, total 
UI Trust Fund revenues — UI taxes and interest earnings on the UI Trust Fund 
balance — increased 56.2 percent.  They are forecast to increase 33.6 percent in FY 
2004-05.  Tax revenues rose in FY 2002-03 through FY 2004-05 because UI tax rates 
automatically rise to compensate for the higher UI benefit payments made since 
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2001.  Employers’ UI tax rates are designed to increase when benefit claims increase 
so that the UI Trust Fund is replenished.  During good economic times, when UI 
benefit claims decrease, UI tax rates decline.  In FY 2003-04, UI tax revenues 
(excluding interest revenues) increased 75.0 percent.  They are expected to increase 
34.8 percent in FY 2004-05 as rates continue to adjust upward.  Thereafter, the 
improving economy will result in declining benefit payments, which means UI tax 
rates will fall. 

• In FY 2004-05, UI benefit payments will fall 34.9 percent following a 13.6 
percent decrease in FY 2003-04.  They will continue to fall through the 
remainder of the forecast horizon as the economic recovery progresses.  Between 
FY 2001-02 and FY 2002-03, benefit payments increased nearly 175 percent.  
The rising benefit payments were the result of the soft labor market and the 
ensuing increase in the number of unemployed.   

• Colorado’s UI Trust Fund received $142.7 million from the federal government 
through the Reed Act distribution.  These funds kept the UI Trust Fund balance 
high enough to prevent the solvency surcharge from triggering in 2003.  The 
solvency surcharge is an additional tax paid by employers when the ratio of the 
June 30th UI Trust Fund balance to the amount of total wages paid during the 
preceding calendar year is less than 0.9 percent. 

o As a result of the Reed Act distribution, Colorado’s employers did not pay a 
$55.1 million solvency surcharge in calendar year 2003.  However, because 
UI benefit payments were again high in FY 2002-03 and FY 2003-04, the 
surcharge was triggered in 2004 and we forecast it will remain triggered in 
2005 and 2006. 

• In both 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.  The UI Trust Fund 
balance triggered the solvency surcharge on January 1, 2004.  The UI Trust Fund 
had a balance of $298.7 million on June 30, 2003 and ended FY 2003-04 with a 
balance of only $133.9 million.  These balances will trigger a tax rate schedule 
increase in calendar years 2004 and 2005.  The statutory provisions of these 
mechanisms can be found in Section 8-76-103, C.R.S. 

Other Cash Funds 

The September 2004 forecast for total revenues collected by the remaining 
cash funds in FY 2004-05 is essentially unchanged from our June 2004 forecast.  In 
FY 2003-04, these cash fund revenues increased 13.8 percent as a result of unusually 
high growth in severance tax collections.  Severance taxes are monies collected on 
the production of minerals severed from the earth and, due to a combination of 
increased production, rising gas and oil prices, and merger and acquisition activity, 
revenues collected from severance taxes increased nearly 285 percent in FY 2003-04.  
In FY 2004-05, we forecast a 40 percent decline in severance tax revenues because 
of offsetting credits received for property taxes paid in previous years.

 
 
 
 
 
 
 
 
 
In FY 2004-05, UI benefit 
payments will fall 34.9 
percent following a 13.6 
percent decrease in FY 
2003-04. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
In both calendar years 
2004 and 2005, the 
unemployment insurance 
tax rate schedule will 
move to a higher level. 
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The national economy remains fundamentally strong.  Corporate profits have surged, 
fueled by consistently robust productivity gains and the accelerated depreciation tax 
benefits businesses are receiving on equipment and software purchased before year-
end 2004.  Meanwhile, stronger overseas economies combined with a weaker dollar 
are stimulating U.S. exports.   Nonetheless, business confidence is fragile and 
companies remain reluctant to commit to expanding their payrolls. 

Despite the fundamental strength of the national economy, national economic growth 
slowed in second quarter 2004 and is expected to remain subdued in the third quarter.  
The tepid growth is the result of weakening consumer activity.  Consumer spending 
growth has decelerated in response to higher energy prices, rising interest rates, and 
restrained wage increases.   Furthermore, the employment cost index, one of the most 
accurate measures of labor compensation, grew at a record low 2.5 percent in the 
12 months ending in June 2004.  Over the same period, benefit costs accelerated over 
7.0 percent, a near record high pace.  Soaring healthcare insurance and pension costs 
have lowered take-home pay, as employers demand that employees shoulder ever 
larger shares of these benefits.   

