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Quarterly Updates and Estimates
Volume 3, Number 2, October 2004

Fred Crowley, Senior Economist

Update on the Economy

Since the Forum published its last QUE in June, the local economy drifted down, slightly.  It is the Forum’s belief this
should not be cause for worry at this time.  Eight of the ten indicators in the BCI remain positive.  Perhaps the most
compelling reason to have confidence in the economy’s condition is the four most important components of the BCI,
Consumer Sentiment, Colorado PMI, Employment and Income are showing strong gains compared to one, three or six
months ago.  This suggests the recovery trend is not in danger at this time.  The BCI is currently at 101.05.  This is above
its average for this year.  The only time systematically higher values for the BCI can be found is during the Fall 2000
period when the BCI hit 106.53 in November 2000.  This was just before the downturn in our local economy.  Variations
are normal in any time series of economic data.  The current variations appear to be normal and are not cause for
concern at this time.1

1  BCI is a geometric index of ten seasonally adjusted data series.  The El Paso County data are single-family and town home permits, new car sales,
employment rate, foreclosures, ES202 employment and ES202 wages and salaries.  Colorado Springs data are sales and use tax collections and
airport enplanements. Two non-regional sources are Creighton University’s Purchasing Managers Index for Colorado and The University of
Michigan’s Consumer Sentiment.  BCI is indexed to March 2001 = 100.  All raw series are seasonally adjusted by UCCS Southern Colorado
Economic Forum using Department of Commerce X12 adjustment process.

Figure 1: Business Conditions Index
Colorado Springs MSA (March 2001 =100)
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The Forum’s analysis of airport enplanement activity in the
previous QUE indicated enplanements were significantly
higher than normal due to Fort Carson’s troops flying to
see family and friends after their deployment to Iraq was
over.  The Forum estimates Fort Carson troops and their
families generated an additional 19,000 enplanments during
April, May and June.  If not for this, year-to-date
enplanements at the airport would be up less than 1,000.
The airport’s low passenger volume appears to reflect the
conditions of the economy and the airline industry more
than problems with the airport.

Positive trends among most indicators in the BCI can be
seen in Table 1.  The Colorado PMI value is interesting.
The PMI is a leading indicator and points to expectations
about the economy’s level in three to nine months down
the road.  Consumer sentiment is also strong.  The most
impressive recent trend has been new car sales in
September.  The success in new car sales is attributed to
year-end rebates and zero percent financing incentives.
This is not expected to continue in the coming months.

There is a limit to how far business and consumer
optimism, and new car sales can carry the economy.
Ultimately employment and income gains are needed.
Compared to a year ago, significant employment and
earned income gains have materialized in El Paso County.
Employment is one of the last areas to show signs of
strength in a recovering economy.

Continued growth in the local economy is expected in the
coming year.  Barring a catastrophic consequence to oil
prices or a terrorist act, the Forum expects the BCI to
demonstrate modest gains through June 2005.  The second
half of 2005 is likely to be a better growth period for our
region as the U.S. troops from Korea arrive at Fort
Carson and the soon to be redeployed Fort Carson troops
return.  The BCI is now expected to be around 102 by
December 2004.  A BCI of 103 is likely by June 2005
followed by a stronger upward momentum near the end of
2005.  The BCI is expected to be at 105 by the end of
December 2005.

Table 1: Components of the BCI
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Sales Tax Boom

The sales tax boom for the City of Colorado Springs is
continuing.  Year to date, sales and use taxes are up 10.51
percent.  Some of this increase is attributed to the money
spent by the Fort Carson troops who returned from their
deployment in Iraq.  More of the increase can be pointed
to generally better economic activities, including housing
construction, home furnishings and new vehicle purchases.
The rapid sales and use tax collection pace is expected to
taper off slightly by year-end and will most likely finish
2004 approximately 9-9.5 percent above sale and use tax
collections in 2003.  The information is shown in Figure 2.

Interest Rate Expectations
The Forum continues to project higher interest rates in the
coming months.  The federal Reserve will have two more
opportunities in 2004 to raise interest rates.  Many
economists are expecting quarter point raises in the federal
funds rate in November and in December.  Mr. Greenspan
repeatedly points to concerns about inflationary
expectations as his primary motivator to affect an interest
rate change.  Despite the rise in energy costs, inflation is
generally believed to be under control at this time.  The
GDP is expected to grow at a rather modest 3.75 percent
in the second half of 2004 compared to a 3.9 percent rate
of growth in the first half of 2004.  An interest rate
increase may be in order depending on actual GDP growth
announcements for the third quarter and inflationary
expectations..  It is possible there will be no increase in the
Federal Funds rate.  Based on currently available

information, the Forum expects a quarter point increase at
most.  Two increases before the end of the year might be
premature, given the sluggish nature of the economy and
the lack of a threat of inflation at the current time.

