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M EMORANDUM  

 
Summary 

 
• The forecast of General Fund revenues for FY 2001-02 was reduced by $417 mil-

lion between March and December 2001.  Since the release of the December fore-
cast, revenues have fallen an additional $211 million below the forecast.  Based 
on this shortfall and projected continuing weakness in the Colorado economy, the 
March forecast for General Fund revenue was reduced by $367.6 million.  Part of 
the reduction includes $50.5 million from the accelerated depreciation provision 
of the recent federal economic stimulus package. 

 
• Based on current law for appropriations, reserves, and transfers, the reduction in 

the revenue forecast would mean that a combination of an elimination of $470.5 
million of scheduled appropriations, a reserve requirement change, and transfers 
or other budget enhancements is needed to prevent a budget shortfall in FY 2001-
02. 

 

March 15, 2002 
 
TO:                  Members of the General Assembly 
 
FROM:           The Economics Staff, (303) 866-3521 
 
SUBJECT:      Focus Colorado: Economic and Revenue Forecast, 2002-2007 
 
 
            In this report, we present the March 2002 General Fund revenue forecast and overview, the cash 
funds forecast, the projections of surplus TABOR revenues, and the national and state economic fore-
casts.  We include two General Fund overviews: one with current law appropriations and transfers and 
one with the proposed budget solution to the revenue shortfall.  The forecast is based on current state 
and federal tax laws, including the economic stimulus package passed by Congress and signed by 
President Bush in early March.  One component of the stimulus package provides for accelerated de-
preciation that will have a significant negative impact on Colorado’s income tax receipts.  The forecast 
document is abbreviated from the usual publication length due to an early publication date. 
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• The Joint Budget Committee and the Governor reached an agreement to eliminate 

the budget shortfall based on a $140 million revenue shortfall through the end of 
January.  Because the projected revenue shortfall is much larger, the budget pack-
age is not enough to eliminate the budget shortfall.  Our estimates indicate that an 
additional $232.3 million will need to be cut from the budget, spent from reserves, 
and/or added to available revenues to prevent a budget shortfall. 

 
• The cash fund revenue forecast was increased by $48.2 million for FY 2001-02.  

Several factors lead to the increase.  Additional vehicle miles traveled are result-
ing from the decline in air travel.  More students are enrolling in the state’s higher 
education institutions because of the economic downturn, thus leading to higher-
than-expected tuition revenue.  Finally, the forecast for unemployment insurance 
taxes was increased because tax rates are increasing automatically in response to 
the economic slowdown. 

 
• Colorado will not have surplus TABOR revenues in FY 2001-02.  When revenue 

drops below the allowable TABOR revenue limit, as we are projecting for FY 
2001-02, the new TABOR limit is the lower revenue figure.  The limiting factors 
of inflation and the annual percentage change in state population are then applied 
to the lower revenue figure.  Because the percentage change in TABOR revenue 
will exceed the allowable TABOR limits, the state will return to a TABOR sur-
plus situation in FY 2002-03 through the end of the forecast period. 

General Fund Revenue 
 
            Table 1 shows the forecast of General Fund revenue.  We decreased the current year forecast by 
$367.6 million.  Most of the reduction — $343.5 million — was for individual and corporate income 
taxes that accrue to the General Fund.  An estimated $50.5 million of this total is attributable to the ac-
celerated depreciation provisions of the recently approved economic stimulus package passed by Con-
gress and approved by President Bush.  The depreciation provisions were retroactive to September 11, 
2001, and thus affect the current fiscal year.  The depreciation provisions will be effective for three 
years.  Taxpayers will react to the provision by reducing their estimated payments and/or receiving lar-
ger tax refunds or making smaller cash settlement payments. 
 
            The total change to individual income taxes is $301.6 million.   State withholding taxes 
through February were $67.2 million below the December 2001 forecast.  Employment and wages will 
remain weak throughout the rest of the fiscal year.  Bonus payments to workers will remain depressed 
as well.  Thus, we reduced this forecast by $111.0 million in the current year. 
 