Notwithstanding the slowdown in the national economy, the Institute for Supply 
Management (ISM) surveys continue to signal expansion in both the manufacturing 

The National Economy 
 
 
 
 
 
 
 
 
Inflation-adjusted gross 
domestic product is 
forecast to increase 
4.3 percent in 2004. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
National economic growth 
slowed in second quarter 
2004. 

Summary 
• National economic growth slowed in second quarter 2004 and it is 

expected to remain subdued in the third quarter.  Nonetheless, inflation-
adjusted gross domestic product is forecast to increase 4.3 percent in 
2004, as strong growth in the first and last quarter of the year will offset 
the weaker but still positive growth of the second and third quarters. 

○ Consumer spending is forecast to grow 3.8 percent in 2004 and 
3.4 percent in 2005. 

○ Business investment is expected to average 9.8 percent growth in 
2004 and 9.3 percent growth in 2005. 

• Inflationary pressures are forecast to remain moderate.  Overall, 
consumer prices are forecast to rise 2.6 percent in 2004 and 1.7 percent 
in 2005. 

• National employment will increase 1.1 percent in 2004, with 1.4 million 
workers added to nonfarm payrolls between 2003 and 2004. 

• The national unemployment rate is forecast to average 5.6 percent in 
2004 and 2005. 



 
 

 

The National Economy September 20, 2004 — Colorado Economic Perspective

16 Office of State Planning and Budgeting

September 20, 2004 — Colorado Economic Perspective

Office of State Planning and Budgeting

and services sectors.  In August 2004, the ISM manufacturing index was 59, the first 
reading below 60 since October 2003.  The ISM production index fell more than six 
points, accounting for a large portion of the overall decline.  However, the drop in 
new orders was less dramatic and remained above 60.  Overall, the August index 
suggests only a modest building of inventories.  The ISM employment index also 
dropped but still indicates that manufacturing employment is expanding.  Indeed, 
manufacturing payrolls rose by 22,000 jobs in August.  Thus, the ISM report shows 
that the manufacturing sector is still healthy and growing, despite the threat posed by 
high commodity and energy prices.   

Demand for services continues to expand, but at a noticeably slower pace.  The 
August 2004 ISM non-manufacturing business activity index was 58.2, 6.6 points 
below the July 2004 reading and the lowest value since December 2003.  Six 
industries reported a contraction in business activity, led by legal services, 
construction, and transportation.  However, ten industries experienced increased 
business activity.  Real estate, financial services, agriculture, and mining reported the 
fastest rates of expansion.  Both new orders and exports were lower in August than 
in July.   

Personal income grew 5.1 percent year-to-date through July 2004 compared 
with year-to-date July 2003.  This is well ahead of the 3.2 percent pace averaged in 
2003.  The wage and salary component of personal income rose 4.4 percent year-to-
date and nonfarm proprietors’ incomes increased 9.5 percent.  Meanwhile, the 
savings rate was 0.6 percent — the lowest since December 2002 — and household 
debt burdens and defaults remain high. 

The Conference Board index of consumer confidence fell 7.5 points in August 2004, 
primarily due to a decline in the expectations component of the index.  Weak job 
gains in both June and July 2004 contributed to lower confidence.  Consumers’ 
assessments of present and future business conditions and the employment outlook 
deteriorated.  Buying plans also fell.  The only improvement came in consumers’ 
assessment of the outlook for income. 

The Federal Reserve Board tightened monetary policy at its August 2004 meeting, 
increasing the federal funds rate to 1.5 percent.  However, the inflation-adjusted 
funds rate, as measured by the difference between the nominal funds rate and 
inflation, has been negative since shortly after the terrorist attacks of September 11, 
2001 and remains negative even after the August 2004 increase.  Thus, even with 
the recent tightening by the Federal Reserve Board, monetary policy remains 
highly stimulatory. 

Overview of Recent National Economic Activity 

Table 9 summarizes recent national economic indicators.   

• Inflation-adjusted gross domestic product (GDP) grew 4.5 percent in first 
quarter 2004, well above its long-term potential of 3.0 percent to 3.5 percent.  
However, in second quarter 2004 the pace fell to 2.8%. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Personal income grew 
5.1 percent year-to-date 
through July 2004 
compared with year-to-
date July 2003. 
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○ Consumer spending, which accounts for two-thirds of GDP, rose only 1.6% 
percent in second quarter 2004, the lowest gain in household consumption 
since second quarter 2002.  Inflation-adjusted spending on both durable and 
nondurable goods was flat, while inflation-adjusted spending on services 
rose only 2.5 percent.   

