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M State tax revenues continued to
deteriorate in the fourth quarter of
2009, marking a record fifth
consecutive quarter of year-
over-year declines. Overall,
revenues showed a drop of 4.2
percent from the same quarter a
year earlier and a decline of 8.6
percent from the same period two
years earlier, according to
Rockefeller Institute research and
Census Bureau data.

M Forty-one states reported total tax
revenue declines during the
quarter, with seven states reporting
double-digit declines. Nine states
showed improvement in revenues
relative to a year earlier.

M Preliminary figures for January
and February for 45 early-
reporting states show continued
weakness, with personal income
tax collections dropping 7.1
percent and overall tax collections
dropping 2.2 percent from a year
earlier. There is a risk that
income-tax collections in April and
May will fall relative to the already
weak levels of a year earlier.

M [ ocal tax revenue increased 4.6
percent in nominal terms and 3.9
percent in real terms, mostly
driven by growth in property taxes.

M State fiscal recovery is likely to be
long and slow, presenting policy-
makers with several years of
lingering difficulty in balancing
budgets.
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Revenue Declines Less Severe, But
States’ Fiscal Crisis Is Far From Over

Recovery Not in Sight; May Be Long and Slow

Donald J. Boyd and Lucy Dadayan

Overall State Taxes and Local Taxes

otal state tax collections as well as collections from two ma-
I jor sources — taxes on sales and personal income — all de-

clined for the fifth consecutive quarter. Overall state tax
revenues in the October-December quarter of 2009, after reflecting
certain adjustments made by the Rockefeller Institute (see “Ad-
justments to Census Bureau Tax Collection Data” on page 28), de-
clined by 4.2 percent from the same quarter of the previous year.!
We have compiled historical data from the Census Bureau website
going back to 1962. Both nominal and inflation adjusted figures
indicate that this is a record fifth consecutive quarter that total tax
revenues as well as collections from personal income tax and sales
tax declined on a year-over-year basis.

Total revenues were down by 8.6 percent from the same quar-
ter two years earlier. Over the past two decades, before the last
national recession, state tax revenues averaged annual, year-over-
year increases in the range of 5 to 5.5 percent. In normal times,
then, the last two years might have been expected to produce an
overall revenue increase of 10 percent or more. Combined with
the actual decline mentioned above, states have seen revenue
drop by more than 18 percent relative to what might otherwise
have been expected.2

Another way to assess the current revenue picture is to adjust
collections statistics for inflation and to remove seasonality. Using
this measure, tax revenues are currently at roughly the same level
as they were in both 2000 and 2004 (revenues declined, especially
after adjusting for inflation, during and after the 2001 recession.)
In other words, state tax revenue, adjusted for inflation, is at
about the same level as 10 years ago, although the nation’s popu-
lation has increased by approximately 10 percent during that pe-
riod. In addition, health care costs, which are a major driver of
state expenditures, have grown far faster than general price
inflation.

Over the past three years, the trend in state and local tax col-
lections has been clearly downward from 2005 growth that was
unusually high, and 2006 growth rates that were more in line with

The Nelson A. Rockefeller Institute of Government | Independent Research on America’s State and Local Governments

411 State Street | Albany, NY 12203-1003 | (518) 443-5522




State Revenue Report Revenue Declines Less Severe, But States’ Fiscal Crisis Is Far From Over

Figure 1. State Taxes Are Faring Worse Than Local Taxes historical averages.
Year-Over-Year Percent Change in Real State Taxes and Local Taxes Figure 1 shows the
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Sources: U.S. Census Bureau (tax revenue) and Bureau of Economic Analysis (GDP price index).
Notes: (1) 4-quarter average of percent change in real tax revenue; (2) No adjustments for legislative changes. year'over'year growth

in local taxes was an
average of 1.5 percent over the last four quarters, slightly higher
compared to 1.2 percent for the preceding year, but much slower
compared to 4.1 percent average growth of two years ago. Infla-
tion for the period, as measured by the gross domestic product
deflator, was 0.7 percent.

The local tax slowdown is less severe than the state tax slow-
down. In the fourth quarter of 2009, local tax collections showed a
relatively strong growth of 4.6 percent. Most local governments
rely heavily on property taxes, which tend to be relatively stable
and rose by 5.6 percent during the quarter. Collections from local
individual income tax and sales tax both continued to decline in
the fourth quarter of 2009 at 4.7 and 2.5 percent respectively. The
decline in local individual income tax and sales tax collections in
the fourth quarter of 2009 also represents the fifth consecutive
quarter in which local tax revenues from the two sources declined
on a year-over-year basis.

Figure 2 shows the four-quarter average of year-over-year
growth in state and local income, sales, and property taxes, ad-
justed for inflation. Both the income tax and the sales tax have
shown slower growth, and then outright decline, over most of the
last four years. While the sales tax underperformed the income tax
for most of that period, the dropoff in income-tax collections by-
passed the sales tax decline in the second, third and fourth quar-
ters of 2009, relative to the same periods a year earlier. The income
tax continued to decline further in the fourth quarter of 2009,
while both sales tax and property tax showed some signs of im-
provement.
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State Tax Revenue
Year-Over-Year Percent Real Change in Major Taxes Total state tax rev-
1oon Percent Change of Four-Quarter Average enue in the fourth
10% o~ o oome tax quarter of 2009 de-
8% = —~—_. T Property tax clined by 4.2 percent
6% relative to a year ago,
4% %‘% before adjustments for
2% T \ inflation and legis-
o <\ lated changes. The in-
j;o come tax was down
o N by 4.6 percent, the
- \ N\ sales tax was down by
0% \ N 53 percent, and the
2% \ corporate income tax
-14% \ declined by 3.6 per-
16% \ cent. Tables 1 and 2
-18% \= portray growth in tax
-20% revenue with and

without adjustment
for inflation, and
growth by major tax,
respectively. Table 1
does not include adjustment for legislative changes. Total tax rev-
enue declined in 41 states in the fourth quarter of 2009, down
from 48 states during the third quarter of 2009. Double-digit de-
clines were reported in seven states in the fourth quarter of 2009,
compared to 22 states in the third quarter of 2009. Wyoming expe-
rienced the largest decline of 46.2 percent in the fourth quarter of
2009 — not surprising as its revenue collections were unusually
high in the past few quarters due to high oil prices and strong
growth in severance taxes. All regions but New England reported
declines in total state tax collections, with the Southwest showing
the largest decline at 15.2 percent. The New England states re-
ported total tax revenue growth of 1.7 percent in the fourth quar-
ter of 2009. Revenue gains were reported in nine states. While
most of these increases were modest, collections rose 9.9 percent
in North Carolina and 5.7 percent in New Hampshire.

Sources: U.S. Census Bureau (tax revenue) and Bureau of Economic Analysis (GDP price index).
Notes: (1) 4-quarter average of percent change in real tax revenue; (2) No adjustments for legislative changes.

Personal Income Tax

In the fourth quarter personal income tax revenue made up
at least a third of total tax revenue in 25 states, and was larger
than the sales tax in 32 states. Personal income tax revenue de-
clined 4.6 percent in the October-December 2009 quarter com-
pared to the same quarter in 2008. All regions reported declines
in personal income tax collections. The largest decline was in
the Southwest, where collections dropped by 14.9 percent. Per-
sonal income tax collections declined by a single-digit in the
rest of the regions, with the Mid-Atlantic region reporting the
lowest decline at 0.4 percent. The only state in the Mid-Atlantic
region reporting growth in personal income tax collections was
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Adjusted for Inflation Year-Over-Year Percent Change
Year-Over-Year Percent Change General

Quarter Tot_al Inflation Adjusted Quarter PIT cir Sales Total

Nominal Rate Real Change 2009 Q4 (4.6) (3.6) (5.3) 4.2)
2009 Q4 (4.2) 0.7 (4.9) 2009 Q3 (11.9) (22.6) (10.0) (11.4)
2009 Q3 (11.4) 0.6 (1L9) 2009 Q2 (27.0) 0.8 (9.5) (16.5)
2009 Q2 (16.5) 15 ar.7) 2009 Q1 (17.4) (20.1) (8.3) (11.6)
2009 Q1 (11.6) 19 (13.3) 2008 Q4 (1.2) (16.8) (6.4) (4.6)
;008 Q4 (‘2"6) ;-9 (6"2‘) 2008 Q3 12 (12.9) 47 27
2882 8‘;’ 5'1 1'3 2'4 2008 Q2 8.1 (7.0) 1.0 5.4

: : ' 2008 Q1 48 (1.4) 0.7 26

2008 Q1 26 21 04 2007 Q4 3.8 (14.5) 4.0 3.6
2007 Q4 36 2.7 0.8
2007 03 31 26 04 2007 Q3 7.0 (4.3) 0.7) 3.1
2007 Q2 55 3.0 25 2007 Q2 9.2 17 3.5 55
2007 Q1 52 32 19 2007 Q1 85 14.8 3.1 5.2
2006 Q4 42 29 13 2006 Q4 4.4 12.6 47 42
2006 O3 5.9 33 26 2006 Q3 6.6 17.5 6.7 5.9
2006 82 10.1 3.6 6.3 2006 Q2 18.8 1.2 52 10.1
2006 Q1 7.1 3.3 3.7 2006 Q1 9.3 9.6 7.0 7.1
2005 Q4 7.9 35 42 2005 Q4 6.7 33.4 6.4 7.9
2005 Q3 10.2 3.4 6.6 2005 Q3 10.2 24.4 8.3 10.2
2005 Q2 15.9 3.1 12.4 2005 Q2 19.7 64.1 9.1 15.9
2005 Q1 10.6 3.3 7.0 2005 Q1 13.1 29.8 7.3 10.6
2004 Q4 9.4 3.2 6.0 2004 Q4 8.8 23.9 10.7 9.4
2004 Q3 6.5 3.0 3.4 2004 Q3 5.8 25.2 7.0 6.5
2004 Q2 11.2 2.8 8.2 2004 Q2 15.8 3.9 9.5 11.2
2004 Q1 8.1 23 5.7 2004 Q1 7.9 5.4 9.1 8.1
2003 Q4 7.0 21 47 2003 Q4 7.6 12,5 3.6 7.0
2003 Q3 6.3 2.2 4.0 2003 Q3 5.4 12.6 47 6.3
2003 Q2 21 2.1 0.1 2003 Q2 (3.1) 5.1 4.6 2.1
2003 Q1 16 22 06) 2003 Q1 (3.3) 8.3 2.4 16
;gg; 8‘3‘ i'g ig é'g 2002 Q4 0.4 347 18 3.4
2002 02 (9:4) 14 (10:7) 2002 Q3 (3.9) 7.4 2.4 1.6
2002 Q1 6.1) 17 7.6) 2002 Q2 (22.3) (12.3) 0.1 (9.4)
2001 04 (11) 20 (3.0) 2002 Q1 (14.7) (15.7) (1.4) (6.1)
2001 03 05 22 w7 2001 Q4 (2.5) (34.0) 1.8 (1.1)
2001 02 12 g (13) 2001 Q3 (0.0) (27.2) 2.3 05
2001 Q1 27 23 04 2001 Q2 3.7 (11.0) (0.8) 1.2
2000 Q4 42 24 18 2001 Q1 4.6 (8.4) 1.8 2.7
2000 Q3 6.8 2.3 4.4 2000 Q4 6.5 (0.4) 4.4 4.2
2000 Q2 11.7 2.0 9.5 2000 Q3 10.0 8.2 4.8 6.8
2000 Q1 12.0 2.0 99 2000 Q2 21.2 4.2 7.0 11.7
1999 Q4 7.3 1.6 5.6 2000 Q1 17.0 11.0 11.9 12.0
1999 Q3 6.2 1.5 47 1999 Q4 7.3 47 7.2 7.3
1999 Q2 3.9 15 2.4 1999 Q3 6.9 43 6.2 6.2
1999 Q1 3.8 1.3 2.4 1999 Q2 5.2 5.4 5.0 3.9
Sources: U.S. Census Bureau (tax revenue) and Bureau of 1999 Q1 5.8 (5.4) 4.9 3.8
Economic Analysis (GDP price index). Source: U.S. Census Bureau (tax revenue).

