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M State tax revenues grew by
10.8 percent in the second
quarter of 2011, according to
Rockefeller Institute research
and Census Bureau data. This
is the sixth consecutive quarter
that states reported growth in
collections on a year-over-year
basis.

M Despite continued growth,
revenues were still slightly lower
in the second quarter of 2011
than four years earlier.

M Personal income tax revenues
remain volatile, with a third
straight quarter of double-digit
gains that are unlikely to
continue.

M For the year ending in June
2011, the period corresponding
to 46 states’ fiscal years, total
state tax collections increased
by $58 billion or 8.4 percent
from the previous year, the
strongest annual gain since
2005.

M Preliminary figures for July and
August 2011 indicate further but
less robust growth in state tax
revenues. Overall collections in
41 early-reporting states
showed growth of 6.8 percent
compared to the same months
of 2010.

M [ ocal property tax revenues
declined for the third
consecutive quarter, driven by
continuing weakness in housing
markets.
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PIT, Overall Tax Revenues Show
Strong Growth in Second Quarter

Local Property Taxes Declined for the
Third Consecutive Quarter

Lucy Dadayan and Robert B. Ward

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 —

showed growth for the sixth consecutive quarter, following
five straight quarters of decline. Overall state tax revenues in the
April-June quarter of 2011 increased by 10.8 percent from the
same quarter of the previous year, according to data collected by
the Rockefeller Institute and the Census Bureau. The Institute’s
findings indicate slightly stronger fiscal conditions for states than
the preliminary data released in late September by the Census Bu-
reau, which reported an overall increase of 10.1 percent. We have
updated those figures to reflect data we have since obtained and
to reflect differences in how we measure revenue for purposes of
the State Revenue Report.! (See “ Adjustments to Census Bureau
Tax Collection Data” on page 21.)

Figure 1 shows the nominal percent change over time in state
tax collections for personal income tax, sales tax, and total taxes.
As shown there, declines in personal income tax and sales tax col-
lections as well as in overall state tax collections were steeper in
and after the 2007 recession than around previous recessions.
Overall tax revenues continued rebounding in the second quarter
of 2011. Personal income tax collections showed a dramatic jump,
rising by more than 16 percent. Over the last seven quarters,
states” PIT receipts have moved from a quarterly decline of more
than 28 percent to this quarter’s strong gain, reinforcing the pic-
ture of a revenue stream that has grown increasingly volatile over
the past two decades.

Despite gains in the last six quarters, overall tax collections are
still comparatively weak by recent historical standards, 5.5 per-
cent lower in the first quarter of 2011 than in the same quarter of
2008. In the second quarter of 2011, fully 38 states reported lower
tax revenue collections than in the same quarter of 2008. The de-
cline is deeper if we adjust the numbers for inflation — 9.5 percent
lower than three years ago in real terms.

Figure 2 shows the four-quarter moving average of year-over-
year growth in state tax collections and local tax collections, after
adjusting for inflation. In addition, we have adjusted the Census
Bureau’s local tax revenues to reflect differences between the
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Figure 1. PIT Rose Sharply, Sales Tax Growth Moderated in the Second Quarter of 2011 Bureau’s prior survey
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steadily improving,
the picture for local governments is quite different. The real, year-
over-year decline in local taxes was an average of 1.7 percent over
the last four quarters, compared to 0.9 percent growth for the pre-
ceding year and 1.8 percent growth of two years ago. Inflation
over the year, as measured by the gross domestic product defla-
tor, was 2.1 percent.

For most of the pe-

Figure 2. State Taxes Grow Strongly While Local Taxes Continue to Decline riod durmg and after
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Figure 3. Increasing Weakness in Property Tax Collections

Year-Over-Year Real Change in Major State-Local Taxes
Percent Change of Four-Quarter Average

14%

129 —=—|ncome tax =s=Salestax === Property tax
0

10%

8%

6%

4%

2%

0% -
-2%

-4%

-6%

-8%

-10%

-12%

-14%

-16% I
-18% \J
-20%

F & FdFFFdFF I YIS FIIF I I I I F I
S PP PP PSR PLS T EE S
N N T O S SO S SO S S, SR S S SR S

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.

crease of 31.7 percent.

weakened in the second quarter of 2011.
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year-over-year growth
in local tax collections
in recent history was
recorded in the first
quarter of 2006, at 5.3
percent.

Most local govern-
ments rely heavily on
property taxes, which
tend to be relatively
stable and respond to
property value de-
clines more slowly
than income, sales, and
corporate taxes re-
spond to declines in
the overall economy.
Over the last two de-
cades, property taxes
have consistently
made up at least
two-thirds of total lo-
cal tax collections. Col-

lections from local property taxes made up 72.8 percent of such
collections during the second quarter of 2011. Property tax reve-
nues fell by 1.0 percent in nominal terms, likely driven primarily
by falling housing prices. This is the third consecutive quarter that
local property tax collections showed a decline.

Local sales tax collections made up 15 percent of total local
taxes and reported growth of 10.1 percent in the second quarter of
2011 in nominal terms. This is the fifth consecutive quarter that lo-
cal sales tax revenues showed growth, after six consecutive quar-
ters of decline. Collections from local individual income taxes, a
much smaller contributor to overall local revenues, showed an in-