Table 9 
National Economic Statistics 

2nd Quarter 
2004 

1st Quarter 
2004 

2003 
Annual 
Average 

2002 
Annual 
Average 

Inflation-Adjusted Annual GDP Growth1 2.8% 4.5% 3.0% 1.9% 
Consumer Spending 1.6% 4.1% 3.3% 3.1% 
Nonresidential Fixed Investment 12.1% 4.2% 3.3% -8.9% 
   Structures 7.1% -7.6% -5.6% -17.8% 
   Equipment and Software 13.6% 8.0% 6.4% -5.5% 
Residential Fixed Investment 14.7% 5.0% 8.8% 4.8% 
Exports 6.1% 7.3% 1.9% -2.3% 
Imports 14.1% 10.6% 4.4% 3.4% 
Government Expenditures and Investments 2.4% 2.5% 2.8% 4.4% 
   Federal Government 2.7% 7.1% 6.6% 7.5% 
   State and Local Governments 2.2% 0.0% 0.7% 2.8% 

 Productivity (output per hour, nonfarm business) 1 2.5% 3.7% 4.4% 4.4% 

August 
2004 

August 
2003 

2003 
Annual 
Average 

2002 
Annual 
Average 

Inflation2 2.5% 2.4% 2.3% 1.6% 
Nonfarm Employment Growth2 0.8% -0.4% -0.3% -1.1% 
Unemployment Rate 5.4% 6.1% 6.0% 5.8% 
Housing Permit Growth3 11.8% 5.6% 8.1% 6.8% 

Single-Family 12.6% 7.4% 9.6% 7.9% 
Multi-Family 8.8% -0.3% 3.2% 3.5% 

Growth in the Value of Nonresidential Construction3 2.8% -3.0% -2.2% -6.7% 
Retail 4.5% -10.4% -7.2% -18.9% 
Offices 7.4% -19.7% -14.4% -29.3% 
Factories -2.6% -20.5% -15.8% -43.8% 

Retail Sales3 7.6% 4.2% 4.9% 3.3% 

1/  Annualized growth compared with preceding quarter. 
2/  Year-to-date; 
 employment by place of work from Current Employment Statistics (CES) survey of payroll records. 
3/  Year-to-date through July 2004. 
      
Sources: U.S. Department of Labor, Bureau of Labor Statistics;  
  U.S. Department of Commerce, Bureaus of the Census and Economic Analysis. 
 

○ In second quarter 2004, residential investment posted strong growth, rising 
14.7 percent as sales of new and existing homes climbed to a record high.  
This is the strongest gain in home building activity since third quarter 2003 
and the second largest gain in eight years.  The strong pace of sales has lifted 
the median existing house price up nearly 10 percent compared with one 
year ago.  Improving labor markets, accelerating income growth, and low 
mortgage rates are all supporting single-family housing activity.  In turn, 
the homeownership rate surged to a record high, even as housing 
affordability declined. 

○ Business investment decelerated during the first two quarters of 2004.  
Nonetheless, inflation-adjusted nonresidential fixed investment advanced 
at an annualized 12.1 percent pace in second quarter 2004, with spending 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Improving labor markets, 
accelerating income 
growth, and low 
mortgage rates are all 
supporting single-family 
housing activity. 



 
 

 

The National Economy September 20, 2004 — Colorado Economic Perspective

18 Office of State Planning and Budgeting

September 20, 2004 — Colorado Economic Perspective

Office of State Planning and Budgeting

on equipment and software up 13.6 percent and spending on structures up 
7.1 percent.  Transportation equipment spending fell during second quarter 
2004, but this was offset by gains in information technology and industrial 
equipment spending.    Factors contributing to business expansion remain 
favorable.  Returns on capital spending are high, credit conditions are good, 
and corporate balance sheets are healthy.  Moreover, business investment’s 
share of GDP is at a historic low, signaling considerable pent-up demand for 
new equipment and structures investment.   

○ Government expenditures rose 2.4 percent in second quarter 2004.  State and 
local government expenditures rose 2.2 percent, posting their first increase 
since third quarter 2003.  Meanwhile, federal nondefense expenditures 
increased 4.4 percent and federal defense expenditures increased 1.9 percent.  
Federal government expenditures have climbed about six percent since the 
beginning of the federal fiscal year in fourth quarter 2003.  

○ Productivity increased 2.5 percent in second quarter 2004, the smallest 
increase since fourth quarter 2002 but still faster than the historical average.  
Furthermore, over the past year, productivity has increased 4.6 percent.  
Output increased 5.8 percent but this was offset by a 1.2 percent increase in 
hours worked.  Although unit labor costs increased in second quarter 2004, 
they are still 0.3 percent lower than one year ago. 