New York, where such growth is mostly attributable to legis-
lated changes.

Only six states reported growth in personal income tax collec-
tions. Thirty-seven states showed decline in the fourth quarter of
2009, with ten states reporting double-digit declines. Oklahoma
and Montana reported large declines in personal income tax col-
lections at 21.1 and 15.9 percent respectively. In Montana, based
on the legislative audit recommendation, the Department of Reve-
nue processed a personal income refund payable adjustment in
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the amount of $119 million in October of 2009. Such adjustment
was previously done at the end of the fiscal year.

Preliminary figures for 37 of 41 early reporting states with
broad-based personal income taxes indicate that personal income
tax collections declined still further, by 7.1 percent, in Janu-
ary-February 2010 compared to the same period of 2009.

We can get a clearer picture of collections from the personal
income tax by breaking this source down into major component
parts for which we have data: withholding and quarterly esti-
mated payments. The Census Bureau does not currently collect
data on withholding taxes and estimated payments. The data pre-
sented here were collected by the Rockefeller Institute.

Withholding

Withholding is a good indicator of the current strength of per-
sonal income tax revenue because it comes largely from current
wages and is much less volatile than estimated payments or final
settlements. Table 3 shows that withholding for the October-De-
cember 2009 quarter declined by 1.9 percent for 40 early reporting
states that have broad-based income taxes. Thirty-three of 40
states had declines in withholding, with Oklahoma and Louisiana
reporting the largest declines at 12.8 and 12.4 percent respectively.
Among the seven states reporting growth in withholding for the
fourth quarter, Wisconsin and New York had the strongest
growth at 7.1 and 4.4 percent respectively. Both states increased
their income taxes last year. The Southwest region reported the
largest decline in withholding at 9.1 percent, while the Mid-Atlan-
tic and Far West were the only two regions reporting growth at
1.4 and 0.4 percent respectively.

Estimated Payments

The highest-income taxpayers generally make estimated tax
payments (also known as declarations) on their income not sub-
ject to withholding tax. This income often comes from invest-
ments, such as capital gains realized in the stock market. A strong
stock market should eventually translate into capital gains and
higher estimated tax payments. Strong business profits also tend
to boost these payments. And when the market declines or profits
fall, these payments often decline.

The first payment for each tax year is due in April in most
states and the second, third and fourth are generally due in June,
September, and January. The early payments often are made on
the basis of the previous year’s tax liability and may offer little in-
sight into income in the current year. It is not safe to extrapolate
trends from the first payment, or often even from the first several
payments. In the 37 states for which we have complete data for all
four payments, the median payment was down by 27.4 percent,
and by 22.1 percent for the fourth payment (see Table 4). Declines
were recorded in 36 of 37 states for all four payments. The only
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Table 3. Personal Income Tax Withholding, By State Table 4. Estimated Payments/Declarations, By State

Last Four Quarters, Percent Change Year-Over-Year Percent Change
2009 ] April-January December-January
Jan-March  April-June July-Sep Oct-Dec (first four payments) (fourth payment)
United States 8.0 67 @7 (.9 Average (Mean) (26:5) 21.7)
: ) ) ' Median (27.4) (22.1)
New England (5.5) (3.6) (4.3) a.7)
Connecticut (7.7) (4.5) (5.0) 1.6 Alabama (33.1) (26.6)
Maine (3.3) (2.0) 0.5) 0.4 Arizona (36.4) (23.2)
Massachusetts 4.7) (3.5) (4.5) (3.4) Arkansas (25.6) (13.5)
Rhode Island (5.3) (4.5) (3.6) (2.4) California (24.9) (14.7)
Vermont 3.7) 0.3) (5.8) (1.2) gg'r:’r::‘cjﬁcm 2233 (3(32;
Mid-Atlantic (11.4) (8.7) 0.5 1.4 Delaware (296) (259
Delaware (3.5) (2.5) (3.5) (5.6) Georgia (31.5) (31.7)
Maryland (2.6) (2.1) 0.3) (0.3) Hawaii (36.9) (16.4)
New Jersey (10.3) (37.6) 12.8 0.9) Illinois (36.7) (36.9)
New York (16.5) (1.1) 1.3) 4.4 Indiana ND ND
Pennsylvania €.7) (2.8) 4.7) 3.3) lowa (22.7) (22.1)
Great Lakes (5.4) (6.3) (7.3) (3.8) Kansas (26.7) (22.5)
Illinois 6.1) @23) .2) (3.4) Kentucky @71 (24.6)
Indiana .1) ND ND ND Louisiana (336 (524)
o Maine (27.3) (19.1)
Michigan (6.6) (8.3) (8.2) (7.8) Maryland (24.1) (13.2)
Ohio (8.2) (9.8) (9.9) (9.0) Massachusetts (27.6) (14.5)
Wisconsin (0.8) 3.1) (5.6) 7.1 Michigan (31.7) (22.0)
Plains (2.2) (3.5) (4.8) (5.0 Minnesota (27.4) (19.3)
lowa 1.3 1.2 (0.1) (0.5) Mississippi (21.4) (36.7)
Kansas (0.5) (1.9) (3.6) (3.0) mf:;‘:; g;g; Eigg
Minnesota 5.0 6.4 7.6 3.6 ' )
Missouri Ez.si Es.zg 54.8; (1(1.7; Nebraska (2.2) (15.7)
New Jersey (21.1) (1.0)
Nebraska (1.9) 15 (3.6) 0.1 New Mexico ND ND
North Dakota 20.4 10.0 0.3 (6.0) New York (29.2) 4.8
Southeast (6.0) (2.6) (2.6) (4.1) North Carolina (31.8) (25.3)
Alabama (.8) (2.5) (2.9) ©0.1) North Dakota (10.0) (24.8)
Arkansas 1.8 (0.2) (2.1) (2.6) Ohio (31.3) (24.2)
Georgia (7.9) “.2) 2.3) @.7) g'r‘;ag'l‘;ma 223 S‘s‘g
Ken_tu.Cky (2.6) (26) “.7) 4.7 Pennsylvania (27j6) (22j6)
Louisiana (14.7) (15.3) 3.7) (12.4) Rhode Island (25.2) (12.4)
Mississippi (2.2 (2.3) (5.6) 4.7) South Carolina (31.1) (20.0)
North Carolina 9.7) 3.7) (1.5) (5.8) Vermont (26.1) (17.1)
South Carolina 4.7) (5.7) 2.7 0.7 Virginia (20.3) (29.4)
Virginia (4.4) 26 (2.3) (2.5) West Virginia 28.2 1.7)
West Virginia 23 03 (3.8) (3.5) Wisconsin_ : (238) (5.5)
Southwest (8.0) (12.5) (4.6) ©.1) zg?er:c’e\‘.DIrid’Lv;d;:’I‘astate data, analysis by Rockefeller Institute.
Arizona (13.4) (11.5) (6.1) (6.5)
New Mexico 4.0 (21.0) 10.4 (8.1)
Oklahoma @.7) (10.0) (8.1) (128)| state reporting growth for the all four payments
Rocky Mountain (5.7) (7.3) 4.7) 4.1) L
Colorado (3.4) (4.6) (4.5) (4.8) was West V1rg1n1a. .
Idaho 8.6) (10.2) 6.0) ®.1) The huge and widespread year-over-year de-
Montana (4.6) (32.9) (3.5) @9)| clines in the December-January payment is an indi-
Utah (9.1) (1.5) (4.7) (0.7) . . . .
Far West (10.4) @) ©.8) 04 catl}clm of potential furthe(li‘ declines 1r11 payznents
California (11.1) (5.5) (7.1) 13| with income tax returns due on April 15. (See
Hawai 5.0 52 (3.4) (0-n} “Capital Gains, the Stock Market, and April Tax Re-
Oregon (5.6) (2.0) (6.0) (2.6) ” . .
Source: Individual state data, analysis by Rockefeller Institute. turns, page 20/ fOI' more on thlS tOplC-)
Note: Nine states — Alaska, Florida, New Hampshire, Nevada, South Dakota,
Tennessee, Texas, Washington, and Wyoming — have no broad-based personal
income tax and are therefore not shown in this table. General Sales Tax
ND - No bata. State sales tax collections in the October-Decem-

ber 2009 quarter were down 5.3 percent from the
same quarter in 2008, and 11.3 percent from the same period two
years earlier. This decline is the mildest since the start of the 2007
recession but still far worse than declines in the previous reces-
sion. After adjusting for inflation using the gross domestic prod-
uct price index, state sales tax revenue declined by 5.9 percent in
the October-December quarter of 2009.
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Sales tax declines were reported in all regions but New Eng-
land. The Southwest had the largest decline at 15.2 percent, fol-
lowed by the Rocky Mountain at 3.9 percent. The New England
region was the only region reporting growth in sales tax revenue
collections in the fourth quarter at 4.8 percent. However, Massa-
chusetts was the only state in the region reporting sales tax
growth, mostly attributable to legislated changes. If we exclude
Massachusetts from the region, sales tax collections in New Eng-
land show a 6.2 percent decline.

Forty-one of 45 states with broad-based sales taxes had de-
clines, and ten states had double-digit declines. Massachusetts
had the largest increase at 20.8 percent, followed by North
Carolina at 17.6 percent. The other two states reporting growth in
sales tax revenues were California and Utah at 1.9 and 1.6 percent
respectively. Wyoming led the states with the largest decline at 40
percent followed by Georgia at 24.7 percent.

Preliminary figures for the 41 of 45 early reporting states with
broad-based sales tax indicate that sales tax collections saw some
trivial yet positive growth at 0.1 percent in January-February 2010
compared to the same period of 2009, but nonetheless the sales tax
in the median state for these two months was down 4.2 percent.
While March data could change the picture,, the sales tax could
see small positive growth in the January-March quarter as a result
of stabilizing retail sales and consumption as well as legislated
changes in several states. (See “State Tax Revenue, While Stabiliz-
ing, Is Far Below Its Peak,” page 16, for further discussion of retail
sales and the sales tax.)

Corporate Income Tax

Corporate income tax revenue is highly variable because of
volatility in corporate profits and in the timing of tax payments.
Many states, such as Delaware, Hawaii, Montana, Rhode Island,
and Vermont, collect relatively little revenue from corporate taxes,
resulting in large fluctuations in percentage terms. As a result,
corporate income tax is an unstable revenue source and many
states report sizeable changes from quarter to quarter.

Nominal corporate tax revenue declined 3.6 percent in the Oc-
tober-December quarter compared to a year earlier, and 19.8 per-
cent from the same period two years earlier. New England,
Southeast and Far West regions reported some growth in corpo-
rate income tax collections, while the Southwest and Mid-Atlantic
region reported the largest declines at 73 and 24 percent, respec-
tively. Among 46 states that have a corporate income tax, 28
showed decreases in such revenue.