Figure 3 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 showed
slower growth, and then outright decline, until mid-2009. Reve-
nue from the sales tax was particularly weak for most of that pe-
riod, but outpaced income-tax collections from the second quarter
of 2009 to the third quarter of 2010. By this measure, income tax
continued to show some improvement and showed some growth
for the fourth consecutive quarter. On the other hand, the
four-quarter average of year-over-year comparisons showed de-
clines in state-local property real taxes for the third consecutive
quarter. In addition, the growth in state-local sales tax collections
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Adjusted for Inflation Year-Over-Year Percent Change
Year-Over-Year Percent Change General
Total Inflation Adjusted Quarter PIT ciT Sales Total
Quarter .
Nominal Rate Real Change 2011 Q2 16.5 19.1 2.9 10.8
2011 Q2 10.8 2.1 8.6 2011 Q1 12.9 8.5 6.3 9.5
2011 Q1 9.5 1.8 7.6 2010 Q4 10.6 18.1 5.0 7.6
2010 Q4 7.6 1.6 6.0 2010 Q3 3.9 0.5 4.2 4.6
2010 Q3 4.6 14 3.2 2010 Q2 1.3 (19.0) 5.7 2.0
2010 Q2 2.0 11 0.9 2010 Q1 3.6 0.6 0.1 3.3
2010 Q1 33 0.6 2.7 2009 Q4 (4.2) 0.7 (4.8) (3.1)
2009 Q4 (3.1) 0.7 (3.8) 2009 Q3 (11.5) (21.3) (10.1) (11.0)
2009 Q3 (11.0) 0.5 (11.4) 2009 Q2 (27.7) 3.0 (9.5) (16.3)
2009 Q2 (16.3) 12 (17.3) 2009 Q1 (19.4) (20.2) (8.9) (12.2)
2009 Q1 (12.2) 1.9 (13.9) 2008 Q4 (1.9) (23.0) (5.3) (4.0)
2008 Q4 (4.0) 2.1 (6.0) 2008 Q3 0.9 (13.2) 47 2.8
2008 Q3 2.8 2.5 0.3 2008 Q2 8.1 (7.0) 1.0 5.4
2008 Q2 54 2.0 3.3 2008 Q1 4.8 (1.4) 0.7 2.6
2008 Q1 2.6 21 0.5 2007 Q4 38 (14.5) 40 36
2007 Q4 3.6 26 0.9 2007 Q3 7.0 (4.3) 0.7) 3.1
2007 Q3 31 26 04 2007 Q2 9.2 17 35 55
288; gi 22 2; i'g 2007 Q1 8.5 14.8 31 5.2
: : : 2006 Q4 4.4 12.6 4.7 42
2006 Q4 4.2 2.9 L3 2006 Q3 6.6 17.5 6.7 5.9
e B S
2006 QL 21 33 37 2006 Q1 9.3 9.6 7.0 7.1
2005 Q4 6.7 33.4 6.4 7.9
2005Q4 79 35 4.3 2005 Q3 10.2 24.4 8.3 10.2
2005 Q3 10.2 3.4 6.6 ' : : :
2005 02 159 a1 124 2005 Q2 19.7 64.1 9.1 15.9
2005 Q1 106 23 71 2005 Q1 13.1 29.8 7.3 10.6
2004 Q4 0.4 3.2 6.0 2004 Q4 8.8 23.9 10.7 9.4
2004 03 6.5 3.0 3.4 2004 Q3 5.8 25.2 7.0 6.5
2004 Q2 11.2 238 8.2 2004 Q2 158 3.9 9.5 112
2004 Q1 8.1 29 57 2004 Q1 7.9 5.4 9.1 8.1
2003 Q4 7.0 21 48 2003 Q4 7.6 12.5 3.6 7.0
2003 Q3 6.3 21 41 2003 Q3 5.4 12.6 47 6.3
2003 Q2 21 20 01 2003 Q2 (3.1) 5.1 4.6 21
2003 Q1 16 22 (0.6) 2003 Q1 (33) 8.3 24 16
2002 Q4 3.4 18 16 2002 Q4 0.4 34.7 18 3.4
2002 Q3 1.6 1.5 0.0 2002 Q3 34 7.4 2.4 1.6
2002 Q2 9.4) 1.4 (10.7) 2002 Q2 (22.3) (12.3) 0.1 (9-4)
2002 Q1 (6.1) 1.7 (7.6) 2002 Q1 (14.7) (15.7) (1.4) (6.1)
2001 Q4 (1.1) 2.0 (3.0) 2001 Q4 (2.5) (34.0) 1.8 (1.1)
2001 Q3 05 2.2 1.7) 2001 Q3 (0.0) (27.2) 2.3 0.5
2001 Q2 1.2 25 (1.3) 2001 Q2 3.7 (11.0) (0.8) 1.2
2001 Q1 2.7 2.3 0.4 2001 Q1 4.6 (8.4) 1.8 27
2000 Q4 4.2 2.4 1.8 2000 Q4 6.5 (0.4) 4.4 4.2
2000 Q3 6.8 23 44 2000 Q3 10.0 8.2 48 6.8
2000 Q2 11.7 2.0 9.5 2000 Q2 21.2 4.2 7.0 11.7
2000 Q1 12.0 2.0 9.9 2000 Q1 17.0 11.0 11.9 12.0
1999 Q4 7.3 1.6 5.6 1999 Q4 7.3 47 7.2 7.3
1999 Q3 6.2 15 4.7 1999 Q3 6.9 4.3 6.2 6.2
1999 Q2 3.9 15 2.4 1999 Q2 5.2 5.4 5.0 3.9
1999 Q1 3.8 13 2.4 1999 Q1 5.8 (5.4) 4.9 3.8
Sources: U.S. Census Bureau (tax revenue) and Bureau of Source: U.S. Census Bureau (tax revenue).
Economic Analysis (GDP price index).

Rockefeller Institute

State Tax Revenue

Total state tax revenue rose in the second quarter of 2011 by
10.8 percent relative to a year ago, before adjustments for inflation
and legislated changes. The income tax and sales tax both showed
growth at 16.5 and 2.9 percent, respectively, and the corporate in-
come tax increased by 19.1 percent. Tables 1 and 2 portray growth
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in tax revenue with and without adjustment for inflation, and
growth by major tax, respectively. Every state but one reported in-
creases in total tax revenue during the second quarter of 2011.
Double-digit increases were reported in 19 states. New Hamp-
shire was the only state reporting declines in overall tax collec-
tions. All regions reported growth in total collections. The
Mid-Atlantic region showed the largest gain at 14 percent, fol-
lowed by the Plains states at 13.1 percent. The Southeast states re-
ported the weakest growth, 7.1 percent. Revenue gains were
particularly strong in Alaska and North Dakota, at 92.1 and 55
percent, respectively. In both states the strong growth is mostly
attributable to the booming oil and natural gas industries.

Preliminary figures collected by the Rockefeller Institute for
the July-August months of 2011 indicate that most states saw con-
tinued growth in revenues, although such growth is moderating.3
Overall collections in 41 early reporting states showed growth of
6.8 percent in the July-August months of 2011 compared to the
same months of 2010. While state tax collections are now strength-
ening, they have yet to fully make up for the deep losses brought
by the Great Recession.