            Estimated payments are paid on nonwage income such as capital gains and interest income.  
The stock market woes of the last two years are reducing capital gains, while lower interest rates are 
reducing interest income.  These factors led to a $55.5 million shortfall in estimated payments through 
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February.  Estimated payments will remain weak through the rest of the fiscal year and are projected to 
be 22.3% below last year’s level.  We reduced the estimated payments forecast by $135.1 million.  
Changes to cash and refund settlements will reduce individual income tax revenues by an additional 
$71.6 million. 
 
            Meanwhile, we reduced the corporate income tax estimate by $68.5 million from the previous 
forecast.  The depreciation provisions account for $34.7 million of this change.  Corporate taxes will be 
42.4% below last fiscal year.  The changes to the individual and corporate income tax estimates will 
reduce the estimate of the amount of funds transferred to the State Education Fund by $26.7 million 
in FY 2001-02. 
 
            The changes to other tax revenue estimates were minor.  The largest change was a reduction of 
$14.0 million for sales taxes.  Despite the declines in the estimates of wage and salary income and 
capital gains realizations, consumers are spending relatively close to our previous estimate. 
 
            We now expect that revenue to the state’s General Fund will decline by 10.7% in FY 2001-02.  
A portion of the decline is attributable to a full-year effect of the State Education Fund diversion, com-
pared to only a one-half year impact in FY 2000-01.  Absent this diversion, revenue would still decline 
by an estimated 8.6%. 
 
            The outlook for General Fund revenue after FY 2001-02 is more optimistic.  We expect that 
revenue will increase by 8.7% in FY 2002-03 and by an annualized pace of 7.5% after the current year.  
A return to more robust income tax revenues will lead future increases. 
 
 
Cash Funds Revenue Forecast 
 
            Total cash fund revenue subject to the TABOR spending limit will decrease 0.5% in FY 2001-
02, increase 2.8% in FY 2002-03, and increase at a compound average annual rate of 3.2% between FY 
2000-01 and FY 2006-07.  We increased the forecast of cash fund revenues by $48.2 million in FY 
2001-02.  The increased forecast is primarily a result of higher-than-expected motor fuel taxes, higher 
education tuition and fees, and unemployment insurance taxes.  Over the remainder of the forecast pe-
riod, however, we decreased the forecast of cash fund revenues by a total of $368.1 million.  The de-
crease is a direct result of an accounting change required by the Governmental Accounting Standards 
Board that reclassifies higher education scholarship allowances from tuition revenue to TABOR-
exempt non-tuition revenue starting in FY 2002-03.  Without the accounting change the forecast for 
cash fund revenues would have increased by $234.6 million over the same period, FY 2002-03 through 
FY 2006-07.  Table 2 presents a summary of all cash fund revenue subject to the TABOR revenue 
limit. 
 
            Transportation-related cash funds, which include the Highway Users Tax Fund (HUTF), the 
State Highway Fund (SHF), and several smaller funds, will increase 6.6% in FY 2001-02, 1.5% in FY 
2002-03, and at an average annual rate of 3.4% between FY 2000-01 and FY 2006-07.  The HUTF will 
increase 4.7% in FY 2001-02 and at an average annual rate of 3.9% over the forecast period.  The fore-
cast for HUTF revenue was increased $12.3 million for FY 2001-02 and $118.3 million over the entire 
forecast period.  The increase is due to strong demand for motor fuel taxes despite the economic slow-
down.  The forecast for the SHF was increased $22.3 million over the December forecast as a result of 
higher-than-expected receipts of matching funds from local governments for projects accelerated with 
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the use of Transportation Revenue Anticipation Notes.  Meanwhile, based upon current law, the Senate 
Bill 97-1 diversion will be only $32.5 million in FY 2001-02, and will not occur during the remainder 
of the forecast period.  The diversion is reduced when there are insufficient monies in the General Fund 
to fund a six percent growth rate in General Fund appropriations and the required four percent statutory 
reserve. 
 