Other Taxes

Census Bureau quarterly data on state tax collections provide
detailed information for some of the smaller taxes not broken out
separately in the data collected by the Rockefeller Institute. In Ta-
ble 5, we show real growth rates for the nation as a whole.
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Table 5. Percent Change in Real State Taxes Other Than PIT, CIT, & General Sales Taxes Motor fuel tax rev-

Year-Over-Year Real Percent Change; Four-Quarter Moving Averages enue continued to de-
Property Motor fuel Tobacco Alcoholic Motor vehicle cline for the twelfth
tax sales tax product sales beverage & operators  Other taxes X
tax salestax  license taxes consecutive quarter
E?;'Setci'g ::O%T:L'OHS)’ $13,372 $35,582 $16,479 $5,389 $21,934 so7,012) With a drop of 4.0 per-
200904 29 @0) 21 01 ©9) 13 cent. Revenue from
2009Q3 (1.0) (4.5) 0.2 ©0.3) (2.5) (14.4)| motor vehicle and op-
;ggggi g?; Egg; ;i (8-‘2‘) g;i (;-2) erators’ licenses also
2008Q4 2.8) (5.2) 29 0.3 2.2) 70| fell, for the eleventh
2008Q3 1.7 (3.6) 3.3 (0.3) 1.3) 95 | consecutive quarter, by
2008Q2 3.2 (1.9) 5.7 0.4 (0.6) 75| 0.9 percent. State prop-
2008Q1 3.9 (1.4) 6.0 0.4 (1.2) 3.1 .
2007Q4 34 (1.8) 6.0 0.4 (0.6) 22 | erty taxes increased by
2007Q3 1.4 (0.8) 3.8 15 (0.9) ©4) 4.9 percent.
2007Q2 (0.3) (1.3) 0.4 1.3 (1.0) (1.4)
2007Q1 1.7 (0.1) 15 0.5 0.4 (1.1) .
2006Q4 01 07 26 10 0.9 ©04| Underlying
2006Q3 (0.3) (1.1) 5.3 1.1 0.8 19| Reasons for Trends
2006Q2 (0.2) 1.4 8.9 1.1 0.7 42
2006Q1 08 15 6.9 24 01 52 State revenue
2005Q4 1.9 21 5.4 1.6 0.3 71 Changes result from
2005Q3 3.4 3.6 4.2 (0.2) 1.9 6.3 .
2005Q2 3.5 0.9 2.1 (0.6) 2.6 4.9 ’Fhree kinds Qf underly-
2005Q1 1.7 1.4 2.9 (2.4) 35 57| Ing forces: differences
2004Q4 (4.9) 1.6 35 (1.5) 5.5 6.0 | in the national and
2004Q3 (2.4) 15 35 (0.0) 6.0 75| state economies. the
2004Q2 3.5 2.1 48 0.4 6.6 8.9 i : ,
2004Q1 1.0 0.3 105 43 55 75 | ways in which these
2003Q4 8.6 (1.0) 17.0 3.9 3.8 55 | differences affect each
2003Q3 5.5 (1.3) 26.1 2.2 2.8 37| tate’s tax svsterm. and
2003Q2 (1.1) (0.4) 35.7 3.1 2.6 2.6 Y ’
2003Q1 (5.0) 0.7 27.1 0.6 3.6 22| legislated tax changes.
2002Q4 (4.8) 1.0 17.2 (0.1) 2.9 21| The next two sections
2002Q3 (6.7) 0.7 5.6 2.7 2.5 2.6 .
2002Q2 (4.4) 11 (5.9) 0.2) 0.6 a4 | discuss the economy
200201 5.1 17 (5.0) 0.2) (1.2) 21| and recent legislated
2001Q4 2.7 2.5 (1.5) 0.5 (2.9) 2.5 changes.
2001Q3 (0.3) 35 2.6 (1.4) (3.3) 15
2001Q2 (5.0) 2.5 7.6 1.7 (0.7) 0.9
2001Q1 (12.6) 1.2 8.4 1.4 2.4 36 | National and State
2000Q4 (11.1) 1.2 5.9 1.8 5.9 42 .
2000Q3 (a.1) 1.3 1.7 3.2 6.9 6.5 Economies
2000Q2 (2.6) 1.2 (1.3) 2.2 5.9 7.9 Most state tax reve-
2000Q1 2.5 2.3 (4.5) 3.2 3.0 a7 .
1999Q4 1.2 2.4 (5.3) 2.7 1.7 3.6 pue sources are heavily
1999Q3 (1.5) 1.6 (2.9) 1.7 1.2 29| influenced by the econ-
1999Q2 0.8 2.1 (1.0) 14 0.9 1.3 Omy — the income tax
1999Q1 3.9 2.5 1.3 15 1.0 28| Licas when income
Source: U.S. Census Bureau.

rises, the sales tax in-
creases when consum-
ers increase their purchases of taxable items, and so on. When the
economy booms, tax revenue tends to rise rapidly and when it de-
clines, tax revenue tends to decline. Figure 3 shows year-over-year
growth for two-quarter moving averages in inflation-adjusted
state tax revenue and in real gross domestic product. Tax revenue
is highly related to economic growth, but there also is significant
volatility in tax revenue that is not explained solely by one broad
measure of the economy. As shown in Figure 3, the fourth quarter
declines in both real state tax revenue and real Gross Domestic
Product are less severe — both economic activity and tax revenue
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Figure 3. State Tax Revenue Is Heavily Influenced By Economic Changes

Percent Change in Real State Government Taxes and Real GDP vs. Year Ago
Two-Quarter Moving Averages
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Revenue Declines Less Severe, But States’ Fiscal Crisis Is Far From Over
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pared to all previous

15% I
12% A
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Sources: U.S. Census Bureau (Quarterly tax collections); Bureau of Economic Analysis (real GDP).

Notes: (1) Percentage changes averaged over 2 quarters; (2) No legislative adjustments; (3) Recession periods are shaded.
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g domestic product in-
creased at an annual
rate of 5.6 percent in

Rockefeller Institute

October-December
2009, a significant improvement compared to the 2.2 percent in-
crease in the July-September quarter. In general, in the second half
of 2009 real gross domestic product improved noticeably after a
record four consecutive quarter declines in the second half of 2008
and first half of 2009. The last time we saw large declines in real
GDP was during the double-dip recession of the early 1980’s,
when economic activity fell by 7.9 percent for the second quarter
of 1980 and 6.4 percent for the first quarter of 1982.

Among individual sectors during the most recent quarter, in-
vestments in structures declined for the sixth quarter at 18 per-
cent. After fourteen straight quarterly declines since 2006,
residential investments increased by 18.9 in the third quarter and
3.8 percent in the fourth quarter of 2009. Durable goods consump-
tion, an important element of state sales tax bases, showed a mod-
est increase of 0.4 percent in the fourth quarter of 2009 after
significant declines throughout 2008 and a surprising increase of
20.4 percent in the third quarter of 2009.

It is helpful to examine economic measures that are closely re-
lated to state tax bases. Most states rely heavily on income taxes
and sales taxes, and growth in income and consumption are ex-
tremely important to these revenue sources. Most newspaper ac-
counts of economic data show growth from one quarter or month
to the next, rather than year over year. That is because most eco-
nomic time series have been adjusted to remove seasonality so
that comparisons from one period to the next are meaningful.
Government tax data, by contrast, rarely are adjusted to remove
seasonal variations. As a result, analysts usually examine these
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Table 6. Nonfarm Employment, By State time series on a year-over-year basis, comparing data

Last Four Quarters, Year-Over-Year Percent Change for this year to the same season or period last year and
2009 implicitly removing some of the seasonal effects. To
Jan-Mar  Apr-June  July-Sep Oct-Dec . .
Crod States & 45 52 @5 make our analysis of economic data Compar.able to our
New England (2.9) (4.0) (4.4) 39)| analysis of tax data, for most purposes in this report we
Connecticut ¢2 @7 “.8) @D} examine economic data on a year-over-year basis.
Maine (3.1) 3.7) (3.9 3.7) .
Massachusetts 2.6) @7 (@.1) 3.8) Unfortunately, state-by-state data on income and
New Hampshire 26) (34) (4.4) 32| consumption are not available on a timely basis, and so
Rhode Island (4.3) (5.0) (5.1) (4.6) 1 iati th t .
Vermont @7) 37) (3.9) (32| We cannot easily see variation across the country in
Mid-Atlantic (2.5) (3.4) 3.5) 2| these trends. Traditionally, the Rockefeller Institute has
Delaware (4.0) (4.8) (5.1) (4.6) :
Maryiand e G 4 50 rehgd on employment data from the Burea}l of Laer
New Jersey (3.9) 4:3) @.1) 32)| Statistics to examine state-by-state economic conditions.
New York (1.9 29 (30) @D These data are relatively timely and are of high quality.
Pennsylvania (2.3) (3.5) (3.9) (3.5) T bl 6 h 1 t th f
Great Lakes @6) 5.8) ©2) 52 Table 6 shows year-over-year employment growth for
lllinois 3.7 (5.1) (5.7) 1| the last four quarters. For the nation as a whole, em-
Indiana (5.0 (6.4) (6.5) (5.1) . .
Michigan ©5) 75 a5 e Ployment declined by 4.5 percent in the Qctober-De-
Ohio (@.4) (5.8) ®.1) 52)| cember quarter. On a year-over-year basis, employment
Jrisconsin gg; E;‘i; g;‘; gg once again declined in all 50 states.
lowa 2.0) 3.1) @7 (3.3) The regional patterns are quite varied: The Far West
Kansas (1.5 (3.3) “.1) @3 and Great Lakes regions have suffered a malaise for
Minnesota (3.0) (4.0) (4.9) (4.5) H d l 1 d 1 .
Missouri 2.9 4.0) 4.1) 5| well over a year and saw large employment declines in
Nebraska 3 @1 @3 28)| the fourth quarter at 5.9 and 5.2 percent respectively.
North Dakota 0.1 (0.4) (0.3) (0.5) . . .
South Dakota L0) L8 22) s Nevadaand Arlzona reported the largest declines in
Southeast .5) 5.2) (5.9) @5)| employment in the fourth quarter of 2009 compared to
Alabama (4.6) (5-6) (6.1) G the same quarter of 2008 at 8.1 and 6.6 percent respec-
Arkansas (2.5) (3.3) (3.6) (3.0 . I
Florida (6.5) (6.6) (6.3) 2| tively.
Georgia (4.9) .7) (6.1) (5.3) The employment data are compared to the same pe-
Kentucky (4.4) (5.0) (4.8) (3.5) . d th th t d th If
Lovisiana ©.5) wn 2.4) (s»| Tiod a year ago rather than to preceding months. If em-
(.
(6.
(.

)
Mississippi @1 (4.9) 4.7) @.1| ployment begins to decline relative to earlier months it
North Carolina (4.6) (5.7) 6.2) 4.7) . ) :
South earoiims 54 ©2) 5 s can gtﬂl be h1gh(?r than its value a year ago. What we
Tennessee (4.9) 6.3) 6.2) 1| are likely to see in the employment data in such a case
Virginia 25) 34) (3.9) @9 is a slowing rate of year-over-year growth when the
West Virginia 1.2) 1.7) (3.0) 3.4) . . .
Southwest 2.2) 3.8) @.6) @1)| economy begins to decline relative to recent months.
Arizona (6.5) (7.9 ®.1) ©6) The coincident indexes presented below can be com-
New Mexico (2.9) (4.3) 4.7) (4.3) d 1 t t th d th
OKlahoma L5) (32) 4.5) 3| Ppared more easily to recent months and thus can pro-
Texas 1) 2.8) @3.7) @5)| vide a more-intuitive picture of a declining economy.
Rocky Mountain G4 6.0 6.6 @81 Both sets of data are useful
Colorado (2.8) @.7) (5.5) (5.0 X o .
Idaho .2) ©.7) 7.1) 4.9) Economists at the Philadelphia Federal Reserve
Montana (36) (38) ©8) @6 Bank developed broader and highly timely measures
Utah (4.0) (5.4) (5.6) (4.4) K “eoincid o ind P ded
Wyoming 08) (3.3) (5.4) 62| known as “coincident economic indexes” intended to
Far West @.7) (6.2) (6.8) 69| provide information about current economic activity in
Alaska 0.5 0.7) (0.8) O] s q. - . .
califomia “9) 63 69) .y ndividual states. Unlike leadlr}g indexes, these mea- .
Hawaii @.2) @.7) (5.1) 39)| sures are not designed to predict where the economy is
Nevada (¢9) (@100 (104 @11 headed; rather, they are intended to tell us where we
Oregon (5.4) (6.6) (7.0) (5.7) ..
Washington 3.1) (4.5) (5.6) .9/ are now.3 They are modeled on a similar measure for
Source: Bureau of Labor Statistics, analysis by Rockefeller Institute. the nation as a WhOle, but due to hmlted avallablhty Of

state-level data they are focused on labor market condi-
tions, incorporating information from nonfarm payroll employ-
ment, average hours worked in manufacturing, the
unemployment rate, and real wage and salary disbursements.
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Figure 4. Economy Is Declining in 28 States These indexes can be

Number of States With Economy Declining Compared to Three Months Earlier used to measure the
Coincident Economic Indexes - Through February 2010 scope of economic

decline.
4 Figure 4 shows, by
40 month over the last
*1 three decades, the

35 number of states that
had declining eco-
nomic activity relative
to three months ear-
lier. As recently as in
January of 2008, only
15 seven states suffered
declines, but since

$ 10 .
t p then economic weak-
5 ening spread rapidly
w W M throughout the coun-
0

try. By February of

seyels Jo JaquinN

» © A N 3 © 4 3 & o
\cgb \Q‘b @‘b"' '965 g cgb" & @% ’9@ Q@ S & chq' %q“’ & @" &S @‘b @q‘b q,QQ {90 ‘LQ& q/@ {190 (19 S Wgé\ q]@‘b 'L°°q N 2009. all 50 states had
QQ’ Q@ QQJ QQ' Q@ QQ' Qéo’ QG QQ’ QQ‘ QQJ QQ’ Q@ QQJ Q@ QQJ QQ’ Q@ QQ' Q% Q@ QQ) Q@ QQ} Q% Q@ Qé’o Q% QQJ QQ’ QQ " a K s a eS ia
Source: Federal Reserve Bank of Philadelphia. deChl’les 1n economic

activity (as measured
by the coincident in-
dex) compared with three months earlier. That was the first time
that all 50 states had declines in economic activity (as measured
by this index) since 1979; such widespread weakness continued
for four months. By November of 2009, 40 states had declines in
economic activity, while by February of 2010 only 28 states
showed decreases. The data underlying these indexes are subject
to revision, and so tentative conclusions drawn now could change
at a later date.