Personal Income Tax

In the second quarter of 2011, personal income tax revenue
made up at least a third of total tax revenue in 21 states, and was
larger than the sales tax in 33 states. Personal income tax reve-
nue increased 16.5 percent in the April-June 2011 quarter com-
pared to the same period in 2010. All regions reported increases
in personal income tax collections. The largest growth was in the
Southwest and Great Lakes regions, where collections increased
by 40.9 and 29.3 percent, respectively. The Far West region re-
ported the weakest growth in personal income tax collections at
7.9 percent.

Strong gains in the personal-income tax were widespread, as
40 states reported growth for the quarter and 31 enjoyed double-
digit increases. Kansas was the only state reporting declines in
personal income tax collections in the second quarter of 2011 at 5.6
percent. The largest increases in terms of dollar value were re-
ported in New York and Illinois, where collections grew by $2.3
billion and $1.8 billion, respectively. In New York, the strong
growth in personal income tax collections is due to robust esti-
mated tax payments based on 2010 earnings, but such growth is
not likely to continue in the months ahead. The large gain in Illi-
nois is mostly attributable to the legislated tax increases that were
passed in January of 2011 and increased the personal income tax
rate from 3 percent to 5 percent for four years.

We can get a clearer picture of collections from the personal
income tax by breaking this source down into major components
for which we have data: withholding, quarterly estimated pay-
ments, final payments, and refunds. The Census Bureau, the
source of much of the data in this report, does not collect data on
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Table 3. Personal Income Tax Withholding, By State

Last Four Quarters, Percent Change

2010 2011
July-Sep Oct-Dec Jan-Mar Apr-June
United States 4.7 6.9 8.2 6.0
New England 5.6 4.8 7.4 7.3
Connecticut 7.1 1.0 9.8 10.5
Maine 6.2 (0.9) 10.2 2.2
Massachusetts 5.0 7.4 6.5 6.8
Rhode Island 6.3 6.9 1.1 5.8
Vermont 0.9 2.4 5.1 3.6
Mid-Atlantic 0.5 3.2 6.5 1.0
Delaware 5.7 12.0 13.7 5.9
Maryland 4.7 3.4 6.2 3.0
New Jersey (10.1) (1.4) 5.6 4.6
New York 15 34 7.4 1.0
Pennsylvania 4.3 6.4 3.2 (5.0)
Great Lakes 4.1 4.1 19.4 18.7
lllinois 33 2.7 50.1 717
Indiana 5.4 6.0 7.1 5.9
Michigan 4.5 5.7 8.1 3.3
Ohio 5.0 5.9 10.7 4.4
Wisconsin 2.3 1.0 12.3 25
Plains 4.7 5.9 8.2 4.9
lowa 4.5 5.7 7.3 35
Kansas 3.9 5.7 4.9 5.3
Minnesota 7.7 7.1 12.9 5.6
Missouri 1.6 4.9 4.0 1.4
Nebraska 4.3 4.2 6.6 6.4
North Dakota (1.4) 7.2 17.4 47.9
Southeast 2.3 5.4 4.9 3.9
Alabama 2.4 3.1 34 1.1
Arkansas 5.1 6.5 6.6 45
Georgia 0.4 7.0 4.7 4.3
Kentucky 4.2 4.7 5.8 45
Louisiana 23 2.7 7.7 (0.2)
Mississippi 24 3.6 1.0 2.9
North Carolina (0.4) 5.7 4.5 4.3
South Carolina 4.0 35 4.1 4.1
Virginia 4.4 5.9 5.1 4.8
West Virginia 6.0 6.9 54 4.4
Southwest 1.4 6.8 0.1 8.9
Arizona 3.1 7.6 6.6 11.8
New Mexico 4.8 12.0 (13.4) 7.0
Oklahoma (2.3) 35 (1.9) 5.9
Rocky Mountain 33 6.7 7.4 3.7
Colorado 3.0 8.0 6.5 4.0
Idaho 3.7 6.0 10.2 3.7
Montana 55 6.1 7.5 57
Utah 29 45 8.0 25
Far West 14.3 16.8 7.5 4.3
California 16.2 18.8 7.2 4.0
Hawaii 3.3 7.3 0.7 7.7
Oregon 4.9 3.9 12.5 5.8

Source: Individual state data, analysis by Rockefeller Institute.

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.

ND - No Data.

collections.

Rockefeller Institute
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individual components of personal income tax
collections. The data presented here were col-
lected by the Rockefeller Institute.

Withholding

Withholding is a good indicator of the current
strength of personal income tax revenue because it
comes largely from current wages and is much
less volatile than estimated payments or final set-
tlements. Table 3 shows that withholding for the
April-June 2011 quarter continued to improve for
the sixth quarter in a row, increasing by 6.0 per-
cent for the 41 states with broad-based personal
income taxes. Withholding was up by 13.2 percent
compared to the April-June quarter of 2009.

Among the states reporting growth in with-
holding for the second quarter of 2011, four states
reported double-digit growth, down from the nine
states reporting such gains in the first quarter.
Among individual states, Illinois and North Da-
kota reported the strongest growth in the second
quarter of 2011, at 71.7 and 47.9 percent, respec-
tively. The Great Lakes and Southwest regions re-
ported the largest growth in withholding at 18.7
and 8.9 percent respectively, while the Mid-Atlan-
tic had the weakest growth at 1.0 percent. Two of
41 states — Pennsylvania and Louisiana — re-
ported declines in withholding at 5.0 and 0.1 per-
cent, respectively.