• Inflation continues to be modest and core inflationary pressures are low.  Year-
to-date through August 2004, consumer prices are up 2.5 percent compared with 
year-to-date August 2003, while core inflation is up 1.6 percent over the same 
period.  August 2004 energy prices were 0.3 percent lower than July 2004 and 
2.2 percent lower than June 2004.  Since energy prices are not likely to increase 
substantially above their current record high levels, they are not likely to 
contribute more than a few tenths of a percentage point to overall consumer price 
inflation in the near term.  

• Energy markets remain concerned about instability in Venezuela, Nigeria, 
Saudi Arabia, and Iraq.  Hence, petroleum prices have set new records, even 
though supplies are adequate to meet strong demand growth.   Surprisingly, 
gasoline prices at the pump have not followed the surge in crude prices.  This is 
because refineries have operated at near capacity during the summer and 
gasoline inventories are currently adequate to meet seasonal demand.  
Meanwhile, petroleum imports have been strong, further preventing prices at the 
pump from rising.  However, if the recent upsurge in crude prices continues, 
gasoline prices might follow.  Natural gas inventories also appear adequate to 
meet near-term demand. 

• Retail sales are up 7.6 percent year-to-date through July 2004 compared with 
year-to-date July 2003.  Although the pace is slowing as the year progresses, the 
cause is not faltering retail sales activity in 2004.  Rather, the apparent 
deceleration is due to the boost that retail sales received in 2003 from reduced tax 
withholdings, tax rebate checks, and money from mortgage refinancing.  These 
sources of additional cash raised 2003 retail sales higher than would have 
occurred otherwise and thus make 2004 retail sales growth appear weaker. 
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• Employment grew by an average 100,000 jobs in June, July, and August 2004, 
compared with an average of nearly 300,000 jobs added in March, April, and 
May 2004.  Moreover, the August 2004 unemployment rate — 5.4 percent — is 
the lowest since September 2001.  Education, health, business, and professional 
services led the gains in service-providing industries.  Meanwhile, goods-
producing employment growth has been strong, reflecting healthy production 
growth in manufacturing and sustained activity in the housing market.   

The National Forecast 
Table 10 presents historical and forecast values for key national economic series.  
The September 2004 national forecast reflects slightly slowing economic growth 
compared with the June 2004 national forecast.  The following details the outlook for 
the nation’s economy. 

Gross Domestic Product and Its Components 

Inflation-adjusted GDP is forecast to increase 4.3 percent in 2004, with strong growth 
in the first and last quarter of the year offset by weaker but still positive growth in the 
second and third quarter.  Inflation-adjusted annual GDP growth is forecast to grow 
at about its long-term potential of 3.1 percent from 2005 through 2009. 

• Consumer spending, which represents almost 70 percent of GDP, has been 
supported over the past year by tax cuts and borrowing from home equity.  Now, 
the pace of sales growth will slow despite the strengthening economy because 
these other sources of cash are dissipating.  Furthermore, rising interest rates will 
dampen demand, particularly for automobiles, homes, and home-related goods.  
Consumer spending is forecast to grow 3.8 percent in 2004 and 3.4 percent in 
2005.  In 2004, consumer spending on durable and nondurable goods will 
increase at a faster pace than will spending on services. In 2005, spending on 
services will lead growth. 

• Business investment is expected to average 9.8 percent growth in 2004 and 
9.3 percent growth in 2005.  Investment growth will ease somewhat in 2005, with 
the expiration of two of the key provisions of the federal Jobs and Growth Tax 
Relief Reconciliation Act of 2003.  These provisions, which increase the amount 
of capital investment that small businesses are permitted to immediately expense 
and which provide a 50 percent bonus depreciation on investments made before 
the end of 2004, will increase business spending in 2004 by moving forward 
purchases that would otherwise have been made in 2005.  Thus, 2005 investment 
will be lower than would have occurred without these provisions. 

Business investment is currently supported by replacement demand, as well as 
investment in new technologies.  Future investment growth will be supported by 
strong profitability, healthy cash flow, and tax incentives.  Investment in 
information technology equipment and software is forecast to increase 12.2 
percent in 2004, 9.5 percent in 2005, and 4.7 percent in 2006.  Meanwhile, 
nonresidential structures investment will increase 1.8 percent in 2004, 8.2 percent 
in 2005, and 5.7 percent in 2006. 
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• Government spending is forecast to increase 2.2 percent in 2004 and 2.4 percent 
in 2005.  In 2004 and 2005, federal defense spending will increase 7.4 percent 
and 5.0 percent, respectively, while federal nondefense spending is forecast to 
rise 0.4 percent and 3.2 percent, respectively.  Defense spending will be 
relatively strong in the near term because of the conflict in Iraq and nondefense 
spending will rise because of the increasing costs of health care, entitlement 
programs, and homeland security.  Passage of the Medicare prescription drug 
benefit program is also putting upward pressure on federal nondefense spending.  
Meanwhile, state and local government expenditures are forecast to increase 
0.6 percent in 2004 and 1.2 percent in 2005. 