Figure 5 shows
state-by-state variation
in relative economic ac-
tivity as of February
2010. Only two states
reported declines of
more than one percent:
West Virginia at 3.1 per-
cent and Maryland at
1.3 percent. Many of the
states with weakening
economic activity have
suffered heavily from
large declines in the
price of housing and in

Figure 5. In February: 28 States Had Declining Economies
Percent Change in State Coincident Economic Index vs. Three Months Earlier

c L \\/‘”\\ O o, ‘ L gercent Chanee the financial mgrkgts. In
IS Y f R IR A general, the.ma]orlt}.l of
D = o W >05% states showing contin-
v ued declines are in the
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Table 7. State Economic Activity: Declining in 28 States

State Indexes of Economic Activity
States are Sorted by Percent Change vs. 3 Months Ago

Coincident index Percent change Percent change

State February 2010 vs. 1year ago vs. 3 months ago

(Jul 1992=100) (February 2009) (November 2009)

Michigan 114.5 (5.3) 1.5
New Hampshire 192.5 (0.8) 1.0
Indiana 136.4 (1.8) 0.9
Minnesota 156.0 (1.6) 0.7
Vermont 154.8 (0.8) 0.7
North Dakota 169.5 11 0.6
Oregon 186.4 (1.8) 0.4
New Jersey 152.5 (1.9) 0.3
Ohio 1325 (4.0) 0.3
Tennessee 152.4 (2.4) 0.3
New York 153.4 (0.8) 0.3
Arizona 206.1 (3.0) 0.3
Nevada 220.9 3.7) 0.2
Louisiana 125.5 (2.0) 0.2
North Carolina 158.3 (2.6) 0.2
California 158.3 (2.6) 0.2
United States 156.6 2.2) 0.1
Massachusetts 169.0 (1.6) 0.1
Texas 1745 (3.4) 0.1
Hawaii 111.2 (3.6) 0.0
South Carolina 147.0 3.7 0.0
Mississippi 139.7 (2.3) 0.0
Connecticut 152.1 (2.5) 0.0
Florida 160.2 (3.5) (0.0)
Kentucky 138.8 2.7) (0.0)
Rhode Island 149.0 (5.6) (0.0)
Wisconsin 138.9 (3.8) (0.1)
Alabama 133.8 4.7) (0.1)
Virginia 156.9 .7 (0.1)
lowa 148.9 (3.0) (0.1)
Utah 189.2 (2.7) (0.1)
Alaska 113.4 @.7) 0.2)
Kansas 139.0 (4.5) 0.2)
Missouri 130.4 (5.5) (0.3)
Georgia 165.1 4.1) (0.3)
Pennsylvania 138.4 4.2) (0.3)
South Dakota 165.6 1.3) (0.4)
Oklahoma 145.0 (5.1) (0.4)
Nebraska 155.0 (3.0 (0.4)
Maine 135.8 (5.5) (0.5)
Colorado 171.8 (4.8) (0.6)
lllinois 137.5 (5.2) (0.6)
Washington 149.4 (4.4) (0.6)
Arkansas 144.5 3.2) (0.6)
Idaho 201.8 (6.3) (0.7)
Wyoming 158.3 (6.2) (0.7)
New Mexico 165.6 (4.9) (0.8)
Delaware 144.6 (5.1) (0.9)
Montana 164.9 (4.0) (1.0)
Maryland 147.5 (6.3) 1.3)
West Virginia 145.4 (13.5) (3.1)

Source: Federal Reserve Bank of Philadelphia.
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Figure 6. Percent Change in State Economies Compared to Three Months Earlier Plains and Rocky Moun-
Coincident Economic Indexes - Through February 2010 tain regions. Michigan re-
35% ported the largest
3.0% increase at 1.5 percent.

Figures 6 and 7 show
the breadth of economic
20% decline but provide little
15% 4 A i information on the depth
of decline. Figure 6 shows

2.5%

1.0% —
o . the median percentage
Y v change compared to three
0.0% 1‘1{} N “\ [} months earlier — ina
05% A ¥ ¥ sense, how the typical
o | \ } state has been faring. The
I median state change gen-
Lo erally will not be the
2.0% ' same as the national

25% change because it gives

\q‘b @% K ’9935 \033 g‘é"\q% \qq')\ (géb q@ q@ %q %%'1' Qq'b qu‘ qtz?’ ch gé\ qq‘b & (»@Q (L@" fLQ& {90’5 m@“ (]9%(0 (190@ 096\ '190% 'LQ@ WQ\Q every state equal 1mpor-
FEFEFFEFEEETF T T TFTETEETET T T T FTETEEET T T T FFE tance — in this measure,
Source: Federal Reserve Bank of Philadelphia. California is no more im-

Note: Percent change is for the median state.

portant than Wyoming.

Here we can see that
the reported declines for the current recession in the typical state
was worse than those of the 1980-82, 1990-91 and 2001 recessions.
However, there is some upward spike in the last few months. The
declines as of February 2010 are no longer deep compared to the
previous recessions, and almost half of the states have seen some
positive growth in the last three months.

Figure 7 shows con-
Figure 7. Consumption of Goods and Services Still Weaker Than Last Recession

Percent Change In Consumption vs. Year Ago Sumption of durable
Adjusted for Inflation - Percent Change of Three-Month Average
. goods, nondurable goods,
——Durable Goods and services. The recent de-

15% AV"V" —a—Nondurable Goods — — | . . .

f \ A ——Senvices cline in consumption of du-
12% V \ A r\A rable and nondurable
W A AN i goods was much sharper

% J&J‘ v ) \/\ I Y J v\ ./\ A than in the last recession.

> While consumption of du-

rable and nondurable

0% \ goods has been slowly re-
covering, growth levels are

3%

-3%

% \ I still below those of the

- \ . ] prerecession period. This
V" indicates that consumers

2% responded to greater eco-

15% nomic uncertainty during

8% this recession by eliminat-

R B i O B s | B O A e
RIS T A O A A R AR A A A AR ing back purchases of items

Source: U. S. Bureau of Economic Analysis , National Income and Product Accounts, Table 2.8.6.

Rockefeller Institute Page 13 www.rockinst.org



State Revenue Report Revenue Declines Less Severe, But States’ Fiscal Crisis Is Far From Over

such as new cars, house-
Seasonally-Adjusted Purchase-Only House Price Index Through Third Quarter of 2009 hold appljances/ and so on.
10% Figure 8 shows year-
oon /-/\\ over-year percent change
N \ in seasonally-adjusted, pur-
6% chase-only house price in-
5 / \ dex from 1992 through the
M \ fourth quarter of 2009. As
2% \v Figure 8 shows, the trend
0% \\ in the house price index
\ 1 has been downward since
2 mid-2005, with steeply neg-
” \ / ative movement from the
\ / last quarter of 2004 through
6% the end of 2008. While the
o \/ house price index started to
bounce back in 2009, the

-10%

rate of change is still nega-
tive. The states in the West
Source: U.S. Federal Housing Finance Agency. are still seeing the largest
declines in the housing
price index.

IS e
g & F o F S S P
N N N N N N N

Tax Law Changes Affecting This Quarter

Another important element affecting trends in tax revenue
growth is changes in states” tax laws. When states boost or de-
press their revenue growth with tax increases or cuts, it can be dif-
ficult to draw any conclusions about their current fiscal condition
from nominal collections data. That is why this report attempts to
note where such changes have significantly affected each state’s
revenue growth. We also occasionally note when tax-processing
changes have had a major impact on revenue growth, even
though these are not due to enacted legislation, as it helps the
reader to understand that the apparent growth or decline is not
necessarily indicative of underlying trends.

During the October-December 2009 quarter, enacted tax
changes increased state revenue by an estimated net of $4.8 billion
compared to the same period in 2008.4 Personal income tax in-
creases accounted for approximately $2.7 billion and sales tax for
approximately $1.6 billion of the change. In a single state, Califor-
nia, legislated changes increased personal income tax and sales
tax collections each by an estimated $1.1 billion. Legislated
changes in New York were also significant for the personal in-
come tax. Most of the increase in sales tax was due to legislated
changes in California, Massachusetts and North Carolina.

The net impact is that the decline in nominal tax revenue
would have been even larger, if not for the legislated tax changes.
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Table 8. State Tax Revenue, October-December, 2008 and 2009 ($ in millions