Estimated Payments

The highest-income taxpayers generally make
estimated tax payments (also known as declara-
tions) on their income not subject to withholding
tax. This income often comes from investments,
such as capital gains realized in the stock market.
A strong stock market should eventually translate
into capital gains and higher estimated tax pay-
ments. Strong business profits also tend to boost
these payments. And when the market declines or
profits fall, these payments often decline. Esti-
mated payments represent a relatively small pro-
portion of overall income-tax revenues — some
$20.7 billion in the second quarter of 2011 — but

can have a disproportionate impact on the direction of overall

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. In the 38 states for which we have com-
plete data, the median payment was up by 20.6 percent for the

www.rockinst.org
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Table 4. Estimated Payments/Declarations, By State st payment and by 18.7 percent for the first two pay-

YearOver-year Percent Change ments compared to the previous year (see Table 4). Five
(ﬁg‘t’gx:; ) (ﬁrsﬁ@g ',;i L;”mee o) states — Arkansas, Delaware, Iowa, Louisiana, and Vir-
ginia — reported declines for the first payment. How-
Q‘;Z’izae (Mean) 53'2 ig'g ever, Arkansas was the only state reporting declines in
' | estimated payments for the first two payments.
Alabama 33.8 235
Arizona 22.6 216 | Final Payments
éfjﬁﬂfrf}j (3322) (ig[? Final payments with personal income tax returns in
Colorado NM 57.8 | the 38 reporting states were up by $3.1 billion or 17.9
EZI':\‘A‘;“;::“I Zé-g) i;-i percent in the second quarter of 2011 compared to the
Georgia 931 2> | same quarter of 2010 and by $1.1 billion or 5.7 percent
Hawaii NM 241 | compared to the same quarter of 2009. Payments with
llinois 85.4 85.7 | returns in the April-June quarter of 2011 exceeded 2010
:ngna (1212) ig:? levels in 35 of 39 reporting states. New Jersey and Colo-
Kansas 20.4 178 | rado had the largest declines in final payments in terms
Kentucky 32.4 40.1 | of dollar amount, with $85 million and $54 million de-
Louisiana (32.0) 1791 clines, respectively, in the second quarter of 2011.
Maine 17.2 157
Maryland 7.8 13.2
Massachusetts 28.0 18.5 Refunds
m:ﬁ:f::ta é;; g;‘ Personal income tax refunds paid by 39 states de-
Mississippi 204 137 | creased by 1.1 percent in the second quarter of 2011
Missouri 11.9 11.6 | compared to the same quarter of 2010. In total, these 39
Montana 10.7 85| states paid out about $205 million less in refunds in the
ngvrizl::ey 12:2 12:2 months of April-June of 2011 than in 2010 and over $1.1
New York 44.0 350 | Dbillion less compared to the same period of 2009. Re-
North Carolina 14.9 13.7 | funds in California during the months of April-June of
gzi’g‘ Dakota 1;2; 5133-}1 2011 exceeded those for the same period of 2010 by $757
Oklahoma 102 368 million, dominating the national picture. Without Cali-
Oregon 12.2 6.2 | fornia, refunds declined by 5.9 percent in the second
Pennsylvania 20.8 188 | quarter of 2011 compared to the same period of 2010.
gzg&e C'S:fo':ﬂ . ig'i ig'g Eleven of 39 reporting states returned more personal in-
Vermont 173 46 come tax refunds to taxpayers in the April-June months
Virginia (8.9) 103 | of 2011 compared to the same period of 2010.
West Virginia 136.3 50.2
\é\gj(r::erjslrdividual state data, analysis by 1Rso.(iefeller Institute. o General Sales Tax
NM - Not meaningful. State sales tax collections in the April-June 2011 quar-

ter showed growth of 2.9 percent from the same quarter
in 2010, a considerable slowdown compared to the 6.3
percent gain reported in the first quarter of 2011. Moreover, sales
tax collections were still down by 1.6 percent from the same period
of 2008. This is the sixth quarter in a row that sales tax collections
rose. Increases in collections were reported during the second quar-
ter in all regions but the Far West and Mid-Atlantic, where receipts
declined by 3.0 and 1.3 percent, respectively. The decline in sales
tax in the Far West region is exclusively attributable to Washing-
ton, where collections fell by 27.1 percent. In the Mid-Atlantic re-
gion the only state reporting declines was New Jersey, at 25.6
percent. The Southwest and Rocky Mountain regions reported the
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Rockefeller Institute

largest increases in sales tax collections at 10.3 and 7.9 percent,
respectively.

Thirty-seven of 45 states with broad-based sales taxes reported
growth in collections for the quarter, with 11 reporting double-
digit growth. Among individual states, North Dakota and Kansas
reported the largest growth at 31.3 and 24.3 percent, respectively.

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,
and can have large fluctuations in percentage terms.

Corporate tax revenue increased by 19.1 percent in the April-
June quarter compared to a year earlier. All regions reported
growth in corporate income tax collections. The Mid-Atlantic re-
gion reported the largest growth at 37.8 percent, followed by the
Southwest at 26.8 percent.

Among 46 states that have a corporate income tax, 38 reported
growth, with 26 enjoying double-digit gains. Eight reported de-
clines for the second quarter of 2011 compared to the same quar-
ter of the previous year; six states saw double-digit declines.

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 four-quarter moving average real growth rates for
the nation as a whole.

Revenues from all smaller tax sources, except for property
taxes, showed at least modest growth. State property taxes, a rela-
tively small revenue source for states, declined by 2.9 percent. Mo-
tor fuel tax revenue reported growth at 7.0 percent. Revenues
from tobacco product sales taxes rose by 0.1 percent. Gains of 2.3
and 1.9 percent were reported for alcoholic beverage sales tax and
revenue from motor vehicle and operators’ licenses, respectively.

Underlying Reasons for Trends

State revenue changes result from three kinds of underlying
forces: differences in the national and state economies, the ways in
which these differences affect each state’s tax system, and legis-
lated tax changes. The next two sections discuss the economy and
recent legislated changes.