            Higher education cash fund revenue will increase 10.0% in FY 2001-02, due to strong enroll-
ment growth as workers affected by the economic slowdown seek to strengthen and expand their job 
skills in college.  Enrollment is expected to increase 3.7% in FY 2001-02, the strongest gain in 12 
years.  Revenue in FY 2002-03 will also witness significant advances with a 6.6% growth rate in tui-
tion and nontuition revenue and a 2.1 percent growth rate in enrollment.  Once the economy recovers in 
2003 and job growth improves, enrollment and revenue growth will taper.  Over the six-year forecast 
period, higher education revenues will grow at a 5.8% average annual growth rate.  However, these 
growth rates will be affected by an accounting change as described in the next paragraph.  Meanwhile, 
public higher education enrollment, based on the number of resident full-time equivalent students, will 
increase at an average annual pace of 1.7%. 
 
            The forecast was adjusted for accounting changes regarding scholarship allowances and tuition 
discounts.  The Governmental Accounting Standards Board (GASB) recently issued statements 34 and 
35, requiring institutions of public higher education to report scholarship allowances as transfers rather 
than revenue.  This accounting change will become effective at the end of FY 2002-03 and will apply 
primarily to financial aid for student tuition provided by government sources.  Moreover, this change 
will be accompanied by a one-time accounting adjustment to the FY 2002-03 TABOR revenue limit.  
The first-year revenue impact will be neutral with respect to the TABOR surplus because an equal 
amount will be subtracted from the TABOR revenue limit and tuition revenue.  After the first year, the 
impact will likely not be neutral.  If scholarship-adjusted tuition increases at a rate that is higher than 
the TABOR limits of inflation plus the population growth rate, the TABOR surplus will be lower than 
it otherwise would have been.  Conversely, the TABOR surplus would be higher if the adjusted tuition 
increases at a rate less than the TABOR limit. 
 
            Total unemployment insurance (UI) revenue will decrease 3.5% in FY 2001-02, increase 38.2% 
in FY 2002-03, and increase at an average annual rate of 7.4% between FY 2000-01 and FY 2006-07.   
After decreasing 15.9% in FY 2000-01, UI tax revenues will decrease 0.4% in FY 2001-02 as a result 
of a temporary tax credit and sagging taxable wages resulting from the recession.  The decrease will be 
mitigated by an increase in tax rates during the second half of FY 2001-02 resulting from the 18.0% in-
crease in benefit payments during FY 2000-01.  Tax rates will continue to rise in FY 2002-03 as a re-
sult of skyrocketing benefit payments this fiscal year.  In addition, the solvency tax will be triggered for 
calendar years 2003, 2004, and 2005.  Thus, tax revenues will increase 54.0% in FY 2002-03, 39.6% in 
FY 2003-04, and 21.9% in FY 2004-05.  The solvency tax is triggered when the UI Trust Fund balance 
as a percentage of total annual private wages falls below 0.9%.  The Department of Labor and Employ-
ment estimates that the solvency tax will generate $56 million in 2003, $117 million in 2004, and $184 
million in 2005.  Benefit payments will increase 145.6% in FY 2001-02, but will then decline as the 
economy recovers.  The UI Trust Fund balance will fall to $514.8 million by the end of FY 2002-03, 
then increase to $886.3 million by FY 2006-07 as the UI tax rate increases as a result of high benefit 
payments and the solvency tax trigger kicks in. 
 
            Limited Gaming Cash Fund revenue, which includes gaming taxes and license fees, will in-
crease 7.0% in FY 2001-02 after increasing 15.0% in FY 2000-01.  The recession and a saturation 
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point in the industry will mitigate growth in gaming taxes during the next few years from the double-
digit pace experienced during the last half of the 1990s.   Total gaming revenues will increase at an av-
erage annual rate of 9.0% over the forecast period. 
 
            Total severance tax revenue, including interest earnings, will decrease 35.1% in FY 2001-02 
after increasing 79.2% in FY 2000-01.  Despite the decrease in FY 2001-02, the level of severance 
taxes will remain relatively high by historical standards.  After increasing 112.1% in FY 2000-01, oil 
and gas severance taxes will decline 41.1% in FY 2001-02.  Between FY 2000-01 and FY 2006-07, to-
tal severance tax revenues will decrease at an average annual rate of 4.5%. 
 