2008 2009

PIT CIT Sales Total PIT CIT Sales Total
United States 58,836 8,394 57,282 170,441 56,108 8,093 54,245 163,264
New England 4,553 489 2,362 9,812 4,438 693 2,476 9,976
Connecticut 1,336 29 855 2,980 1,382 100 798 2,965
Maine 313 30 260 835 339 35 242 862
Massachusetts 2,513 300 964 4,618 2,351 420 1,165 4,766
New Hampshire 10 109 NA 379 10 105 NA 401
Rhode Island 244 11 201 566 231 15 193 555
Vermont 137 11 82 434 126 17 77 428
Mid-Atlantic 13,838 2,333 7,791 30,389 13,786 1,776 7,455 29,349
Delaware 232 43 NA 602 209 26 NA 572
Maryland 1,882 134 971 3,924 1,799 179 920 3,757
New Jersey 2,469 586 2,018 6,257 2,428 449 1,836 5,812
New York 7,074 1,209 2,688 13,128 7,275 800 2,681 12,892
Pennsylvania 2,181 361 2,114 6,478 2,076 321 2,018 6,315
Great Lakes 8,531 1,518 8,363 25,552 8,132 1,325 7,943 24,461
Illinois 1,969 439 1,982 6,360 1,904 426 1,750 5,958
Indiana 938 196 1,530 3,519 864 136 1,429 3,198
Michigan 1,888 669 1,920 6,103 1,711 554 1,912 5,709
Ohio 2,184 66 1,891 6,241 1,982 47 1,881 6,156
Wisconsin 1,552 148 1,040 3,328 1,672 161 971 3,441
Plains 4,677 354 3,660 12,090 4,325 314 3,533 11,581
lowa 677 12 531 1,655 684 29 531 1,665
Kansas 623 113 550 1,631 577 106 548 1,535
Minnesota 1,699 118 1,096 4,291 1,594 110 1,084 4,223
Missouri 1,227 24 749 2,554 1,048 30 701 2,323
Nebraska 385 44 374 962 364 21 326 890
North Dakota 66 31 164 630 58 12 154 606
South Dakota NA 11 196 367 NA 7 188 339
Southeast 11,732 1,517 13,964 37,841 11,099 1,975 13,176 36,840
Alabama 656 95 522 2,086 685 118 509 2,101
Arkansas 546 89 694 2,033 521 133 632 2,109
Florida NA 479 4,451 7,829 NA 406 4,186 7,542
Georgia 2,217 168 1,379 4,370 2,028 101 1,039 3,781
Kentucky 860 112 716 2,556 788 92 691 2,331
Louisiana 724 180 773 2,495 653 287 663 2,359
Mississippi 369 58 755 1,588 359 55 697 1,490
North Carolina 2,597 83 1,282 5,236 2,471 464 1,509 5,756
South Carolina 944 25 672 2,054 937 -23 645 1,902
Tennessee 8 66 1,574 2,300 5 81 1,493 2,267
Virginia 2,488 69 859 4,197 2,341 171 843 4,135
West Virginia 322 92 287 1,096 310 89 270 1,067
Southwest 1,735 280 7,686 15,674 1,477 76 6,647 13,290
Arizona 802 130 958 2,646 720 4 827 2,302
New Mexico 207 81 514 1,267 184 22 429 1,136
Oklahoma 725 69 580 2,146 572 49 491 1,699
Texas NA NA 5,634 9,614 NA NA 4,900 8,153
Rocky Mountain 2,183 181 1,523 5,803 1,994 153 1,368 4,998
Colorado 1,102 67 533 2,159 1,012 42 502 1,951
Idaho 301 31 300 786 271 22 274 722
Montana 198 a7 NA 596 167 15 NA 503
Utah 582 36 428 1,336 545 74 435 1,324
Wyoming NA NA 263 926 NA NA 158 498
Far West 11,589 1,722 11,933 33,281 10,856 1,780 11,647 32,769
Alaska NA 107 NA 1,215 NA 107 NA 1,209
California 9,926 1,549 7,949 23,716 9,314 1,628 8,101 23,749
Hawaii 386 5 607 1,174 341 -5 549 1,100
Nevada NA NA 744 1,470 NA NA 625 1,413
Oregon 1,277 62 NA 1,786 1,202 51 NA 1,671
Washington NA NA 2,633 3,919 NA NA 2,371 3,627
Source: U.S. Census Bureau.
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LETCRAETERENVAENGEETESAIEAEYS State Tax Revenue, While Stabilizing, Is Far

October-December, 2008 to 2009, Percent Change
PIT or  saes  Tota | Below Its Peak

United States (4.6) (3.6) (5.3) @2 Recent data show an unmistakable improvement in
New England @25 48 48 171 the economy and a very slight firming in state tax revenue
Connecticut 3.4 251.0 (6.6) 0.5) lecti E 1 th tabilized disb .
Maine 81 166 68) 33| Ccollections. Employment has stabilized and is bouncing
Massachusetts 6.5) 204 208 32| along the bottom with an increase in the most recent
New Hampshire (1.4) (3.1) NA 57| month and retail sales are now increasing on a
Rhode Island 5.0 28.4 (3.9 1 month-to-month basis; these are among the most impor-
vermon 63 634 ol @9 tant determinants of trends in state tax revenue. The pace
Mid-Atlantic 04)  (239) 4.3) (3.4) T : p
Delaware (100)  (40.3) NA .9) of year-over-year declines in state tax revenue has slack-
Maryland (4.4) 337 (5.3) (43)| ened, and it is now rare for state governments to report
New Jersey an (@33 (9.0) (1) new unanticipated shortfalls. In fact, several states re-
New York 28 (33.8) ©.3) L8 cently have reported monthly tax revenue coming in
Pennsylvania @8 (111 (4.5) 2.5) y have rep : y &
Great Lakes @7 @27 (5.0) 3| above projections, albeit often below year-ago levels — for
llinois (3.3) @0)  (L7) 6.3) example, California’s controller reported that March tax
Indiana (7.9)  (30.7) (6.6) @D collections were nearly 6 percent above the amount pro-
'(\)";fi:'gan Egg g;g Egg; Eiii jected for March.5 In addition, many states are forecasting
Wisconsin 77 87 ©.6) 34| modest tax revenue growth in 2010-11.¢ And, combined
Plains (75) (11.1) (3.5) (4.2) state and local government tax revenue rose in the Octo-
lowa 10 1357 (©.0) 06 | ber-December quarter, but that was driven by rising local
Kansas 74 (4 040 5.9) government property tax collections — state government
Minnesota (6.2) (7.2) (1.1) (1.6) declined.”
Missouri (146) 231 (6.4) (0.0 taxrevenue declined.
Nebraska G3) (522 (12.7) (7.5) What does this mean? Are states out of the woods?
North Dakota (123)  (595) (6.0) 37 Let’s begin by putting some of the numbers into a lon-
South Dakota NA (40.8) 4.2) (7.8) ger-term perspective.
South : 30.2 6 26 .
A:;L:);;:St (ii) 243 85; (0_7) States rely on the sales tax for about 31 percent of their
Arkansas (4.6) 49.7 8.9 37| taxrevenue, and it has been hit far harder in this recession
Florida NA  (152) (6.0) (37| than in previous recessions. Retail sales and consumption
Eec’t’g'i (2? (‘l‘g'? (2‘3";) (1::) are major drivers of sales taxes.
leTi su|:n>; 59:8; (59:7) (1( 4:3; 55:5; . Fi.gure 9' shows thg cumulgtive percentage changg in
Mississippi @.7) (4.6) (7.8) 6.2) inflation-adjusted retail sales in the 36 months following
North Carolina (49 4587 176 9.9 | the start of each recession from 1973 forward.8 Several
South Carolina 07 (1928 (40 (74 points are noteworthy. First, real retail sales in the current
Tennessee (35.3) 221 (5.1) (1.4) . h lid red li 1 ted after D b
Virginia 69 1471 08) (L5 Tecession (the solid red line) plummeted after December
West Virginia 3.8) 3.2) 5.8) 6| 2007, falling sharply and almost continuously until De-
Southwest (149 (71300 (35  (152) cember 2008, by which point they were more than 10 per-
Arizona. (10.3) (66 (137 (130) cent below the prerecession peak. This was deeper than in
(’\;E:Zr:\g ?::O gii; g;g; g::i ggz; most recessions, although the declines in the 1973 and
Texas NA NA  (130) (152 1980 recessions also were quite bad. Any state that based
Rocky Mountain (8.6) (15.2) (10.2) (139)| its expectations for this recession on what happened in the
Colorado 82 @70 (5.7 (96) 2001 recession (the orange line) would have been sadly
\daho (10.0) (294 (69) B disappointed: in stark contrast to this recession, in the
Montana (15.9) (67.2) NA (15.7) 9 K K .
Utah 63) 1051 16 (09) 2001 recession consumers kept right on spending and the
Wyoming NA NA (40.0) (462) impact on retail sales and state sales taxes was barely no-
Far West (6.3) 34 (2.4) (1.5)| ticeable.
Alaska NA 0.0 NA ©05) Second, while real retail sales have been rising from
California (6.2) 51 19 0.1 . .
Hawaii (118  (2076) ©.6) ©.3) thelr lows for about the last year, they are still more than
Nevada NA NA  (16.0) 3.9) six percent below their prerecession peak. So even if sales
Oregon (5.9)  (186) NA (65) taxes mirrored retail sales, they would be well below their
Washington NA NA 0.9 (9] recession peak. In fact, though, many state sales taxes
Source: U.S. Census Bureau.
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exempt food and other ne-
cessities, and exempt or ex-
clude many services,
relying more heavily on
non-necessities. Many of
these taxable goods and
services — such as cars,
other durable goods and
restaurant meals — are far
easier to do without or
postpone than are necessi-
ties and they tend to be
more volatile and suffer
greater declines in business
downturns. We estimate
that inflation-adjusted sales
taxes currently are more
than 11 percent below their
prerecession peak.

States on average count
on the income tax for about
36 percent of their tax reve-
nue. Employment and associated wage payments are major driv-
ers of income taxes.

Figure 10 shows the cumulative percentage change in nonfarm
employment for the nation as a whole in the 36 months following
the start of each recession from 1973 forward.® The last point for
the 2007 recession is March 2010, month 27. As the graph shows,
the 6.1 percent employ-

Figure 9. Real Retail Sales Have Stabilized But Are Still More Than 6% Below Peak

Real Retail Sales in Selected Recessions
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Figure 10. Employment Decline Was Nearly 3x That Of Previous Recessions.

Will Take A Long Time
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ment drop in this recession
is about three times as bad

as the declines in the previ-
ous recessions, which aver-

aged about 2 percent. Even
after the increase of 160,000
jobs recorded in March,
employment remains about
6 percent below the Decem-
ber 2007 start of the reces-
sion.

Economists generally
expect this recovery in em-
ployment to be slower than
recoveries from prior reces-
sions, reflecting efforts by
consumers to rebuild bal-
ance sheets after declines in
housing and financial asset
values, and caution after
shocks to the financial
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Source: Bureau of Labor Statistics (CES).
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system and to consumer and business confidence. It is likely to be
several years before employment reattains its prerecession peak,
as inspection of Figure 10 suggests.

We are beginning to see some reflection of the stabilizing
economy in state tax revenue. The dashed line in Figure 11, which
is quite bouncy, shows total tax revenue adjusted for inflation us-
ing the GDP price index. The solid dark line that moves through
the dashed line is an adjusted version of the same data smoothed
to remove seasonality and irregularities so that it shows the un-
derlying trend.! (The solid horizontal line shows the value of
trend tax revenue in the fourth quarter of 2009 so that we can eas-
ily compare it to earlier periods.) The trend, while showing some
evidence of stabilizing, is approximately 14 percent below its peak
and in fact is at the same level as in the first quarter of 2004 and
also in the middle of 2000. Put differently, state tax revenue, ad-
justed for inflation, is at about the same level as 10 years ago, al-
though the nation’s population has grown by approximately 10
percent since then and health care costs, which are a major driver
of state expenditures, have grown far faster than general price
inflation.

Figure 12 shows the
Figure 11. State Tax Revenue Is Beginning To Stabilize underlying trend for in-

But At Levels Last Seen in 2004 & 2000

come and sales taxes sepa-
Inflation—Adjust(};cle S(t)&:tt:dG;\:je[Prrgr?gt Tax Revenue rately since the recession’s
start in the fourth quarter
of 2007. As we have noted
elsewhere, the sales tax de-
cline started sooner than
the income tax decline and
200 r, "; 1l 4| isfar deeper than in past
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some states, an extraordinarily sharp decline in wages related to

the financial sector collapse, a topic that we may address in a fu-

ture report. The difference in when and how income taxes and

sales taxes have been affected by this recession help to explain dif-

ferences across the country in overall tax revenue.