Inflation 

Inflationary pressures are moderate.  Overall, consumer prices are forecast to rise 
2.6 percent in 2004 and 1.7 percent in 2005.  Meanwhile, core consumer price 
inflation is forecast to be 1.8 percent in 2004 and at or below 2.4 percent through the 
forecast horizon.  The cost of shelter, the largest contributor to consumer price 
inflation, is forecast to rise 2.7 percent in 2004, while the cost of medical care is 
forecast to increase 4.5 percent.   Energy prices are the key risk to this relatively 
sanguine outlook.  Energy prices are expected to moderate over the next year as 
global energy demand growth decelerates and global energy supplies increase.  
Natural gas prices are also expected to decline, but to remain somewhat elevated 
compared to oil prices as imports of natural gas are currently constrained by a lack 
of available pipeline and seaport capacity.  Natural gas accounts for nearly one 
quarter of the nation’s energy consumption.   

Interest Rates 

The current stimulatory fiscal policy is expected to gradually diminish through the 
remainder of 2004 and by early 2005 fiscal policy is expected to be neutral.  The 
Federal Reserve Board is expected to continue raising interest rates in a measured 
way through the end of 2005.  The federal funds rate is expected to rise to 2.0 percent 
by year-end 2004 and to 3.5 percent by year-end 2005.  In the long run, the federal 
funds rate target is expected to average about 4.5 percent, which is equal to long-run 
sustainable inflation-adjusted GDP growth of 3.0 percent plus 1.5 percent inflation. 

Employment 

National employment will increase 1.1 percent in 2004, with 1.4 million workers 
added to nonfarm payrolls between 2003 and 2004.  In 2005 and 2006, employment 
will increase 1.9 percent and 1.5 percent, respectively.  Service-producing industries 
— including well-paying occupations in professional and business services — will 
increase their payrolls most rapidly.  Construction employment, which is benefiting 
from the unusual strength of the housing market, will also add jobs.  However, 
despite recent month-over-month increases, manufacturing employment will continue 
to contract through the forecast horizon. 

In 2004 and 2005, the unemployment rate is forecast to average 5.6 percent.  The 
strengthening labor market will entice job-seekers back into the labor force, 
offsetting the number of currently unemployed workers that will find employment in 
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newly created positions.  Thus, the unemployment rate will not fall until 2007 and 
even then, it will only be reduced to 5.5 percent.  Thereafter, the unemployment rate 
will gradually decline, falling to 5.0 percent in 2009. 
 

Risks to the Forecast 
As has been true over the past year, 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.  The threat of global terrorism continues to pose a 
significant downside risk, with the deteriorating security situation in Iraq and the 
rising American death toll each negatively impacting consumer and business 
confidence.  Moreover, increased political tension in oil-producing nations could 
curtail expected output, thereby disrupting the economic recovery.  Meanwhile, the 
large current account deficit might necessitate an even steeper decline in the dollar, 
with ensuing economic disruptions.  Also, household debt burdens and defaults 
remain high and the possibility of declining house prices in overpriced housing 
markets increases the risk of falling household credit quality.  Weakening household 
credit quality could undermine lenders’ willingness to extend credit, thereby 
curtailing households’ ability to spend and weakening economic growth.   
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The Colorado economy is showing increasing strength.  Year-to-date average state 
employment through June 2004 increased for the first time since December 2001 and 
remained slightly above the 2003 year-to-date average in July.  Moreover, the 
Colorado unemployment rate has remained relatively constant — ranging between 
4.9 percent and 5.1 percent — since March 2004.  The July 2004 unemployment rate 
is 1.1 percentage points lower than the July 2003 unemployment rate.  Meanwhile, 
residential construction is recovering from a two-year correction, as home sales — 
and prices — climb. 

Overview of Recent Colorado Economic Activity 

Most of Colorado’s recent economic news has been favorable.  The state’s labor 
market is improving, construction activity is healthy, personal income is rising, 
and retail sales are up.  Table 11 summarizes the Colorado economic indicators 
discussed below. 
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The Colorado Economy 

Summary 

• The September 2004 OSPB forecast indicates that Colorado employment 
will increase 0.8 percent in 2004, averaging a net increase of just over 
9,000 new jobs per month through the remainder of 2004. 