            All other cash fund revenue will decrease 10.6% in FY 2001-02, and increase at a compound 
average annual growth rate of 2.3% between FY 2000-01 and FY 2006-07.  Interest earnings to the 
Controlled Maintenance Trust Fund (CMTF) will decrease from $18.4 million in FY 2000-01 to 
$647,000 in FY 2001-02 as a result of House Bill 01-1267, which required the principal of the CMTF 
($243.9 million) to be transferred to the General Fund on July 1, 2001.  On July 1, 2002, $276.4 million 
will be transferred from the General Fund to the CMTF.  Revenue to the insurance-related cash funds 
will increase 22.4% in FY 2001-02 as a result of higher premiums on workers-compensation insurance 
policies.  Finally, revenue to the umbrella group of “other cash funds” will decrease 10.2% in FY 
2001-02, partially a result of Senate Bill 00-57, which reclassified $15.8 million of unclaimed property 
cash fund revenue from TABOR revenue to TABOR-exempt revenue.  
 
 
The Constitutional Revenue Limit — TABOR 
 
            The provisions of Article X, Section 20 of the Colorado Constitution (TABOR) require that 
revenue collected above the TABOR limit be refunded to taxpayers within one year after the fiscal year 
in which they were collected.  TABOR limits annual growth in most state revenue to inflation plus the 
annual percentage change in population. 
 
            Table 3 shows the projections of future TABOR surpluses based upon current law and the 
March 2002 forecasts of revenue, inflation, and population.  After having a TABOR surplus in each of 
the past five fiscal years, we expect that the TABOR surplus will disappear for FY 2001-02.  Mean-
while, the TABOR surplus will be only $126.5 million in FY 2002-03.  For the five years of projected 
surpluses during the forecast period, the surplus will average $561.3 million. 
 
            It is important to note that while estimated TABOR revenues are $562.4 million below the al-
lowable TABOR limit in the current fiscal year, TABOR surpluses will recur in FY 2002-03.  The lim-
iting factors of inflation and the annual percentage change in state population are applied to the lower 
of the TABOR limit or actual revenues.  Because actual revenues are expected to be below the limit, 
the limit for FY 2001-02 will be ratcheted down to the actual revenues.  Thus, when the economy picks 
up and growth in revenue exceeds the limiting inflation and population factors, the state returns to a 
TABOR surplus situation.  Furthermore, future allowable TABOR revenues are also ratcheted down 
because the allowable growth rate is applied to a lower base. 
 
            The General Assembly enacted 18 refund methods that will be used to return the surplus TA-
BOR revenues to taxpayers.  Except for the sales tax refund, a refund is used if the amount of the TA-
BOR surplus exceeds the threshold amount set for the refund method.  The thresholds are increased 
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each year based on Colorado personal income growth.  Based on our estimates of the TABOR surplus, 
only the earned income tax credit and the sales tax refund will be used to refund the FY 2002-03 sur-
plus of $126.5 million.  For the FY 2003-04 surplus, all but three refund methods will be utilized.  All 
refund methods will be used during the last three years of the forecast period. 
 
             
General Fund Overview 
 
            We present two General Fund overviews in this section.  Table 4 shows the overview based on 
current law appropriations and transfers.  The overview incorporates the efforts undertaken in the sec-
ond special session in 2001 to reduce expenditures.  The diversion of sales and use tax revenue to the 
Highway Users Tax Fund was reduced by $165.3 million, while the transfer to the Capital Construction 
Fund was reduced by $265.1 million.  The deteriorating revenue situation would require that an addi-
tional $470.5 million be cut to prevent a budget shortfall.  The overview does not include any savings 
that the Governor’s office has already identified as a result of a 1% reduction put into place last fall.  
These savings are an estimated $56.3 million.  On March 1, the Governor ordered a state hiring freeze 
and an additional 1.5% spending reduction for most state agencies.  The estimated savings from these 
budget moves are $48 million.  The latter budget moves are also not incorporated into the overview 
shown in Table 4.  If these savings from the Governor’s efforts to pare spending are realized, an addi-
tional $366.2 million of budget reductions, reserve requirement change, and/or increases to available 
revenues needs to be made. 
 