Oil Prices, Consumer Expenditures,
GDP and a Glimpse of the Future

Oil prices are rising because of higher demand in the
world, insufficient supplies, political and/or industry
uncertainty in Iraq, Nigeria, Russia, Saudi Arabia and
Venezuela and a declining value of the dollar.  The Energy
Information Administration has revised its expectations for
oil prices in 2005.  It now believes average crude oil prices
will be 2-5 percent higher than in 2004.  The likely effect
will be continued high oil prices in 2005.

In recent years, consumer households spent approximately
3.04 percent of all expenditures on gasoline and motor oil.
The recent increase in oil prices will mean gasoline and
motor purchases will total approximately 4.25 percent of a
typical household’s expenditures.  In effect, each
household will have an average of $500 less to spend on
other items.

The most likely candidates for reduced consumption
include automobiles with poor gas mileage, meals away
from home, insurance, extended vacations, and donations.
The shift in our household budgets will cause a decline in
the potential GDP.  The Forum estimates GDP will grow at
3.5 to 4.0 percent in 2005 rather than  its potential 5.5
percent, if oil prices were closer to $35-$40 a barrel.

The reduced growth rate in the economy will dampen the
demand for labor.  Job creation will not be quick.  This will
maintain a large pool of quality workers who are seeking
work or better opportunities in the workforce.
Unemployment rates will be slow to come down.  Wage
increases will be slow to rise.

Foreclosures

High numbers of foreclosures persist in our economy
despite recent improvements in the general level of
economic activity.  Some of this problem stems from the
normal lagged relation between foreclosures and the level
of the economy.  Based on new data, the Forum does not
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Sales Tax Collections in Colorado Springs
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anticipate significant reductions in the number of
foreclosures over the next several months.

Part of this problem rests in the many homes that were
purchased with some very creative financing, especially
the one-year adjustable rate mortgage.  Homeowners with
these mortgages are in the greatest risk of foreclosure,
depending on their qualification levels.  The adjustable rate
mortgages are tied to an interest rate index, often the
annualized one-year treasury.  This is expected to rise by 1
to 1.5 percent over the next year.  At its current pace, it
appears there will be approximately 2,150 foreclosures in
El Paso County during 2004.  Due to the lagged relation
between the foreclosures and the economy, as well as the
effect of rising short term rates on existing adjustable rate
mortgage holders, the Forum expects foreclosures may
improve nominally in 2005.

Figure 3: Monthly Foreclosures
In El Paso County

Information and Technology

The Information and Technology Index (ITI) has moved
sideways and down over the last few months.
Nevertheless, the Forum believes the sector appears to be
fundamentally strong.  The inventory to sales ratio is at its
lowest level in fourteen years.  Unfilled orders are at an all
time high.  New orders are at their second highest level
ever, second only to March 2004.  Value of shipments are
at their highest level since December 2001.  The volume
of business, low inventories and record back orders
suggest production and employment in technology will be
increasing in the next several quarters.  If these
fundamentals hold and/or improve during the last quarter
of 2004, the ITI should rebound and finish the year closer
to 128 compared to its current value of 123.  Given the

historical relation between the ITI and technology stock
prices, it will be interesting to see if technology stocks
follow this lead.  Figure 4 shows the recent movements in
both the ITI and the Fidelity Select Technology Fund.

Figure 4: Information Technology Index (ITI)
(March 2001 = 100)

Single Family Permits
Building permit activity for detached, single-family housing
units has slowed slightly over the last few months.  The
“slack” has been more than made up among new permits
for town-homes.  As of September 2004, more town-home
permits were taken out than in all of 2003.  While not
counted in single-family housing, more permits for
condominium housing units have been taken out through
September 2004 (246) than in all of 2003 (213).  It appears
the housing industry may be in for a change in the
demographics of the typical home buyer as more baby
boomer couple become empty nesters and scale down their
housing needs. Figure 5 compares detached single-family
housing units this year with the average of years 1998-
2003.  The same comparisons are made for town-homes in
Figure 6.