• The 2004 Colorado unemployment rate is forecast to average 5.3 percent, 
substantially below the 6.0 percent rate posted in 2003.  The 
unemployment rate will fall below five percent in 2005 and will decline 
to 4.2 percent by 2009. 

• Personal income growth will average 3.2 percent in 2004 and 5.4 percent 
in 2005.  Colorado per capita income will continue to exceed the 
national average. 

• Retail trade sales are forecast to grow 5.6 percent in 2004 and 5.1 percent 
in 2005. 

• We forecast that consumer prices in the Denver-Boulder-Greeley area will 
rise 0.1 percent in 2004 and 1.5 percent in 2005. 

• In 2004, net in-migration to Colorado will be slightly under 10,000 and 
total population growth will be 1.0 percent. 



 
 

 

The Colorado Economy September 20, 2004 — Colorado Economic Perspective

24 Office of State Planning and Budgeting

September 20, 2004 — Colorado Economic Perspective

Office of State Planning and Budgeting

Table 11 
Colorado Economic Statistics 

July 2004  July 2003  
2003 Annual 

Average 
2002 Annual 

Average 
Nonfarm Employment Growth1,2 0.1% -1.6% -1.5% -1.9% 
Unemployment Rate 5.1% 6.1% 6.3% 5.9% 
Change in Housing Permits Issued1 20.6% -18.1% -17.3% -13.0% 
 Single-Family 19.5% -9.6% -3.3% -4.0% 
 Multi-Family 26.6% -46.9% -55.5% -30.7% 
Change in Value of Nonresidential Construction1, 3 14.5% -24.9% -11.2% -21.8% 
 Retail -12.3% -11.8% -13.4% -8.7% 
 Offices -27.4% -22.2% -32.3% -42.2% 
 Factories 136.7% -46.2% -62.9% -53.2% 
Retail Trade Sales4 5.0% -0.1% 0.0% -0.7% 

1/ Year-to-date. 
2/ Seasonally adjusted employment by place of work from the Current Employment Statistics (CES) survey of payroll 

records. 
3/ Copyright 2003, F.W. Dodge Division, The McGraw-Hill companies.  All rights reserved. 
4/ Year-to-date through June 2004. 
Sources: U.S. Department of Labor, Bureau of Labor Statistics;  
 U.S. Department of Commerce, Bureaus of the Census and Economic Analysis; and 

   F.W. Dodge Division, the McGraw-Hill companies. 

• Colorado nonfarm employment news is encouraging.  Beginning in April 2004, 
Colorado payrolls have posted consecutive year-over-year gains.  Moreover, 
year-to-date average employment through June 2004 was higher compared with 
year-to-date June 2003 — the first such year-over-year increase since December 
2001 — and average statewide employment year-to-date through July 2004 
remained slightly above the July 2003 average.  Year-to-date July 2004 
employment is 0.1 percent above the corresponding period in 2003. 

• The July 2004 seasonally adjusted unemployment rate was 5.1 percent, 
1.0 percentage point below the state’s July 2003 unemployment rate and 
0.4 percentage points below the July 2004 national unemployment rate.  The 
Colorado unemployment rate has ranged between 4.9 percent and 5.1 percent 
since March 2004. 

• Colorado personal income in first quarter 2004 was 3.7 percent higher compared 
with first quarter 2003.  Wage and salary disbursements, which represent more 
than 55 percent of personal income, were 1.4 percent higher. 

• The state’s residential housing market is showing exceptional strength. 

○ Residential housing permits issued are up 20.6 percent year-to-date through 
July 2004 compared with year-to-date July 2003.  Single-family permits are 
up 19.5 percent while multi-family permits have increased 26.6 percent. 

○ In July 2004, Denver-area residents sold 6,229 homes, a 32.5 percent 
increase compared with July 2003.   

○ Although inventory is high, home prices continue to rise.  Through July, the 
average price of a single-family home rose to $288,461, up 7.3 percent 
compared with year-to-date July 2003. 

○ In second quarter 2004, Denver’s apartment vacancy rate dropped to 9.7 
percent, the lowest Denver apartment vacancy rate since second quarter 2002. 
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• The value of nonresidential construction built through July 2004 is 14.5 percent 
above year-to-date July 2003, as a result of new hospitals, medical facilities, and 
manufacturing plants:  retail and office construction are still showing year-over-
year declines. 

○ The Denver area retail market posted a 9.5 percent vacancy rate in the first 
half of 2004.  Over 1.5 million square feet of vacant space became occupied 
between January and June 2004.  Meanwhile, 1.8 million square feet of new 
supply was added, with most of this space already occupied upon completion.  
Retail rental rates moved up slightly, reflecting the improving market. 