            Table 5 shows the overview based on the budget proposal agreement between the Joint Budget 
Committee and the Governor.  This agreement adopts the 1% reduction put into place by the Governor 
last fall, makes other adjustments in General Fund appropriations, and moves the Senate Bill 97-1 di-
version ($35.2 million) to the Highway Users Tax Fund, the diversion of sales taxes ($3.0 million) to 
the Older Americans Fund, and the capital construction transfer ($83.3 million) under the General Fund 
appropriations limit to maximize the allowable 6.0% increase of such appropriations.  The agreement 
also includes a Medicaid refinancing, thus allowing participating public hospitals to pay $11.2 million 
to the state, and reduces an appropriation from gaming impact funds to allow an additional $4.1 million 
to be deposited into the General Fund for FY 2001-02.  Finally, $147.3 million of other fund balances 
and revenues will be transferred and available for use in the General Fund.  These efforts were under-
taken to address an anticipated shortfall of revenue of approximately $300 million. 
 
            Because the General Fund revenue forecast was reduced by more than the anticipated shortfall, 
the budget agreement will not prevent a budget shortfall.  We anticipate the shortfall to be $232.3 mil-
lion.  This does not include the projected savings of $48 million that will result from the hiring freeze 
and additional 1.5% budget reductions ordered by the Governor on March 1. 
 
            If General Fund appropriations are to be reduced this year to prevent a budget shortfall, they 
would increase by only 1.98% rather than the 6% increase assumed in the overview.  General Fund 
revenues resume a growth path in FY 2002-03, but still would not be strong enough to fund any diver-
sion to the HUTF.  Furthermore, General Fund appropriations would not be able to increase by more 
than 5.66% or a budget shortfall would occur in FY 2002-03.  Revenue growth in succeeding years 
would be sufficient to at least partially fund the diversion to the HUTF and allow the maximum Gen-
eral Fund appropriation increase from the previously reduced base. 
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National  Economy 

            This section reviews recent economic data and provides our outlook for the national economy. 
 
            While a national recession officially started in March 2001, the recent revision for inflation-
adjusted gross domestic product (GDP) perhaps gives a contradictory view on whether a recession 
occurred.  Nonetheless, the economy was very weak beginning in the fourth quarter of 2000 and 
remained weak throughout 2001.  Inflation-adjusted gross domestic product (GDP) increased 1.2% in 
2001, far below the average of the previous four years. 
 
            Several economic indicators are providing evidence that a recovery is underway.  After 
languishing in a recession for 18 months, the manufacturing industry is now expanding.  The Institute 
for Supply Management Index surpassed the critical 50 mark in February, signaling an end to the 
sectoral recession.  The index had been moving up at a rapid pace for several months.  Business 
inventories continue to fall and will soon reach the point that production will need to increase to 
replenish them.  The unemployment rate fell in January and February and currently stands at 5.5%.  
The economy added jobs in February for the first time in seven months.  A modest increase in retail 
sales is occurring.  The housing market continues to outperform expectations as low mortgage rates 
outweigh the negative influence of weak income growth and slack labor markets. 
 
            On the negative side, consumer confidence fell unexpectedly in February after two months of 
increases.  Confidence will be key to an economic recovery as consumer spending constitutes two-
thirds of the economy.  Confidence is likely to linger in a narrow band because while job prospects are 
no longer deteriorating, they are also not improving significantly.  Layoff announcements are 
continuing and many workers are having difficulty finding jobs. 
 
            Economic growth will be weak in 2002, but should rebound in 2003 to near the levels seen in 
1998 through 2000.  The detailed national economic forecast can be found in Table 6.  The following 
highlights summarize the national forecast. 
 

• Inflation-adjusted GDP will increase 1.6% in 2002, following the 1.2% increase in 
2001.  Consumer spending will increase only 2.7% this year due to relatively weak 
consumer confidence.  Spending will pick up in the second quarter of 2002.  Consumer 
spending will not add the usual boost to GDP in 2002 because the typical pent-up 
demand after a recession does not exist.  Nonresidential fixed investment will remain 
weak in 2002, falling 4.0% after a 3.1% drop in 2001.  Federal government spending 
will increase 5.2% in 2002 on the strength of defense spending.  State and local 
government spending growth will be less than half of the 2001 level because their 
budgets are constrained by the economic slowdown.  GDP growth will be 3.8% in 2002 
and 2003. 