National and State Economies

Most state tax revenue sources are heavily influenced by the
economy — the income tax rises when income rises, the sales tax
increases when consumers increase their purchases of taxable
items, and so on. When the economy booms, tax revenue tends to
rise rapidly and when it declines, tax revenue tends to decline.
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Table 5. Percent Change in Real State Taxes Other Than PIT, CIT, and General Sales Taxes Figure 4 shows

Year-Over-Year Real Percent Change; Four-Quarter Moving Averages
Property Motor fuel Tobacco Alcoholic  Motor vehicle year-over-year
tax sales tax product sales beverage & operators  Other taxes gl‘OWth for
tax sales tax license taxes two-quarter mov-
Nominal collections $14,081 $39,632 $17,213 $5,722 $23930  $111,895| ing averages in in-
(mlns), latest 12 months . -
201102 2.9 7.0 01 23 19 68 flation-adjusted
2011Q1 0.9 5.4 2.8 3.4 3.3 6.7 state tax revenue
2010Q4 6.2 3.3 3.2 3.3 4.2 6.0 .
2010Q3 11.2 1.1 2.2 3.0 5.3 3.7 and in r‘eal Bross
2010Q2 11.0 (0.2) 0.4 2.0 3.7 (2.2) domestic product,
2010Q1 9.7 (1.0) (1.3) 0.5 1.3 9.3)| to smooth short-
ot &y 09 on 0) @9 o fuctuations
2009Q2 (2.3) (5.6) 1.0 (0.4) 1.2) (7.0) and illustrate the
2009Q1 (3.9) (6.2) 2.3 0.1 0.7) 36 | interplay between
2008Q4 (3.2) (5.1) 2.9 0.2 (1.3) 72 | the economy and
2008Q3 1.6 (3.6) 3.3 0.3) (0.8) 9.6
2008Q2 3.2 (1.9) 5.7 0.3 (0.5) 75 | state revenues.
2008Q1 3.9 (1.4) 6.0 0.4 1.2) 31 | Tax revenue is
2007Q4 3.3 (1.9) 5.9 0.4 (0.6) 21 | highly related to
2007Q3 1.3 (0.9) 3.8 15 (1.0) (0.5) .
2007Q2 (0.3) (1.3) 0.3 1.3 (1.0) (L4y| Sconomic growth,
200701 17 0.1) 15 05 0.4 @.1)| but there also is
2006Q4 0.1 0.7 2.6 1.0 0.9 (0.4) significant volatil-
2006Q3 (0.3) (1.1) 5.3 1.1 0.8 20 | ity in tax revenue
2006Q2 (0.1) 1.4 8.9 1.1 0.7 4.2 )
2006Q1 0.8 15 6.9 2.5 0.1 52 | thatisnotex-
2005Q4 1.9 21 5.4 16 03 71 | plained solely by
2005Q3 3.4 3.6 4.2 (0.2) 1.9 63 | one broad mea-
2005Q2 3.5 0.9 2.1 (0.6) 2.7 4.9 f th )
2005Q1 1.7 1.4 2.9 (2.4) 3.6 57 | Sureolthe econ-
2004Q4 (4.9) 16 36 (1.4) 5.6 6.0 | omy. As shown in
2004Q3 (2.3) 15 3.6 0.0 6.0 76 | Figure 4, in the
2004Q2 3.6 2.1 4.8 0.5 6.6 9.0
2004Q1 1.0 0.4 10.5 4.3 5.5 75 second quarter
200304 8.6 (1.0) 17.0 3.9 3.9 56 | real state tax reve-
2003Q3 5.6 (1.2) 26.2 2.2 2.8 38 | nue showed 8.1
2003Q2 1.1) (0.4) 35.7 3.1 2.6 26 | percent growth,
2003Q1 (5.0) 0.7 27.1 0.6 3.6 2.2 . .
2002Q4 (4.8) 1.0 17.2 (0.1) 2.9 21 | which is the fifth
2002Q3 (6.7) 0.7 5.6 2.7 2.5 26 | consecutive quar-
2002Q2 (4.4) 1.1 (5.9) 0.2) 0.6 34 | ter growth since
2002Q1 5.1 1.7 (5.0) 0.2) (1.2) 2.1 .
2001Q4 27 25 (1.5) 05 2.9) o5 | the third quarter
2001Q3 0.3) 35 2.6 1.4) (3.3) 15 | of 2008, while real
2001Q2 (5.0) 2.5 7.6 1.7 (0.7) 0.9 Gross Domestic
2001Q1 (12.6) 1.2 8.4 1.4 2.4 3.6
2000Q4 (11.1) 1.2 5.9 1.8 5.9 4.2 Product showed
200003 4.1) 13 17 3.2 6.9 65 | growth for the
2000Q2 (2.6) 1.2 (1.3) 2.2 5.9 7.9 | sixth consecutive
2000Q1 2.5 2.3 (4.5) 3.2 3.0 4.7 quarter at 1.9 per-
1999Q4 1.2 2.4 (5.3) 2.7 1.7 3.6
199903 (1.5) 1.6 (2.9) 1.7 1.2 29 | cent. However,
1999Q2 0.8 2.1 (1.0) 1.4 0.9 13 | growth in real
1999Q1 3.9 2.5 1.3 15 1.0 28 | Gross Domestic
Source: U.S. Census Bureau.
Product has now

softened for the
second consecutive quarter.
In recent months, state tax revenue has grown significantly
while the overall economy has been comparatively stagnant. Such
a disparity is not sustainable over time.
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Figure 4. State Tax Revenue Is Heavily Influenced By Economic Changes While the Great
Percent Change in Real State Government Taxes and Real GDP vs. Year Ago Recession officially
Two-Quarter Moving Averages .
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7.8 percent in the sec-
ond quarter of 2011
relative to the same
quarter a year ago after significant declines throughout 2008 and
most of 2009. However, the growth in durable goods was also
considerably less compared to the 11.3 percent growth reported in
the January-March quarter. A 1.4 percent growth was reported in
consumption of services, which is another important sector and
comprises nearly 50 percent of total real GDP.*

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.

State-by-state data on income and consumption are not avail-
able on a timely basis, and so we cannot easily see variation across
the country in these trends. Traditionally, the Rockefeller Institute
has relied on employment data from the Bureau of Labor Statistics
to examine state-by-state economic conditions. These data are rel-
atively timely and are of high quality. Table 6 shows year-over-
year employment growth over the last four quarters. For the
nation as a whole, after eight consecutive quarters of decline, em-
ployment grew for the fourth quarter in a row by a modest 0.8
percent in the April-June quarter of 2011. On a year-over-year ba-
sis, employment declined in eight states: Alabama, Georgia, Indi-
ana, Kansas, Maryland, Nevada, New Jersey, and New Mexico.
North Dakota and Texas reported the largest growth in employ-
ment at 4.1 and 2.2 percent, respectively. Seven states reported
growth of over 1.5 percent.