○ The Denver office market continues to show signs of recovery.  At the end 
of second quarter 2004, total occupied office space grew by almost 720,000 
square feet, nearly double the absorption in all of 2003.  However, vacancy 
rates increased slightly to 22.8% due to new supply delivered in the first half 
of 2004.  More than one million square feet of office space has been added in 
the Denver area, twice the amount delivered in 2003.  On average, Denver-
area office rental rates at mid-year are essentially the same as those quoted at 
the end of 2003.   

○ During the first six months of 2004, the Denver industrial market absorbed 
1.1 million square feet of vacant space and the industrial vacancy rate fell to 
9.0 percent from 9.2 percent.  Industrial rental rates were relatively flat over 
this period. 

• Retail sales through June 2004 are up 5.0 percent compared with year-to-date 
June 2003.  All eight retail sectors are posting year-over-year growth.  Indeed, 
building materials and farm equipment stores and furniture and home furnishing 
stores both posted more than ten percent growth compared with year-to-date 2003. 

• The tourism industry in Colorado continues to improve.  In July 2004, Colorado 
hotels were 73.5 percent occupied, the highest occupancy rate since July 2001, 
when 74.2 percent of hotel rooms were filled.  Furthermore, the average room rate 
statewide in July 2004 rose to $96.96 compared with $96.44 in July 2003. 

 

Colorado’s Economic Forecast 

The September 2004 OSPB forecast for the Colorado economy reflects that the state 
economy has reacted to the recent deceleration of national economic activity. 

Economic Indicators 

This section presents the OSPB forecast for Colorado’s economic and demographic 
indicators, shown in Table 12.  It includes a discussion of employment and 
unemployment, inflation, wages and income, and population and migration. 

Employment 

Figure 1 shows the national and Colorado forecasts for employment.  Our September 
2004 forecast indicates employment will rise 0.8 percent in 2004, averaging a net 
increase of about 9,000 new jobs per month through the remainder of the year.  This 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
In July 2004, Colorado 
hotels were 73.5 percent 
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occupancy rate since July 
2001. 
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is slightly lower than we forecast in June 2004 because our expectation for national 
economic growth is now lower.  However, we forecast that employment will 
continue to strengthen through 2004.  By 2005, employment growth will be above 
two percent and we forecast that the number of jobs in the state will increase by more 
than three percent annually in 2007 and 2008. 

The 2004 Colorado unemployment rate will average 5.3 percent, substantially below 
the 6.0 percent rate posted in 2003.  The unemployment rate will not decline further 
in 2004 because the improving employment situation will encourage job seekers who 
had become discouraged and stopped looking for work to return to the labor force.  
Since people looking for work are counted as unemployed, the risk is that the rate 
could increase slightly.  The unemployment rate will drop below five percent in 2005 
and fall to 4.2 percent by 2009. 

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. 

Inflation 

The national and Colorado forecasts for inflation are displayed in Figure 2.  We 
forecast that overall consumer prices in the Denver-Boulder-Greeley area will be 
virtually unchanged in 2004 compared with 2003.  In Colorado, inflationary pressure 
associated with the price of shelter continues to be constrained by the large number 
of vacant apartments.  Although the average price of homes sold in Colorado 
continues to rise, the official measure of the change in the cost of shelter shows a 
decline because rental rates are falling.  Since the cost of shelter contributes almost 
one-third of total inflation, a decline in shelter costs will translate into exceptionally 
low inflation.  Meanwhile, energy prices climbed in the first half of 2004 but will 
likely recede later in 2004, so they are unlikely to add significantly to Colorado 
inflation this year.   
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Figure 2 
Colorado and National Inflation 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: U.S. Department of Labor, Bureau of Labor Statistics. 

We forecast that Colorado inflation will be 0.1 percent in 2004, 1.5 percent in 2005, 
and 2.1 percent in 2006.  The relatively low 2005 inflation rate is the consequence of 
offsetting price pressures.  The strengthening economy will provide upward pressure, 
but this will be countered by falling energy prices and rising interest rates that will 
limit home price increases.  From 2006 through 2009, Colorado inflation will remain 
well below three percent. 

Wages and Income 

As shown in Figure 3, Colorado per capita income will continue to exceed the 
national average.   

Figure 3 
Colorado and National Per Capita Income 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source:  U.S. Department of Commerce, Bureau of Economic Analysis. 
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Overall, personal income grew 2.5 in 2003, with the pace accelerating throughout the 
year.  We forecast that personal income will grow 3.2 percent in 2004 and 5.4 percent 
in 2005.  Personal income growth will exceed six percent from 2006 through 2009.   