 
• Nonfarm employment will decrease by 0.4% in 2002, but rebound to a 1.5% gain in 

2003.  Employment typically does not turn around until several months after 
improvement in other economic indicators.  Productivity has remained at a higher level 
than usual during a recession and employers will attempt to make use of the higher 
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productivity before making significant hiring moves.  The unemployment rate will 
average 5.7% in 2002, even though the rate is currently at 5.5%.  The number of 
unemployed workers will climb above the current level because job creation will be 
insufficient to absorb available workers.  The unemployment rate will drop to 5.4% in 
2003. 

 
• Inflation was 2.8% in 2001 and was slowing as last year unfolded.  This trend will 

continue into 2002 with the still-weak economy and overall lower energy costs playing 
a large role.  Thus, we expect the national inflation rate will be 1.8% in 2002, before 
increasing to 2.6% in 2003. 

 
• The Federal Reserve Board is likely finished with interest rate reductions.  The Fed 

did not take action at its late January meeting and will likely begin to increase rates in 
small doses later in 2002.  The increases will not deter investment. 

 
• The risks to the economy are still substantial.  Low interest rates, lower energy prices, 

and substantial retail bargains have been keeping consumer spending at higher-than-
usual levels during a recession.  Thus, there is little pent-up consumer demand.  If any 
of the positive factors from last year are removed, consumer spending could falter.  The 
housing market has been similarly sustained by low interest rates.  A combination of 
higher interest rates and a more pessimistic outlook with regard to job prospects and 
income gains could send the housing market lower.  A significant reversal of last year’s 
shift from equity investments to investment in housing would also hurt housing.  
Finally, international economies might not recover enough to help U.S. exports.  The 
risk of devaluation for Asian currencies is high and would put additional pressure on  
U.S. exports. 

Colorado Economy 

            The Colorado economy will remain weak in 2002, lagging the nation in a recovery.  
Employment will not show gains until after the first quarter of this year.  Income gains will be much 
lower than in recent years, leading to only modest gains in consumer spending in 2002.  Residential 
construction will fall from recent high levels as the multi-family market undergoes a two-year 
correction.  The outlook is for a more complete recovery after 2002, but Colorado will not match the 
growth levels of the 1990s.  This section reviews many of the Colorado economic statistics that have 
been released for 2001 and provides our outlook for the Colorado economy.  Table 7 contains the 
Colorado economic forecast. 
 
 
Employment 
 
            Only 19,000 new jobs were created in 2001, compared with an average of 77,800 during the 
previous three years.  The growth rate of 0.9% was the weakest since 1987 when jobs increased by 
only 0.3%.  The employment picture weakened throughout the year to the point that employment in 
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December was 2.0% less than a year earlier.  By comparison, employment growth was 3.6% at the start 
of 2001.  Figure 1 shows the employment changes by industry. 
 
            Mining and the finance, insurance, and real estate sectors were the only two industries to 
record a gain that was larger in 2001 than in 2000.  Mining employment responded very positively to 
higher natural gas prices in late 2000 and early 2001.  The finance, insurance, and real estate industry 
benefitted from a strong Colorado housing market in 2001.  Additionally, low interest rates spurred 
many homeowners to refinance their mortgage loans, thus boosting employment in the real estate 
sector.  On the negative side for this sector, several financial firms laid off employees during the year 
because of the sagging stock market. 
 
            Three sectors lost jobs during the year.  The manufacturing industry followed the national trend 
and dropped 6,700 jobs in 2001.  The number of jobs in the transportation, communications, and 
public utilities (TCPU) industry declined 0.9%.  The sector was hurt by the weak telecommunications 
industry, consolidation of positions after a merger by the state’s largest gas and electric company, and 
layoffs in the air transportation industry after September 11.  Wholesale trade lost jobs as excess 
inventories were worked off and poor retail conditions in the state reduced movement from 
wholesalers’ warehouses. 
 