All regions reported growth in employment, but the growth is
not evenly distributed among the regions. The Southeast region

¥ 4
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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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Table 6. Nonfarm Employment, By State reported the weakest growth in employment at 0.3

Last Four Quarters, Year-Over-Year Percent Change . .
2010 2011 percent. The Southwest region reported the largest in-
July-Sep _ OctDec  Jan-March April-June | crease in employment at 1.7 percent followed by the
szegnztlzfj o o " °% | New England region reporting 1.1 percent growth.
Connecticut 0.0) 05 16 10 The employment data are compared to the same
Maine (04) 0.2 10 05| period a year ago rather than to preceding months. If
M husett: 0.8 0.7 0.6 1.2 . . . .
New Hampehire o1 05 i Lo | employment begins to decline relative to earlier
Rhode Island 0.6 0.2 03 10 | months, it can still be higher than its value a year ago.
"\;?c’im/ft’l“ ; g-g ég (2); éi What we are likely to see in the employment data in
10-, antic . . . . . .
Delaware 06 02 11 0o such a case is a slowing rate of year-over-year growth
Maryland 03 0.4 0.7 (0.4), when the economy begins to decline relative to recent
o Jereey o 0 ) ©! months. The coincident indexes presented below can
Pennsylvania 0.8 0.9 16 11| be compared more easily to recent months and thus
(ﬁfeat Lakes 8-5 g; 1-2 10| can provide a more-intuitive picture of a declining
lllinois 1 . 1. 11
Indiana e 0.9 10 02| economy. Bgth sets of da.ta are us.eful.
Michigan 0.9 0.9 17 15 Economists at the Philadelphia Federal Reserve
o o o o .2 Bank developed broader and highly timely measures
Plains ©.1) 0.2 0.6 07 | known as “coincident economic indexes” intended to
lowa (0.4) 0.4 0.9 06 | provide information about current economic activity
K 0.4 0.4 0.5 0.4 .. e . . .
e (O 2) (O 4) (0 8) (O 7) in individual states. Unlike leading indexes, these
Missouri (0.6) (0.4) 0.1 04 | measures are not designed to predict where the econ-
Eebt;asDki t (2-? gg i-j i-i omy is headed; rather, they are intended to tell us
or akota . . . . . .
South Dakota 03 08 10 04 Where we are now.% They are modeled on a similar
Southeast 0.0 03 08 0.3 | measure for the nation as a whole, but due to limited
flabama e > ! O availability of state-level data they are focused on la-
Florida ©.1) ©0.1) 05 04 | bor market conditions, incorporating information
Georgii 04) (0.0) 0.2 04| from nonfarm payroll employment, average hours
Kentucky 0.6 1.0 1.8 1.2 . .
Lovisiana ©.5) 00 09 og  Wworked in manufacturing, Fhe unemployment re}te,
Mississippi ©02) 0.6 12 01| and real wage and salary disbursements. These in-
nonh Carolna 0 00 > 22| dexes can be used to measure the scope of economic
Tennessee 08 09 11 05| decline or growth.
Virginia 03 0.2 12 0.3 Figure 5 and Table 7 show state-by-state variation
West Virgini 1.0 1.0 1.0 0.6 . . . ..
ot o L3 L L, | inrelative economic activity as of August 2011. Seven-
Arizona (1.5) (0.6) 0.2 03| teen states showed decline in economic activity, with
pen Mexio 82; O Q2 9] Michigan and Nevada reporting the largest declines at
anoma . . . . . N
Texas 12 20 22 22| 1.7 and 1.3 percent, respectively. Wyoming reported
Rocky Mountain (0.1) 0.3 10 09 | the largest increase at 1.8 percent followed by Massa-
Fowrado Egg (g'é) > o4 chusetts at 1.4 percent.
Montana (0.0) (0.0) 04 11 The number of states reporting declines in eco-
Utah (0-4) g; 1-2 L7| nomic activity has grown considerably since May
Wyoming 0.0 . 1. 1.7 .
Far West ©.3) 02 13 0o 2011.In the month of April 2011 only one state re-
Alaska 13 22 26 17| ported declines in economic activity. The number of
caltormnia Eg'g o2 o %3] states reporting declines in economic activity in-
Nevada (1.6) (1.4) (0.0) ©0.3)| creased to 10 in the month of June, to 16 in July, and to
Oregon (0.1) 0.6 18 13 17 in August. The data underlying these indexes are
Washington (0.8) (0.0) 1.1 0.9 . o . . .
Source: Bureau of Labor Statistics, analysis by Rockefeller Institute. sub]ect to revision, and SO tentatlve COHCIUSIOHS dI'an'l

now could change at a later date. Moreover, this anal-
ysis is based on economic activity compared to three
months earlier. If we look at state economic activity compared to a
year earlier, then declines are reported in four states.
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Figure 5. In August: 17 States Had Declining Economies

Percent Change in State Coincident Economic Index vs. Three Months Earlier
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PIT, Overall Tax Revenues Show Strong Growth in Second Quarter

Figure 6 shows
consumption of du-
rable goods,
nondurable goods,
and services. The
decline in con-
sumption of dura-
ble and nondurable
e | goods during the
recent downturn
wo | was much sharper
than in the last re-
cession. Consump-
tion of both durable
and nondurable
goods has been
weakening in the
recent months,
while consumption

stagnant for the same period.

Figure 6. Consumption of Durable and Nondurable Goods Once Again Declining

Percent Change in Consumption vs. Year Ago
Adjusted for Inflation - Percent Change of Three-Month Average
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Source: U. S. Bureau of Economic Analysis , National Income and Product Accounts, Table 2.8.6.
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of services re-
mained relatively

Figure 7 shows the year-over-year percent change in the fed-
eral government’s seasonally adjusted, purchase-only house price
index from 1992 through the second quarter of 2011. As Figure 7
shows, the trend in housing prices has been downward since
mid-2005, with steeply negative movement from the last quarter
of 2004 through the end of 2008. While housing prices strength-

ened in 2009 and 2010, the
direction of change has
again been negative for the
past year and declined once
again over the last four
quarters. The states in the
West continue to see the
largest declines in the hous-
ing price index.