Figure 13 shows the trend in total state tax revenue in the cur-
rent recession and each of the two previous recessions. The
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Figure 12. Tax Revenue Is Stabilizing But Remains Far Below Peak Levels decline is more than
Cumulative % Change in Inflation-Adjusted Income and Sales Taxes Since Start of Recession twice as deep mn thlS re-
5% Tax revenue smoothed to show underlying trend CeSSiOl’l as in the previous
——Sales Tax recession, which itself

—=—|ncome Tax

was the worst tax reve-
nue decline for states in

& S 50 years. These data are
not adjusted for legisla-
tive changes and so they
must be interpreted care-
fully. (It is very difficult
to create a long time se-
% —— ries of data adjusted for
legislative changes, and is
beyond our capacity for
15% — purposes of this report.)
Some of the revenue re-
covery in past recessions
20% is the result of tax in-
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Figure 13. Tax Revenue Decline In This Recession Is Far Deeper Than In Past Recessions

Inflation-Adjusted State Tax Revenue Relative to Revenue Peak
For 16 Quarters Following Revenue Peak
10%

were considerably larger
——1990 recession (1989 Q4) . d
———2001 recession (2000 Q2) in the 1990 recession.
=t 2007 recession (2008 Q1) Even lf the economic
5% 1 1

recovery is as rapid as
those from prior reces-
sions, it would likely take
state tax revenue several
years to recover to its pre-
vious peak, but with the
expected slow recovery
from this recession it is
likely to take longer. Fur-
thermore, preliminary
data on tax collections in
January and February in
45 states show that

year-over-year increases

Sources: Census tax data with Rockefeller Institute adjustments described in text, adjusted for inflation using GDP price index; no
adjustments for legislative changes; adjusted for seasonality in R using Loess regression (STL). are feW and faI‘ between.
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Tax revenue is continuing
to decline in the median state, and at this point it appears as if the
January-March quarter will have declines in the median state. Fi-
nally, as the section on capital gains notes, states are at risk of an-
other significant decline in state tax revenue in the April-June
quarter of 2010, although revenue should begin to improve after
that.
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Capital Gains, the Stock Market, and April Tax Returns

Shortly after this report goes to print, the most important
tax-collection period of the year in most states will begin — the fil-
ing period for income tax returns due on April 15. This is when
taxpayers “settle up” with the government for any under or over
payments of tax for the prior tax year, in this case the 2009 calen-
dar year.

Taxpayers pay income tax throughout the tax year and shortly
afterward mainly through regular withholding on wages. In addi-
tion, taxpayers with substantial nonwage income may make pay-
ments of estimated tax, usually in April, June, September, and
December/January. Taxpayers who have paid more through
these methods than they owe will receive a refund when they file
their return in April, and those who have underpaid will make an
additional payment with their return.’ Wages are fairly easy to
determine and withholding can be a quite accurate estimate of
taxes owed on wages, but nonwage income can be hard for tax-
payers to determine during the year and estimated payments are
a less-accurate reflection of taxes associated with nonwage in-
come. As a result, the April “settling up” tends to be highly re-
lated to nonwage income, and quite variable.

In almost all years, the April-June quarter is the largest quarter
for state government income tax revenue, and as a consequence it
usually is the largest for total tax revenue as well. Furthermore,
revenue in this quarter is volatile. In April-June of 2009 income tax
payments declined 27 percent on a year-over-year basis, but in
April-June 2008 they were up 8.1 percent year over year — and in
April-June 2006 they were up 18.8 percent.

Much of this volatility is related to nonwage income — partic-
ularly stock market gains — for several reasons. First, the under-
lying forces determining the potential magnitude of taxable
income are quite volatile: the stock market can go up and down
significantly, creating opportunity for taxpayers to take capital
gains and losses. Interest income also can be volatile — for some-
one with a variable-rate asset, a fall in the interest rate from 4 per-
cent to 3 percent represents a decline of 25 percent in interest
income. (Most portfolio income does not respond as suddenly or
fully to interest rate changes, but it certainly does happen.) The
broader economy, too, can have a big influence on potential capi-
tal gains and losses and on other forms of nonwage income.

Second, in the case of capital gains, the decision to realize
gains — whether to sell assets with accrued gains — is a discre-
tionary one that reflects not just asset values, but also current and
expected future tax rates, transaction costs, expected earnings on
alternative investments, and a host of personal planning consider-
ations. Gains realized for tax purposes therefore are more volatile
than accrued gains.

Third, the timing of associated tax payments is volatile and
variable. Taxpayers generally must make estimated payments re-
lated to expected taxable income — typically on April 15, June 15,
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September 15, and January 15 — but safe harbors, estimating un-
certainties, behavioral stickiness, and considerations related to de-
ductibility of state taxes against federal taxes all influence the
timing and variability of estimated payments.

Because nonwage income is hard to estimate during the year
and because estimated payments may be only loosely related to
taxes owed on that income, payments with April 15 tax returns
are volatile. Making matters worse, the magnitude of this volatil-
ity is large relative to state budgets.

Furthermore, this heightened uncertainty comes right in the
midst of peak budget negotiations. While we do not have daily
tax collection data for state governments, we do have daily data
for the federal government, which has similar tax payment dates.
We can get a rough idea of what happened to tax returns in past
years by looking at federal “not withheld” payments of income
taxes, which appear to consist primarily of estimated payments
and payments with tax returns. The tax-return filing season is
largely in April and May. In 2009 (the year in which April-June
state income tax collections fell by 27 percent), fully 87 percent of
the federal government’s April/May “not withheld” taxes were
deposited between April 14 and April 28.12 Our experience with
state governments suggests that the timing for most states is simi-
lar.

Thus, if states are going to have a significant overage or short-
fall in the April 15 tax returns, they are likely to discover it at the
end of April or early May, after sufficient returns are processed
and after they have a chance to analyze the data. That is why so
many states announced income tax shortfalls in May of last year.
Needless to say, a significant shortfall or overage announced in
May when budget negotiations are down to their last few weeks
and the time to develop and negotiate proposals is short further
complicates already complex political dynamics — and can make
it difficult to close any new budget gaps that arise.

What will happen this April and May, and beyond?

As we have noted in previous reports and presentations, capi-
tal gains play an important role. Figure 14 shows capital gains as a
share of gross domestic product from 1954 through 2007 and pro-
vides an estimate for 2008 assuming an approximately 50 percent
decline (reflecting our assessment of estimates from states and the
decline in last year’s income tax in April and May). Several points
are noteworthy. First, the large spike in gains in 1986 reflected a
behavioral response by taxpayers to the 1986 federal tax reform
that increased effective tax rates on most capital gains in 1987
(and presumably beyond) by approximately 40 percent, creating a
dramatic incentive for taxpayers to accelerate gains into 1986. The
near-doubling of gains in 1986 followed by a 55 percent decline in
2007 illustrate how sensitive taxable gains are to taxpayer choices,
and how the choice to realize gains can be affected by actual and
expected tax rates.
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the pool of potential capi-

Figure 14. Volatile Capital Gains Fell Sharply in 2008. Second, during the
Gains in 2009 Are a Large Risk for States dot-com stock market
Capital Gains as Percentage of Gross Domestic Product boom of the 1990s Capital
8 1086 gains surged, nearly
axrglorm reattaining their 1986
7 2000 2007 peak in 2000. (Note that
A /. many factors beside the
° / \ / stock market influence
5

|
}
|
| tal gains, including bond
\ 1 | values, real estate values,
/\ [/ / \ ! and the economy in gen-
, A y L\ / \ 2008 est. eral. But gains from cor-
median for period A A
-~ Y porate stock appear to
) JA /\/ v V \ /"/ \ /\/ account for more than
é v ~ v . .
half of all capital gains

and the stock market
plays an extraordinarily

0 important role.13)
1950 1955 1960 1965 1970 1975 1980 1985 1990 1995 2000 2005 2010 Thil‘d, a]though 2000
Source: (1) Capital gains: 1954-1998: Table capgain1-2001.pdf from IRS Statistics of Income web site (www.irs.gov/taxstats); was the first of three sucC-

1999-2007 07inl4ar.xls and similar SOI files; (2) Gross domestic product from U.S. Bureau of Economic Analysis.

cessive years of stock
market declines, capital
gains actually increased by 16.6 percent, perhaps because much of
the selling during the initial decline was by investors selling
stocks that still had gains (albeit vanishing rapidly) or because
much of the selling and decline occurred late in the year and did
not outweigh gains realized earlier in the year — a point we’ll re-
turn to in a minute.

Fourth, capital gains declined for two successive years, falling
46 percent in 2001 and a further 22 percent in 2002 before increas-
ing by 240 percent over five successive years to the 2007 peak,
while the stock market climbed by 67 percent. Then market, finan-
cial system, and confidence collapses appear to have led to a capi-
tal gains decline of approximately 50 percent in 2008.

So were capital gains in 2009 — which will influence tax pay-
ments this April and May — up or down? Capital gains forecast-
ing models usually take into account factors such as stock market
values, stock market volumes, real estate values, the general state
of the economy, and current and expected tax rates.!* But the fore-
casts produced by these models can vary significantly depending
on how these variables are specified. Although there is relatively
little recent data on when capital gains are realized and how long
the assets generating gains were held, it is clear that gains are real-
ized fairly regularly throughout the year, and that many assets
generating gains are held for several years.1>

Some models incorporate stock market values by using
year-end measures of change, which is the way we often think of
the market. For example, most people think of 2009 as a year in
which the stock market increased dramatically, and by year-end
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Table 10. Will 2009 Capital Gains Reflect the Calendar Year

Average Decline in the 2009 Stock Market?
Capital Gains and the S&P 500, Selected Years

Percent change in S&P 500 from prior:
Calendar-year

Percent change

Year-end in capital gains
average
2000 -10.1% 7.5% 16.6%
2001 -13.0% -16.3% -46.0%
2002 -23.4% -16.8% -23.0%
2003 26.4% -2.9% 20.4%
2008 -38.5% -17.4% -50% estimate
2009 23.5% -22.3% ??
2010 YTD 7.1% 19.1% ??

Sources: S&P 500 index is based on daily close adjusted for splits and dividends
from Yahoo (http://finance.yahoo.com/q/hp?s="GSPC), through April 9, 2010;
Capital gains are assembled and estimated from various documents from the U.S.
Treasury and from the IRS Statistics of Income website (www.irs.gov/taxstats).

capital gains in 2009.

Rockefeller Institute Page 23

measures this is true: the S&P 500
index on December 31, 2009, was up
23.5 percent from its value on De-
cember 31, 2008.16 But because tax-
payers realize gains throughout the
year, the average value of the S&P
500 may be more relevant, and in
fact that was actually down 22 per-
cent in 2009, as Table 10 shows (and
in fact it was well below the levels of
2007, 2006, and 2005 as well, sug-
gesting a negative influence on as-
sets held for multiple years). Table
10 also shows that although the
stock market declined in 2000 on a
year-end basis, the calendar year av-
erage was up 7.5 percent. This may
help to explain why capital gains in-

creased in 2000, as noted earlier. While this hardly proves that
capital gains declined in 2009, it is one piece of evidence in favor.
Forecasting models that use year-end stock market values rather
than calendar-year averages and that do not include several years
of lagged market values may, by contrast, forecast an increase in

Other factors that enter into capital gains forecasting models
also suggest a decline in 2009. Real estate values were declining in
much of the nation, real estate investment activity was weak, and
the overall economy declined.

Two states that publish their capital gains forecasts expect
capital gains to have declined in 2009, on top of the large decline
in 2008: New York forecasted a 35.1 percent decline in 2009 in its
executive budget, and California forecasted a 15 percent decline.
The Congressional Budget Office projects a 15.7 percent decline.?”

States face further substantial uncertainty about capital gains
in 2010 and 2011 due to potential changes in federal tax rates.
The federal tax rate on long-term capital gains affecting most
taxpayers, which was 15 percent from 2008 through 2010, is
scheduled to rise to 20 percent in 2011. This creates an incentive
for taxpayers to accelerate capital gains into 2010, which could
be a temporary benefit to state budgets in the 2010-11 fiscal year
(assuming taxpayers believe the scheduled rate increase will go
into effect), followed by a decline in capital gains in 2011 with a
negative impact on 2011-12.18 (The pattern could be similar to
the 1986 surge and 1987 falloff described earlier, although the
magnitude is likely to be much smaller.) California and New
York, at least, are already counting on this. California expects a
40 percent increase in capital gains in 2010, and New York ex-
pects a 59 percent increase. New York expects this to be followed
by a 47 percent decline in 2011; California does not appear to
have published a similar forecast for 2011. The Congressional
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Budget Office projects a 29 percent increase in 2010 followed by a
17 percent decline in 2011.