Multi-Family Housing
Nothing new exists in the multi-family housing market.
Doug Carter, LLC reports third quarter vacancies at
approximately 10.9 percent.  Economic rents are now
averaging approximately $615.  A comparison of year-to-
date permits for multi-family housing is shown in Figure 7.
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Figure 5: Year to Date Single-Family
Permit Comparison
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National Expectations

The latest expectations of professional economists for the
next four quarters are summarized below.2

                                     Annualized Rate for
                                 Q3-04    Q4-04    Q1-05    Q2-05    Q3-05
Real GDP growth 3.5% 4.0% 3.8% 3.7% 3.3%
Inflation for 3.0% 2.3% 2.3% 2.3% 2.3%
3-Month T-Bill 1.4% 1.8% 2.2% 2.5% 2.9%
10-Year T-Bond 4.6% 4.8% 5.1% 5.3% 5.5%
AAA Corp Bond 5.9% 6.2% 6.4% 6.55% 6.7%
Unemployment 5.5% 5.5% 5.4% 5.3% 5.2%
Ind Prod Index 116.1 117.3 118.6 121.1 122.5

Chance of decline in real GDP over next 4 quarters
4.0% 6.0% 8.0% 10.0%    11.0%

The overall consensus is that the economy faces a very
low probability of a recession but performance will be
uninspired.  Forecast expectations among economists
continue to improve.  Nominally higher expectations for
inflation rates and interest levels are projected for the next
twelve months.  Annualized GDP is not expected to
exceed 3.7 percent in 2005.  Unemployment rates will
linger in the 5.35 percent range.  The consensus about
inflation seems to be that it is expected to rise but it is not
a material, long-run concern.
(Footnotes)
2 These are approximate increases since March 2004.
3 Federal Reserve Bank of Philadelphia.
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From Our Partners

The Forum wishes to thank Mr.
Ron Chernak, President of
First Business Brokers, Ltd. for
providing financial support for
the next four issues of the
QUE.  In addition, First Busi-
ness Brokers is contributing a
four part series about develop-
ing an exit strategy for pri-
vately held firms.

This is the first in a series of four articles addressing exit
planning for owner’s of privately held businesses that will
be appearing with the QUE.

Even though a sale may not be on your immediate radar
screen, it is never too early to start the planning process.  It
may take two to three years to properly position your
business so as to increase its value and marketability.
Unfortunately, I have seen too many situations where the
owner of a privately held company unexpectedly died or
became incapacitated.  As a result of “hand shake deals”
made by the owner or the loss of major product lines, the
resulting disruption and confusion led to significant reduc-
tions in value when the business was ultimately sold.
Even if you are fortunate and do not experience a trau-
matic change in management, you may have an opportu-
nity, as a result of an unexpected offer to purchase your
business, to sell your business sooner than planned at very
favorable terms.  For many entrepreneurs, their business is
the most valuable asset in their portfolio.  Like most
occurrences in life, you will usually obtain a better result if
you plan ahead.  One of the first items to address is your
personal financial planning.  Can you afford to retire, and if
so, when?  Meeting with a financial planner or perhaps
your accountant can help to identify your retirement needs.

If you decide that a sale of the business will be part of your
plan, one of your next steps should be determining your
probable buyers.  Four categories of buyers, are discussed
below:

1.  Family members, usually children.  While most
business owners would often like their children to take over
the business, statistically this is a relatively rare occurrence
because the next generation may not have the aptitude, the
desire, or the financial capabilities to acquire the business.
The sale or transfer to children can become very complex

both from a financial and a relationship side, especially if
some of the children elect not to or are not capable of
participating in the transfer.  A sale to a family member is
usually for a price that is lower than can be obtained from
a motivated third party and may not be appropriate if you
need maximum value to fund your retirement.

2.  Employees.  Many sellers identify employees as
potential buyers.  A sale of a business to your employees
creates a different set of dynamics.  Many employees
simply do not have the financial ability or the skills to
complete a transaction, and if they do, they expect a sizable
discount of the purchase price, as a result of their many
years of service and contributions to the business.  An
additional risk is that they are now aware that the business
may be sold and might leave the business.  The owner also
will be disclosing confidential information relating to
profitability which could negatively impact payroll costs if
the sale is not consummated.

3.  Competitors.  Many potential sellers also identify
competitors as potential acquirers.  Again, this approach
may work, but is also a potential minefield of problems for
a seller.  Even though a competitor may sign a confidential-
ity agreement, the seller will be disclosing sensitive infor-
mation about pricing, customers, and employees.  Once this
information is disclosed, it may be used to the detriment of
the business because most competitors ultimately decide
that it is cheaper to try to obtain market share by other
methods than by paying a premium price for the business.

4.  Unrelated third parties.  Sales to this category of
buyers will be the topic of future articles of this series
which will also include information about valuation, the
sales process, and taxation.

Since 1982, First Business Brokers, Ltd., has spe-
cialized in the sale of privately held businesses
located in Colorado.  As the premier business
brokerage firm in Colorado, First Business Brokers,
Ltd., has sold over 800 companies by providing top
quality, comprehensive professional service at every
phase of the transaction.