Tax Law Changes
Affecting This Quarter

Another important ele-
ment affecting trends in tax
revenue growth is changes
in states’ tax laws. During
the April-June 2011 quarter,
enacted tax changes in-
creased state revenue by an
estimated net of $2.9 billion
compared to the same pe-
riod in 2010.6 Personal
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: Declining in Seventeen States

Table 7. State Economic Activi

State Indexes of Economic Activity
States are Sorted by Percent Change vs. 3 Months Ago
Coincident index Percent change Percent change
State August 2011 vs. 1 year ago vs. 3 months ago
(July 1992=100) (August 2010) (May 2011)
Wyoming 176.6 4.1 1.8
Massachusetts 173.8 4.6 1.4
Minnesota 155.6 2.9 1.3
Rhode Island 151.6 3.6 11
Utah 186.9 35 1.0
South Dakota 160.0 2.0 0.9
North Dakota 178.8 8.3 0.9
Texas 1745 3.7 0.9
Maine 136.2 19 0.9
New Jersey 148.7 1.7 0.8
Idaho 189.7 15 0.7
Colorado 172.0 1.7 0.7
West Virginia 159.6 1.7 0.7
Louisiana 125.1 11 0.7
New York 146.5 25 0.6
Washington 150.3 21 0.6
Arizona 178.2 1.7 0.6
Connecticut 156.3 25 0.6
Wisconsin 138.5 25 0.4
Oklahoma 150.5 3.7 0.4
New Hampshire 184.7 3.3 0.4
Kentucky 138.9 2.1 0.4
New Mexico 164.1 2.0 0.3
United States 153.1 25 0.3
California 151.3 2.7 0.3
lowa 144.4 1.6 0.3
Kansas 137.5 0.5 0.3
Tennessee 144.6 15 0.3
Nebraska 155.8 2.3 0.2
Ohio 137.9 35 0.2
Mississippi 141.1 13 0.2
Missouri 131.8 1.3 0.1
Florida 143.1 1.0 0.1
Vermont 144.3 2.3 0.1
Maryland 144.2 1.2 (0.0)
Arkansas 139.6 0.2 (0.1)
Hawaii 103.8 0.8 (0.1)
Oregon 188.6 3.7 0.2)
Alaska 121.1 0.6 (0.2)
Alabama 127.3 (0.5) (0.2)
Delaware 139.2 0.1 (0.3)
Virginia 146.1 0.4 (0.4)
Georgia 159.1 (0.1) (0.4)
Pennsylvania 140.8 25 (0.4)
North Carolina 153.0 0.7 (0.4)
lllinois 139.3 1.5 (0.5)
Montana 153.5 0.3 (0.5)
South Carolina 146.7 1.3 (0.6)
Indiana 138.0 0.8 (0.9)
Nevada 175.1 (1.4) (1.3)
Michigan 122.6 3.0 (1.7)
Source: Federal Reserve Bank of Philadelphia.

were quite sharp.
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income tax increases accounted for approxi-
mately $1.7 billion. Most of the increase is at-
tributable to Illinois, where legislated changes
increased the personal income tax by an esti-
mated $1.4 billion. In a single state, California,
legislated changes increased the motor fuel tax
by an estimated $629 million and corporate in-
come tax by an estimated $237 million, but de-
creased the sales tax by an estimated $688
million due to exemptions for gasoline. Legis-
lated changes in Arizona were also significant
for the sales tax due to the one percent increase
in the statewide sales tax. The net impact is
that the increase in nominal tax revenue de-
scribed in this report would have been slightly
smaller, if not for the legislated tax changes.

In total, 21 states cut personal income
taxes, 20 states cut corporate income taxes, and
12 states cut general sales taxes. The impact of
such cuts is particularly significant for Califor-
nia, New York, and North Carolina. Lawmak-
ers in California and North Carolina allowed a
1 percent temporary sales tax rate increase to
expire, which will result in a projected revenue
reduction of $4.5 and $1 billion, respectively.
In California, lawmakers also allowed a 0.25
percent temporary personal income tax in-
crease to expire as well as allowed a reduction
in the dependent care credit to expire, with the
total projected loss of $2.6 billion. The lawmak-
ers in New York approved expiration of tem-
porary income tax surcharge on high-income
taxpayers beginning of December 2011, which
will result in a projected revenue loss of $1.7
billion.”

The Impact of Two Major Taxes

States rely on the sales tax for about 30 per-
cent of their tax revenue, and it was hit far
harder during and after the last recession than

in previous recessions. Retail sales and consumption are major
drivers of sales taxes. Figure 8 shows the cumulative percentage
change in inflation-adjusted retail sales in the 48 months follow -
ing the start of each recession from 1973 forward.® Real retail sales
in the Great Recession (the solid red line) plummeted after De-
cember 2007, falling sharply and almost continuously until De-
cember 2008, by which point they were more than 10 percent
below the pre-recession peak. This was deeper than in most reces-
sions, although the declines in the 1973 and 1980 recessions also

www.rockinst.org
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While real retail sales
Seasonally Adjusted Purchase-Only House Price Index Through Second Quarter of 2011 have been I‘ising from their
12% lows for more than two
10% N years now, they are still
o / \ about 3 percent below their
N \ prerecession peak.
o /" \ States on average count
4% on the income tax for about
2% A,M \ 36 percent of their tax reve-
- \ nue. Employment and asso-
\ ciated wage payments are
o \ [\7\ major drivers of income
4% \ / \ taxes. Figure 9 shows the
-6% cumulative percentage
- \\ / change in nonfarm employ-
ment for the nation as a
o whole in the 48 months fol-
B S Y lowing the start of each re-
R \g‘g" il ,3‘5\ R ,\/QQQ ,L@\ ,Le& ,Lo& ,‘9& ,L@(O ,@“b ,Loé\ ,L@q’ ,@@ ,LS‘Q ,LQ’*\ cession from 1973 forward.®
Source: U.S. Federal Housing Finance Agency. The last point for the 2007

recession is August 2011,
month 44. As the graph shows, the 5 percent employment drop as
of August 2011 is still far worse than declines seen in and around
previous recessions. Moreover, employment remained stagnant
for the last 17 months, showing a decline between 5 and 6 percent.
The trends depicted in Figure 9 suggest that it may take several
years before employment reattains its prerecession peak.