Estimated payments of income tax during the course of the tax
year can be a useful, albeit noisy, predictor of what will happen
when tax returns are filed in April. Estimated payments in the
median state fell by approximately 25 to 30 percent for each of the
payments due in April, June, and September of 2009. By itself this
need not indicate that nonwage income declined in 2009 — it
could reflect a timing correction on the part of taxpayers if they
had overpaid in the same period a year earlier and indeed pay-
ments in 2008 had not yet been depressed by the weakening econ-
omy, and were actually up 3 percent from April-September of
2007. But the estimated payment declines in April-September of
2009 were followed by a 22 percent drop in estimated payments in
December 2009 and January 2010, and this is less likely to be a
timing-related correction: in the wake of the fall 2008 financial sec-
tor collapse estimated payments in the December 2008 and Janu-
ary 2009 period were down 16.8 percent in the median state. The
22 percent decline in December 2009 and January 2010 suggests
that nonwage income and associated tax liability may in fact have
declined substantially in 2009, potentially boding ill for final re-
turns in April.

Unfortunately, it is too early to glean insights from daily fed-
eral data on nonwithheld taxes. Payments this early reflect only a
small share of the total payments with tax returns and need not be
representative or indicative of what will happen. We will monitor
these data but do not expect them to yield useful insights until
late April or early May.

Which states could be most-affected by a decline in capital
gains? Table 11 shows, for each of the 41 states with a broad-based
income tax, (1) capital gains as a share of adjusted gross income in
2007 (the latest year available) based on federal Statistics of In-
come data, (2) the state’s top tax rate on capital gains from corpo-
rate equities as reported by the American Council for Capital
Formation for tax year 2008 (the latest available year),’ and (3) the
state’s reliance on the income tax as a share of total taxes for fiscal
year 2009, from the Census Bureau. The table also ranks states by
an indicator of capital gains importance, which was constructed
by indexing each state’s capital gains share and its top capital
gains tax rate to the nation, and then multiplying the two result-
ing indexes and ranking the result.? States at the top of the list
have relatively high reliance on capital gains while those low on
the list do not. The measure should be taken as a broad indicator
of capital gains reliance, and small differences between states
should not be considered meaningful.

It is clear that states face the risk of a substantial decline in in-
come tax payments on 2009 income this April and May, despite
the large decline that already occurred in April and May of 2009
and despite the clear signs that the current economy is stabilizing
and beginning to recover. Such a decline would be bad news at
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Table 11. Income-Tax States Ranked by a Measure of Capital Gains Dependence the worst time for

. . Top Capital Rank (1=highest),
Capital gains as ) S .

State share of AGI Gains Tax Rate PIT as share of co'n5|der|ng capital

(2007) on .C.orporate taxes (2009) gains share and top

Equities (2008) rate together

US average or median 9.6% 5.7% 34.4%
California 10.7 10.3 43.9 1
New York 135 6.9 56.7 2
Idaho 10.3 7.8 37.1 3
Oregon 8.9 9.0 73.2 4
New Jersey 7.9 9.0 39.2 5
Maine 7.9 8.5 39.3 6
Connecticut 13.3 5.0 49.3 7
Massachusetts 11.7 5.3 54.4 8
Vermont 10.8 5.7 21.3 9
Nebraska 8.8 6.8 40.0 10
Hawaii 8.1 7.3 28.4 11
Minnesota 7.4 7.9 40.5 12
North Carolina 7.3 7.8 46.6 13
lowa 6.0 9.0 38.7 14
Colorado 114 4.6 50.7 15
Montana 10.4 4.9 34.4 16
Oklahoma 8.7 5.5 312 17
Utah 9.5 5.0 42.8 18
Delaware 8.0 6.0 325 19
Georgia 7.8 6.0 48.5 20
Kansas 7.1 6.5 40.8 21
Virginia 7.9 5.8 55.1 22
Maryland 8.0 5.5 42.8 23
Arizona 9.6 4.5 17.4 24
Missouri 6.9 6.0 46.1 25
Kentucky 6.1 6.0 34.0 26
Ohio 5.7 6.2 34.7 27
Alabama 7.0 5.0 32.1 28
Louisiana 5.5 6.0 29.4 29
South Carolina 7.9 3.9 329 30
Arkansas 6.3 4.9 30.0 31
West Virginia 4.6 6.5 325 32
lllinois 9.9 3.0 314 33
Mississippi 5.1 5.0 22.8 34
Michigan 5.8 4.4 25.6 35
North Dakota 6.4 3.9 15.3 36
Pennsylvania 7.6 3.1 31.8 37
New Mexico 7.9 2.7 19.2 38
Indiana 6.0 3.4 29.0 39
Wisconsin 7.0 2.7 42.9 40
Rhode Island 8.4 1.7 37.2 41
Sources: (1) Capital gains as share of AGI: calculated by Rockefeller Institute from IRS Statistics of Income File
07in54cm.xls, (2) top capital gains tax rate: State Individual Capital Gains Tax Rates, American Council for Capital
Formation, October 2008; rate for United States is median of rates shown, (3) PIT as share of taxes calculated by
Rockefeller Institute from Census Bureau state tax data; (4) Rank calculated by Rockefeller Institute by first indexing each
state's capital gains share and top rate to the nation, multiplying the two resulting indexes, and ranking them.
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any states that did
not incorporate de-
clines in nonwage
income into their
forecasts.

The Outlook

Calendar 2009
brought the worst
ever drop in over-
all tax collections,
at a decline of 11
percent. The
worst decline in
both personal in-
come tax and sales
tax in half a cen-
tury represents
historic weakness
in the two major
tax sources for
states. The Great
Recession hit vir-
tually every single
source of tax reve-
nue and pushed a
number of states to
revise revenue
forecasts numer-
ous times through-
out fiscal years
2009 and 2010.

Preliminary
data for the Janu-
ary-March quarter
of 2010 suggest
that fiscal condi-
tions continue to
be weak, though
there is evidence
of further slowing
in the rate of de-
cline. With prelim-
inary data for
January and Feb-

ruary now available for 45 states, tax revenue for the two months
combined has declined further by 2.2 percent versus the same pe-
riod last year. About 84 percent of states reporting personal in-
come tax data had a year-over-year decline, with a median decline
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of 7.1 percent, while 80 percent of states reporting sales-tax data
had a year-over-year decline.

While March data could change this troubling picture, there is
little reason to expect reported revenues for that month to be
strong enough to make the quarter positive. Continued weakness
in revenues, along with continued if more moderate growth in ex-
penditures, will force the states to take unwelcome actions to close
budget gaps. Most states have already taken a variety of measures
to balance their budgets, including across-the-board budget cuts,
tax increases, tapping rainy day funds, employee furloughs
and/or reductions, and agency consolidations. About 39 forecast-
ers surveyed by the Federal Reserve Bank of Philadelphia pre-
dicted modest economic growth but delayed labor market
recovery over the next two years. The forecasters predicted a high
unemployment rate throughout 2010, falling slightly lower to 9.9
percent in December 2010.2! While the recession may be over for
the national economy, the state fiscal crisis is far from over. Most
states are uncertain as to when to expect a return to prerecession
revenue levels.

Endnotes

1 We made adjustments to Census Bureau data for six states — Arizona, Maryland, Michigan, New Mexico,
Oregon, and Wisconsin — based upon data and information provided to us directly by these states. These
revisions together account for some noticeable differences between the Census Bureau figures and the
Rockefeller Institute estimates.

2 Revenue growth in normal times would vary depending on differences in inflation and other factors, but
this is a good indicator of what might be expected assuming inflation was similar to average inflation over
the period.

3 For a technical discussion of these indexes and their national counterpart, see Theodore M. Crone and Alan Clay-
ton-Matthews, “Consistent Economic Indexes for the 50 States,” Review of Economics and Statistics 87 (2005):
593-603; Theodore M. Crone, “What a New Set of Indexes Tells Us About State and National Business Cycles,”
Business Review, Federal Reserve Bank of Philadelphia (First Quarter 2006); and James H. Stock and Mark W.
Watson, “New Indexes of Coincident and Leading Economic Indicators,” NBER Macroeconomics Annual (1989):
351-94. The data and several papers are available at www.philadelphiafed.org/econ/indexes/coincident.

4 Rockefeller Institute analysis of data from the National Association of State Budget Officers and from re-
ports in several individual states.

5 See www.sco.ca.gov/Files-EOQ/04-10summary.pdf.

6 See Dunstan McNichol, “Tax Receipts Rebound as 15 Biggest States See Gain,” Business WWeek, March 30, 2010,
(www.businessweek.com/news/2010-03-30/ california-revenue-shows-state-cash-collapse-ending-updatel-
html).

7 See Conor Dougherty, “Property, Corporate Taxes Finally Lift State Revenue,” The Wall Street Journal, April
2, 2010. The headline refers to state and local taxes combined, not state government tax revenue.
(online.wsj.com/ article/SB10001424052702303395904575158164085893090.html?mod=googlenews_wsj#arti
cleTabs%3Darticle).

8  This treats the 1980-82 “double-dip” recession as a single long recession.

9  Ibid.
10  The trend was calculated using the seasonal-trend-Loess (STL) local regression approach in the software
package R.
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11  This is a simplified description of the process, and there are other possibilities as well. For example, taxpay-
ers can adjust withholding upward or downward as a partial alternative to making estimated payments,
and they may credit overpayments forward to the next tax year rather than claim a refund.

12 Seedataat www.fms.treas.cov/dts/index.html and
https:/ /fms.treas.gov/fmsweb/DTSFilesArchiveAction.do.

13 See G. Thomas Woodward, “Capital Gains Taxes and Federal Revenues,” Revenue and Tax Policy Brief No. 1,
Congressional Budget Office, October 2002.

14  See, for example, Preston Miller and Larry Ozanne, “Forecasting Capital Gains Realizations,” Technical Pa-
per 2000-5, Congressional Budget Office, August 2000; G. Thomas Woodward, “Revenue Projections and the
Stock Market,” Revenue and Tax Policy Brief No. 3, Congressional Budget Office, December 2002; and Con-
gressional Budget Office, “Estimating and Forecasting Capital Gains with Quarterly Models,” Technical Pa-
per 2004-14, September 2004.

15  See Janette Wilson, Sales of Capital Assets Reported on Individual Income Tax Returns, 1999, from the Statistics of
Income Web site (www.irs.gov/taxstats/indtaxstats/article/0,,id=96649,00.html), for what appears to be
the most recent IRS analysis of data on when capital gains are realized and on asset holding periods, partic-
ularly Table 3 for month of transaction and Table 4 for holding periods.

16  Source: daily values from http://finance.yahoo.com/q/hp?s="GSPC.

17 Congressional Budget Office, The Budget and Economic Outlook: Fiscal Years 2010 to 2020, January 2010, Table
4-3.

18  This would be the timing for states with a July 1 fiscal year rather than for New York, which has an April 1
fiscal year and thus has income tax returns filed in its subsequent fiscal year.

19 It would be preferable to use capital gains tax rates for 2009 but we do not have them from a well-researched
source. Our analysis of tax changes in 2009 indicates that top tax rates on gains increased significantly in
Delaware, Maryland, New Jersey, New York, and Oregon, and by lesser amounts in several other states.
Our preliminary analysis suggests that these changes would be large enough to increase New York’s rank-
ing from number 2 to number 1, but most states” ranking would change little or not at all.

20  For example, Idaho’s capital gains share of 10.3 percent was 7 percent (not 7 percentage points) above the
national average of 9.6 percent, giving it a capital-gains-share index of 107. Its top rate on gains of 7.8 per-
cent was 37 percent above the national median, giving it a tax-rate index of 137. Multiplying the two and di-
viding by 100 gives a combined index of 147, which places it third highest in the nation.

21  For detailed information see Philadelphia Federal Reserve Bank’s Livingston Survey available at
http:/ /www.philadelphiafed.org/research-and-data/real-time-center/livingston-survey/ .
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Adjustments to Census Bureau Tax Collection Data

The numbers in this report differ somewhat from those released by the Bureau of the Census at
the end of March. For reasons we describe below, we have adjusted Census tax collections in se-
lected states to arrive at numbers that we believe are best-suited for our purpose of examining un-
derlying economic and fiscal conditions. As a result of these adjustments, we report a year-over-year
decline in tax collections of 4.2 percent, compared with the 4.1 percent decline that can be computed
from data on the Census Bureau’s website (www.census.cov/eovs/www/qgtax.html). In this section we
explain how and why we have adjusted Census Bureau data, and the consequences of these adjust-
ments.