Colorado wage and salary income rose only 0.7 percent in 2003 because employment 
levels were lower and because high-wage jobs in the advanced technology and 
financial sectors had been lost.  As labor markets recover, we forecast that total wage 
and salary disbursements will rise, increasing 2.6 percent in 2004, 4.8 percent in 
2005, and 5.7 percent in 2006.  In 2007 and thereafter, wage and salary income 
growth will be over six percent. 

Population and Migration 

We forecast that in 2004, net in-migration to Colorado will be slightly under 10,000 
and total population growth will be 1.0 percent.  Despite the 2001 recession, state net 
migration has remained positive.  As the national and Colorado economies recover, 
the number of net in-migrants to the state will increase and the state’s population 
growth will be 1.6 percent by 2008. 

Industrial Sectors 

This section details our forecast for Colorado’s residential and nonresidential 
construction and retail trade industries. 

Construction 

Residential home permits issued in Colorado year-to-date through July 2004 are up 
20.6 percent compared with year-to-date July 2003.  Meanwhile, the value of 
nonresidential construction (excluding nonbuilding projects like roads) increased 
14.5 percent during this period.  The September 2004 OSPB forecast for the 
residential and nonresidential construction markets anticipates moderating growth 
through the remainder of 2005. 

Residential Construction 

In 2002 and 2003, single-family home construction fell in reaction to high inventories 
that were the result of the rapidly deteriorating economy after the events of 
September 11, 2001.  Now, home construction activity is increasing in response to 
the strengthening Colorado economy.  We forecast that the total number of home 
permits issued in 2004 will increase 12.3 percent, with strong increases in the first 
half of the year followed by less robust activity in the last half.  Meanwhile, low in-
migration combined with now high inventories and rising interest rates will dampen 
demand for new homes in 2005.  In 2006 and beyond, the number of home permits 
issued will rise year-over-year as net in-migration and jobs increase. 

The two year correction in Colorado’s single-family home market has improved the 
state’s competitive advantage.  The latest report by the National Association of 
Realtors ranks Denver housing as the 29th most expensive out of 128 markets in the 
country.  The trade group reported the median price of a Denver area home was 
$241,800 at the end of second quarter 2004.  Denver ranked 109th in year-over-year 
housing appreciation.  Relatively lower housing costs compared with other areas of the 
country are advantageous because it makes the area more attractive to workers being 
recruited from outside the state.  In 2001, the Denver area housing was more expensive 
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5.4 percent in 2005. 
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than all but six other major metropolitan areas — San Francisco, San Diego, Orange 
County CA, Seattle, Boston, and New York.   

Figure 4 
Residential Housing Permits Issued 

 

 

 

 

 

 

 

 
Source:   U.S. Department of Commerce, Bureau of the Census. 
 
Nonresidential Construction 

Denver-area nonresidential building construction continues to be impacted by 
oversupply in most markets.  The year-to-date July 2004 value of new nonresidential 
building construction is up 14.5 percent compared with the same period in 2003.  
This is primarily the consequence of new hospitals, medical facilities, and 
manufacturing plants.  We forecast that these projects will offset a correction in 
office and retail construction so that, in 2004, the value of nonresidential 
building construction will rise, but by a much lower percentage than implied by the 
first seven months of data.  The correction will continue into 2005.  Thereafter, the 
value of nonresidential construction put in place will continue to show modest 
increases through 2009, as the economy recovers and currently vacant space becomes 
occupied with newly formed and expanding businesses. 

Figure 5 
Construction Value Put In Place 

 

 

 

 

 

 

 

Source:   U.S. Department of Commerce, Bureau of the Census 
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Retail Trade 

Year-to-date retail trade sales in Colorado are up 5.0 percent through June 2004 
compared with year-to-date June 2003.  Meanwhile, June 2004 retail sales exceed 
June 2003 by 8.2 percent.   We forecast retail sales will grow 5.6 percent in 2004 and 
5.1 percent in 2005.  In 2005, spending increases will be less than implied by the 
strengthening state economy because consumer demand was already satiated as 
consumers took advantage of low interest rates and tax rebates to make purchases 
earlier than would have occurred otherwise. 

Risks to the Colorado Forecast 

Colorado’s recovery will begin to outpace the national recovery by the middle of 
2005.  However, the Colorado recovery will likely mirror any major shift — either 
positive or negative — in the national recovery. 

 
 
 
June 2004 retail sales 
exceed June 2003 by 
8.2 percent. 
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