            Two industries fell substantially from the booming pace of the 1990s.  The construction sector 
added nearly 100,000 jobs during the decade, increasing at a compound average annual growth rate of 
9.8%.  Although the housing market was healthy, the number of building permits increased only 1.5% 
in 2001.  Meanwhile, the value of nonresidential construction contracts declined 0.6%.  Office vacancy 
rates were on the rise throughout 2001.  These factors kept construction jobs to a 2.9% increase in 
2001, compared with a 10.4% gain in the prior year.  Employment in the services sector increased at a 
5.4% annual pace between 1990 and 2000, but increased by only 0.8% in 2001.  Industry conditions 
did not deteriorate to this extent in 1986, a recession year for Colorado, when the industry growth rate 
fell to 2.3% from 4.9% in 1985.  Businesses typically shed their temporary workers first when the 
economy declines.  This was apparently the case last year as employment in the business services 
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subsector declined 4.4%.  A 1.7% decline for computer and data processing services also contributed to 
the business services decline.  Employment in the lodging industry declined 1.0% through the first 
eight months of 2001, indicating that the weak national economy was influencing travel prior to the 
terrorist attacks.  Travel fears led to a 6.9% employment decline in the lodging industry during the last 
four months of 2001. 
 

• Employment changes are a lagging economic indicator, thus employment growth will be 
slow to recover.  Because 2001 ended on a very weak note, employment will be climbing 
out of a deep hole before significant gains can be made.  Already, several thousand job 
layoffs have been announced for 2002, indicating that the state economy has not reached 
the bottom.  This follows announced layoffs of over 30,000 in 2001.  In fact, the state’s 
unemployment rate in January exceeded the national unemployment rate for the first time in 
nearly 12 years.  Overall, we expect that employment will fall 0.2% in 2002, while the 
unemployment rate will average 5.5%. 

 
• We expect that the Colorado employment picture will start to turn around after the first 

quarter of 2002.  Positive factors after the first quarter include the travel industry.  Barring 
the sudden shock of another terrorist attack or a lingering national recession, travel will 
return to more normal levels.  Airlines are gradually adding flights as well as service to new 
destinations.  The year-over-year decline in passenger traffic at Denver International 
Airport was only 14.1% in January, compared with 19% and higher declines of the previous 
three months.  On the negative side, the state will still be at risk over the next year in its 
telecommunication industry.  Construction employment will decline in 2002 due to an 
expected downturn in both residential and nonresidential building. 

 
• Employment growth will rebound to 2.7% in 2003, but future gains will not match the 

boom years of the 1990s.  Colorado will still be in the upper echelon of the states. 
 
 
Personal Income and Wages 
 
            The healthy personal income gains experienced by Coloradans during the 1990s slowed down 
in 2001.  After rising 10.0% in 2000, income increased an estimated 5.1% in 2001.  Wage gains 
exhibited a similar pattern with a 2001 increase of 5.7%, compared with a 12.6% increase in 2000.  
Employment growth last year that was only one-fourth of the 1990s average contributed to the 
relatively weak income and wage gains.  Additionally, bonuses for workers were much smaller than in 
recent years as employers were constrained by weak profits.  The composition of net job formation was 
also much different than in previous years.  Many of the layoffs took place in sectors with high wages 
and salaries — high-tech and telecommunications.  The sectors that had employment gains were in 
lower wage categories. 
 

• The outlook for income gains in 2002 is even more pessimistic.  Personal income will 
increase by only 3.8%.  Employment gains will be weaker than in 2001 and bonus 
payments are still likely to be lower than experienced in the latter years of the 1990s.  
Additionally, the low interest rate environment will serve to depress interest income.  
Wages will rise only 3.5% in 2002. 
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• The outlook beyond 2002 is more positive.  Personal income will increase by more than 6% 
in 2003 and 2004, as will wages and salaries. 

 
 
Consumer Spending 
 
            Consumer spending is measured by retail trade sales.  Like most other economic indicators in 
2001, retail trade sales slowed significantly.  After posting an 11.1% increase in 2000, spending 
increased only 1.6% last year.  In addition to the weakness in the Colorado economy, travel to 
Colorado was lower because of the national economic slowdown and the terrorist attacks. 
 