The Census Bureau and the Rockefeller Institute engage in two related efforts to gather data on
state tax collections, and we communicate frequently in the course of this work. The Census Bureau
has a highly rigorous and detailed data collection process that entails a survey of state tax collection
officials, coupled with web and telephone follow-up. It is designed to produce, after the close of each
quarter, comprehensive tax collection data that, in their final form after revisions, are highly compa-
rable from state to state. These data abstract from the fund structures of individual states (e.g., taxes
will be counted regardless of whether they are deposited to the general fund or to a fund dedicated
for other purposes such as education, transportation, or the environment).

The Census Bureau’s data collection procedure is of high quality but is labor-intensive and
time-consuming. States that do not report in time, or do not report fully, or that have unresolved
questions may be included in the Census Bureau data on an estimated basis, in some cases with data
imputed by the Census Bureau. These imputations can involve methods such as assuming that col-
lections for a missing state in the current quarter are the same as those for the same state in a previ-
ous quarter, or assuming that collections for a tax not yet reported in a given state will have followed
the national pattern for that tax. In addition, state accounting and reporting for taxes can change
from one quarter to another, complicating the task of reporting taxes on a consistent basis. For these
reasons, some of the initial Census Bureau data for a quarter may reflect estimated amounts or
amounts with unresolved questions, and will be revised in subsequent quarters when more data are
available. As a result, the historical data from the Census Bureau are comprehensive and quite com-
parable across states, but on occasion amounts reported for the most recent quarter may not reflect
all important data for that quarter.

The Rockefeller Institute also collects data on tax revenue but in a different way and for different
reasons. Because historical Census Bureau data are comprehensive and quite comparable, we rely al-
most exclusively on Census data for our historical analysis. Furthermore, in recent years Census Bu-
reau data have become far more timely and where practical we use them for the most recent quarter
as well, although we supplement Census data for certain purposes. We collect our own data on a
monthly basis so that we can get a more-current read on the economy and state finances. For exam -
ple, as this report goes to print we have data on tax collections in January and February in 45 states
— not enough to use as the basis for a comprehensive report, but useful in understanding what is
happening to state finances. Although some states have seen significant year-over-year increases in
one or more taxes, these increases are few and far between. Tax revenue is continuing to decline in
the median state, and at this point it appears as if the January-March quarter will have declines in
the median state.

In addition, we collect information on withholding tax collections and payments of estimated in-
come tax, both of which are important to understanding income tax collections but are not available
in the Census data.

Our main uses for the data we collect are to report more frequently and currently on state fiscal
conditions, and to report on the income tax in more detail.

Ordinarily there are not major differences between our data for a quarter and the Census data, so
when we do a full quarterly report we use the Census data without adjustment. But in the Octo-
ber-December quarter there were enough large differences for few states that we decided to adjust
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the Census data. Table 10 shows the year over year percent change by state in major taxes as re-
ported by the Census Bureau and as adjusted by the Rockefeller Institute. The adjusted numbers are
what we describe in this report. The states with differences are Arizona, Maryland, Michigan, New
Mexico, Oregon, and Wisconsin. Some differences reflect more-recent information obtained by the
Institute. For example, the Census Bureau had not received a response for Wisconsin in time for its
publication and so used imputed data that will be revised in later reports, whereas the Institute ob-
tained data from Wisconsin that is less comprehensive than would be used by the Census Bureau
but provides a better picture of fiscal conditions than imputed data.

We expect that in most quarterly Institute reports on state tax revenues we will not adjust the of -
ficially reported data, but when we do we will note the differences.
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Table 12. Census Bureau Tax Data Compared With Data as Adjusted by Rockefeller Institute

October-December, 2008 to 2009, Percent Change
As Reported By Census Bureau As adjusted by RIG
PIT CIT Sales Total PIT CIT Sales Total
United States 4.7) 0.7) (4.9) (4.1) (4.6) (3.6) (5.3) (4.2)
New England (2.5) 41.8 4.8 1.7 (2.5) 41.8 4.8 1.7
Connecticut 3.4 251.0 (6.6) (0.5) 3.4 251.0 (6.6) (0.5)
Maine 8.1 16.6 (6.8) 3.3 8.1 16.6 (6.8) 3.3
Massachusetts (6.5) 40.4 20.8 3.2 (6.5) 40.4 20.8 3.2
New Hampshire (1.4) (3.1) NA 5.7 (1.4) (3.1) NA 5.7
Rhode Island (5.0) 28.4 (3.9) (2.1) (5.0) 28.4 (3.9) (2.1)
Vermont (8.3) 63.4 5.7) (1.4) (8.3) 63.4 (5.7) (1.4)
Mid-Atlantic (0.4) (17.2) (4.3) (2.9) (0.4) (23.9) (4.3) (3.4)
Delaware (10.0) (40.3) NA (4.9) (10.0) (40.3) NA (4.9)
Maryland (4.4) 182.2 (5.3) (0.2) (4.4) 33.7 (5.3) (4.3)
New Jersey 1.7) (23.3) (9.0) (7.1) 1.7) (23.3) (9.0) (7.1)
New York 2.8 (33.8) 0.3) (1.8) 2.8 (33.8) 0.3) (1.8)
Pennsylvania (4.8) (11.2) (4.5) (2.5) (4.8) (11.1) (4.5) (2.5)
Great Lakes (5.6) (10.2) 4.7) (4.6) 4.7) (12.7) (5.0) (4.3)
lllinois (3.3) (3.0) (11.7) (6.3) (3.3) (3.0) (11.7) (6.3)
Indiana (7.9) (30.7) (6.6) (9.1) (7.9) (30.7) (6.6) 9.1)
Michigan 3.2 (6.5) (1.3 4.7) (9.4) (17.1) (0.4) (6.5)
Ohio (9.3) (28.5) (0.5) (1.4) (9.3) (28.5) (0.5) (1.4)
Wisconsin (4.6) (0.7) (2.9) (2.9) 7.7 8.7 (6.6) 3.4
Plains (7.5) (11.1) (3.5) (4.2) (7.5) (11.1) (3.5) 4.2)
lowa 1.0 135.7 (0.0) 0.6 1.0 135.7 (0.0) 0.6
Kansas (7.4) (6.4) 0.4) (5.9) (7.4) (6.4) 0.4) (5.9)
Minnesota (6.2) (7.2) 1.1) (1.6) (6.2) (7.2) 1.1) (1.6)
Missouri (14.6) 231 (6.4) (9.0) (14.6) 231 (6.4) (9.0)
Nebraska (5.3) (52.2) (12.7) (7.5) (5.3) (52.2) (12.7) (7.5)
North Dakota (12.3) (59.5) (6.0) 3.7) (12.3) (59.5) (6.0) 3.7)
South Dakota NA (40.8) 4.2) (7.8) NA (40.8) 4.2) (7.8)
Southeast (5.4) 30.2 (5.6) (2.6) (5.4) 30.2 (5.6) (2.6)
Alabama 4.4 24.3 (2.5) 0.7 4.4 24.3 (2.5) 0.7
Arkansas (4.6) 49.7 (8.9) 3.7 (4.6) 49.7 (8.9) 3.7
Florida NA (15.2) (6.0) 3.7) NA (15.2) (6.0) 3.7)
Georgia (8.5) (40.1) (24.7) (13.5) (8.5) (40.1) (24.7) (13.5)
Kentucky (8.3) (18.6) (3.5) (8.8) (8.3) (18.6) (3.5) (8.8)
Louisiana 9.8) 59.7 (14.3) (5.5) (9.8) 59.7 (14.3) (5.5)
Mississippi 2.7) (4.6) (7.8) (6.2) 2.7) (4.6) (7.8) (6.2)
North Carolina (4.9) 458.7 17.6 9.9 (4.9) 458.7 17.6 9.9
South Carolina 0.7) (192.8) (4.0) (7.4) 0.7) (192.8) (4.0) (7.4)
Tennessee (35.3) 221 (5.1) (1.4) (35.3) 221 (5.1) (1.4)
Virginia (5.9) 147.1 1.8) (1.5) (5.9) 147.1 (1.8) (1.5)
West Virginia (3.8) 3.2) (5.8) (2.6) (3.8) (3.2) (5.8) (2.6)
Southwest (1.4) (73.0) (10.4) (12.6) (14.9) (73.0) (13.5) (15.2)
Arizona 15.9 (96.6) 4.8 1.2 (10.3) (96.6) (13.7) (13.0)
New Mexico 14.7 (72.6) (16.5) (10.3) (11.0) (72.6) (16.5) (10.3)
Oklahoma (21.2) (28.7) (15.3) (20.8) (21.2) (28.7) (15.3) (20.8)
Texas NA NA (13.0) (15.2) NA NA (13.0) (15.2)
Rocky Mountain (8.6) (15.2) (10.2) (13.9) (8.6) (15.2) (10.2) (13.9)
Colorado 8.2) (37.0) (5.7) (9.6) (8.2) (37.0) (5.7) (9.6)
Idaho (10.0) (29.4) (8.9) (8.1) (10.0) (29.4) (8.9) (8.1)
Montana (15.9) (67.2) NA (15.7) (15.9) (67.2) NA (15.7)
Utah (6.3) 105.1 1.6 (0.9) (6.3) 105.1 1.6 (0.9)
Wyoming NA NA (40.0) (46.2) NA NA (40.0) (46.2)
Far West (7.8) 3.4 (2.9) (2.1) (6.3) 3.4 (2.9 (1.5)
Alaska NA 0.0 NA (0.5) NA 0.0 NA (0.5)
California (6.2) 5.1 1.9 0.1 (6.2) 5.1 1.9 0.1
Hawaii (11.8) (207.6) (9.6) (6.3) (11.8) (207.6) (9.6) (6.3)
Nevada NA NA (16.0) (3.9) NA NA (16.0) (3.9)
Oregon (17.5) (18.6) NA (15.0) (5.9 (18.6) NA (6.5)
Washington NA NA (9.9) (7.5) NA NA (9.9) (7.5)
Source: U.S. Census Bureau and Rockefeller Institute analysis of individual state data.
Notes: States and revenue sources revised are shaded in grey.
Data for New Mexico were adjusted to reflect important differences for the income tax. The Institute did not have sufficient information to make
adjustments to total tax revenue for New Mexico and so those data have not been adjusted in this report but could be when more comprehensive
and revised data become available. Adjustments to the total for New Mexico would not have a meaningful impact on the national total.
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About The Nelson A. Rockefeller Institute of Government’s Fiscal Studies Program

The Nelson A. Rockefeller Institute of Government, the public policy research arm of the Univer-
sity at Albany, State University of New York, was established in 1982 to bring the resources of the
64-campus SUNY system to bear on public policy issues. The Institute is active nationally in research
and special projects on the role of state governments in American federalism and the management
and finances of both state and local governments in major areas of domestic public affairs.

The Institute’s Fiscal Studies Program, originally called the Center for the Study of the States,
was established in May 1990 in response to the growing importance of state governments in the
American federal system. Despite the ever-growing role of the states, there is a dearth of high-qual-
ity, practical, independent research about state and local programs and finances.

The mission of the Fiscal Studies Program is to help fill this important gap. The Program con-
ducts research on trends affecting all 50 states and serves as a national resource for public officials,
the media, public affairs experts, researchers, and others.

This report was researched and written by Donald Boyd, senior fellow, and Lucy Dadayan, se-
nior policy analyst. Robert B. Ward, deputy director of the Institute, directs the Fiscal Studies Pro-
gram. Shuang Han, graduate research assistant, assisted with data collection. Michael Cooper, the
Rockefeller Institute’s Director of Publications, did the layout and design of this report, with assis-
tance from Michele Charbonneau.

You can contact Donald Boyd at boydd@rockinst.org. Lucy Dadayan may be contacted at
dadayanl@rockinst.org.
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