For a confidential, no-cost, no-obligation consulta-
tion, please contact Ronald V. Chernak, President,
at 719-635-9000.  First Business Brokers, Ltd., 303
South Cascade Avenue, Suite 200, Colorado
Springs, CO  80903, Fax: 719-635-4988, Email:
rvc@fbb.com.
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ASstnemenalpnEtropriAsgnirpSodaroloC 915,39 777,38 037,48 494,09 000,68 075,38 243,29 924,38 707,48 714,68 086,18 345,78 021,01

ASserusolceroF 361 661 622 901 802 652 091 921 202 302 591 702 25.64

ASselaSraCweN 001,2 901,2 960,2 290,2 890,2 951,2 932,2 412,2 263,2 781,2 728,1 004,2 36.071

)s'000(ASfohtnoMrofxaTesU&selaS 798,8 253,9 127,8 524,8 168,8 176,8 658,8 697,8 977,8 559,8 488,8 976,8 551

ASstimrePylimaFelgniS 634 004 834 304 184 005 054 445 054 683 254 434 37

)s'000(ASNecroFrobaL 7.682 4.682 8.382 9.082 8.282 5.082 9.382 9.782 9.292 9.092 3.192 5.292 22.3

)s'000(ASNtnemyolpmE 3.072 5.962 2.762 9.362 4.662 5.562 9.762 0.472 1.672 4.472 5.572 0.772 19.5

ASN%etaRtnemyolpmenU 57.5 09.5 58.5 50.6 87.5 53.5 16.5 38.4 47.5 86.5 34.5 03.5 20.1-

AS%etaRtnemyolpmenU 01.6 60.6 61.6 86.5 36.5 41.5 56.5 23.5 41.5 84.5 25.5 14.5 01.1-
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A special thanks to the 2004-05 Forum partners for
their continuing financial support.

Platinum Partners
First Business Brokers, LTD.

University of Colorado at Colorado Springs

Gold Partners
Colorado Springs Utilities

Fittje Brothers Printing
Housing & Building Association

La Plata Investments, LLC
Skotty Consulting Group, Inc.

Vectra Bank

Silver Partners
BiggsKofford Certified Public Accountants

Key Bank
Prudential Professional Realtors
Tel West Communications LLC

Van Gilder Insurance Corporation

Sustaining and Supporting Partners
ADD STAFF, Inc.

Air Academy Federal Credit Union
Antlers Hilton Hotel

Colorado Springs Credit Union
Drexel Heritage of Colorado Springs

Ent Federal Credit Union
Morgan Stanley

Pikes Peak Association of Realtors
The Gazette

The Mail Room, Inc.

Forum sponsorship is available at a numbers of
levels and benefits.  Contact Tom Zwirlein at (719)

262-3241 or tzwirlei@ucss.edu for information.

About the Forum

The Southern Colorado Economic Forum (SCEF) is part
of the College of Business outreach to the Colorado
Springs Community.  The forum gathers, analyzes and
disseminates information relevant to the economic health
of the region.  Through its efforts, the Forum has gathered
a number of unique data sets.  The Forum and its staff are
available for contract work to analyze business situations,
develop forecasts, conduct and analyze surveys and a
number of other situations you may need to have analyzed
in an objective manner, using the best data and analysis
available.  Examples of current and prior work include
Small Area Forecast for the Pikes Peak Area Council of
Governments (population employment and housing
projections to the year 2030), Colorado Springs Airport
Passenger Survey, exit surveys and a Community Audit
for the Pikes Peak Workforce Center.  If you would like
additional information about how the Forum can assist
you, contact Fred Crowley at (719) 262-3531 or
fcrowley@uccs.edu.

The QUE is available free via an electronic subscription.
If you would like a subscription, send an e-mail to
fcrowley@uccs.edu and have the word SUBSCRIBE as
the subject.

Forum sponsorship is available at a number of levels and
benefits.  Contact Tom Zwirlein at (719) 262-3241 or
tzwirlei@uccs.edu for information.

Quarterly Updates and Estimates is a publication of
The Southern Colorado Economic Forum

University of Colorado at Colorado Springs
College of Business and Administration

1420 Austin Bluffs Parkway
PO Box 7150

Colorado Springs, CO 80933-7150

Dean: Venkat Reddy, Ph.D.
Faculty Director of Connections: Tom Zwirlein, Ph.D.

Forum Economist: Fred Crowley, Ph.D.

Questions and comments are invited.  Please direct them to:
Fred Crowley:  (719) 262-3531 - fcrowley@uccs.edu
Tom Zwirlein  (719) 262-3241 – tzwirlei@uccs.edu