• Consumer spending will remain weak in 2002 with a gain of only 3.0%.  A better economic 
outlook for 2003 and 2004, as well as some pent-up demand for goods, will boost consumer 
spending 6.7% and 7.4%, respectively. 

 
 
Construction 
 
            Despite last year’s economic slowdown, residential construction held up very well, registering 
the second-highest number of building permits ever.  Permits increased 1.5% in 2001 on the strength of 
a 12.5% gain for multi-family housing. 
 

• Given the expectation of a weak economic climate and the state’s higher housing costs, 
residential construction reached its cyclical peak in 2001.  Thus, residential construction 
will experience a significant decline in 2002.  Residential construction started to weaken in 
October.  Housing permits were at an annual rate of approximately 41,000 units from 
October through January.  The construction of apartments is highly volatile.  Following two 
years of high levels of apartment construction and a near-doubling of the vacancy rate, 
construction of multi-family housing will experience a two-year correction and will decline 
49.4% in 2002 and 17.3% in 2003.  Total housing permits will decline 24.1% in 2002 and 
1.1% in 2003.  It is important to note that while the decline in 2002 is significant on a 
percentage basis, the expected construction levels are still relatively high. 

 
            Nonresidential construction showed very mixed results for 2001.  Total nonresidential 
construction declined 0.4%.  However, the value of construction permits for office and bank buildings, 
the largest subcategory, declined 34.9%.  The education and science subcategory, as well as hospitals, 
had significant gains that made up for the decline in office construction. 
 
            The decline in office construction was not surprising given that vacancy rates increased 
significantly in 2001.  The Denver office market vacancy rate more than doubled, reaching 19.3%.  
More than 70% of the new space in the northwest corridor along U.S. Highway 36 was never occupied 
due to the deteriorating economy.  This drove that area’s vacancy rate to more than 35%.  The 
industrial and retail vacancy rates in metro-Denver also increased. 
 

• Given the high vacancy rate for office space, the softening in the industrial and retail 
sectors, and constraints on government spending resulting from the weak economy, we 
expect a significant decline in nonresidential construction for 2002.  Lease rates for these 
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properties will be more competitive than in recent years and business expansion will occur 
in the vacant space before significant amounts of new space will be added to the market.  
Nonresidential construction will fall by 13.2% in 2002 and by a more modest 0.4% in 2003 
before a turnaround starts in 2004. 

 
 
Inflation 
 
            Inflation reached an 18-year high of 4.7% in 2001.  Housing costs rose 6.5% last year, fueled by 
a 17.5% rise in energy costs for housing.  Medical costs increased 5.6%, the largest hike since 1997.  
Transportation costs were flat last year, aided by a 1.1% drop in gasoline prices.  Apparel costs rose 
3.3%, the first increase since 1997.  Food and beverage prices rose 4.6%, doubling the previous year’s 
increase. 
 

• Inflation will be more subdued in 2002.  The energy price spike of late 2000 and early 2001 
has largely dissipated.  The weak Colorado economy will cause retailers and service 
providers to keep price increases down in order to remain competitive.  The housing costs 
increase will be less than in recent years.  Thus, we expect the Denver-Boulder-Greeley 
inflation rate to be 2.6% in 2002.  Prices will rise at a slightly faster pace after 2002, 
reaching 3.1% in 2003 and 3.2% in 2004. 

 
 
Population 
 
            The U.S. Census Bureau indicated that Colorado’s population increased 2.2% in 2001.  
Population growth averaged 2.7% during the 1990s.  Our strong population growth during the 1990s 
resulted from the relative advantages we had at the beginning of that decade. 
 

• We estimate that population increases will be less than 2.0% in the upcoming years.  
Colorado’s relative economic advantages will be less defined.  The differential between our 
employment growth and the nation’s growth will be more narrow.  Our cost-of-living 
advantage that drove economic growth in the early 1990s has dissipated as well.  Thus, 
population gains through migration will be smaller. 
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