The Full Picture for

Figure 8. Real Retail Sales Have Stabilized But Are Still About 3% Below Peak Fiscal 2011
b Real Retail Sales in Selected Recessions With April-]une COHeC-
1973 ==—=1980 =4—1990 =4=—2001 ===—2007 ﬁom rec tiOl’lS Nnow on the bOOkS, the
10 NN

totality of the states’ fiscal

: teo0rec | 2011 has come into clear fo-
° / A\ﬁ/\\r“/\/\/kl /% cus. As Tables 10 and 11 in-
4 A /[ dicate, total tax revenues as
2 I \WA\(A /’\w/"\ f“’/ ,.bg/w well as tax revenues from
LA I Y Y Mf\/’f_/ %% all three major sources
};,,/V\/‘V / showed broad and strong

. \XV\M.‘\ W A, growth in fiscal 2011. Forty
“ M/ N~ // / \/AOEE of 41 states with broad-

6 P based personal income tax

:8 \/ \\\\//\\T/\ f\J ~\ / ) reported growth in per-

Cumulative % change since start of recession
N
<]

14 e .
A sonal income tax collec-

-10 . . .
\/\_/—/ \V \V o4 tions with the national
2 average at 11.4 percent.
u Forty-two of 45 states with
0 2 4 6 8 10 12 14 16 18 20 22 24 26 28 30 32 34 36 38 40 42 44 46 48
onthe s _ broad-based sales tax col-
onths since start of recession X .
Sources: Cleveland Federal Reserve Bank (pre-1990 retail sales), Census Bureau (1990+), and Bureau of Labor Statistics (CPI). leCtlonS reported grOWth m
total sales-tax collections,
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Figure 9. Emp

loyment Decline Approaching Four Years’ Duration
Nonfarm Employment in Selected Recessions

PIT, Overall Tax Revenues Show Strong Growth in Second Quarter

with the average at 4.6 per-

—==1973 =+—1980 =+—1990 =—4—2001 =—=—2007

cent. Finally, all states but
Hawaii reported growth in

/ total tax collections with

/ the national average of 8.4

s percent.
/ P With these figures,

/ / however, tax collections
// / .| were still below the levels

Pl ~ 1 of three years ago. Relative
to fiscal 2008, personal-

income tax collections
< — were down 7.2 percent;

Cumulative % change since start of recession
o

sales tax, 2.8 percent; and
total tax revenues, 2.8 per-

cent. In response to the
Great Recession, many

states took unwanted but

Source: Bureau of Labor Statistics (CES).
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Months since start of recession

necessary actions to bal-
ance budgets — steps such

Rockefeller Institute

as tax increases, cuts in
public services, and reduc-
tions in employee compensation. Most have also drawn heavily
from rainy day funds, and many have used steps such as agency
consolidations and employee furloughs to achieve some relatively
modest savings. However, such actions served as temporary solu-
tions and while they helped to balance budgets, they also pushed
some fiscal problems into subsequent fiscal years.

Looking Ahead

Preliminary data for the July-August months of 2011 suggest
that tax conditions continued to improve in the third quarter, al-
though the strength in revenue growth has moderated to a level
that is closer to long-term averages during the first two months of
the third quarter. With early data for July-August 2011 now avail-
able for 41 states, tax revenue increased by 6.8 percent compared
to the same months of the previous year. According to the prelim-
inary data, personal income tax collections grew by 9.8 percent
and sales tax collections by 3.6 percent.

However, recent evidence of weakness in the economy raises
serious new concerns for states. Strong gains in state tax collec-
tions since late 2010 have been driven by both economic growth
and legislated tax increases. In recent months, growth in tax reve-
nues has been significantly and unsustainably stronger than
growth in the economy. Some states are reporting revenues below
the projections that policymakers made when finalizing budgets a
few months ago.10 If the economy continues to show weakness
during the second half of 2011 and into early 2012, revenue
growth will likely soften as well.
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Table 8. State Tax Revenue, April-June, 2010 and 2011 ($ in millions

April-June 2010 April-June 2011

PIT CIT Sales Total PIT CIT Sales Total
United States 72,529 13,855 61,122 205,348 84,505 16,503 62,875 227,621
New England 6,560 976 2,939 14,259 7,716 1,111 2,974 15,685
Connecticut 2,467 209 1,098 4,798 2,775 327 1,143 5,270
Maine 469 55 328 1,194 505 65 320 1,230
Massachusetts 3,144 457 1,238 5,729 3,856 499 1,234 6,571
New Hampshire 41 183 NA 532 47 157 NA 489
Rhode Island 276 42 200 733 332 33 200 776
Vermont 163 29 74 1,274 201 30 78 1,348
Mid-Atlantic 17,398 2,611 8,743 37,843 20,653 3,598 8,630 43,137
Delaware 228 67 NA 896 277 126 NA 1,001
Maryland 1,889 261 1,318 4,604 1,961 296 1,349 4,958
New Jersey 3,643 878 2,415 8,995 4,342 1,164 1,797 10,865
New York 8,685 770 2,782 14,309 10,969 1,167 2,973 17,228
Pennsylvania 2,953 635 2,228 9,039 3,104 845 2,511 9,085
Great Lakes 10,124 1,910 8,918 29,054 13,096 2,406 9,466 32,824
Illinois 2,703 971 1,776 7,771 4,489 1,406 1,889 9,873
Indiana 1,293 344 1,526 4,050 1,593 368 1,611 4,456
Michigan 1,584 224 2,370 5,500 1,836 264 2,566 5,985
Ohio 2,526 86 1,876 6,707 2,949 96 1,987 7,212
Wisconsin 2,019 285 1,370 5,026 2,229 271 1,414 5,298
Plains 5,698 653 3,821 14,190 6,393 767 4,034 16,046
lowa 725 96 547 1,846 798 140 565 1,992
Kansas 1,017 120 525 2,034 960 79 653 2,549
Minnesota 2,000 210 1,354 5,234 2,446 242 1,283 5,703
Missouri 1,385 142 744 2,872 1,414 186 762 2,941
Nebraska 468 44 325 1,060 590 50 369 1,237
North Dakota 103 35 154 835 185 64 202 1,294
South Dakota NA 7 171 310 NA 5 200 331
Southeast 11,152 2,846 14,782 40,299 12,765 3,139 15,378 43,144
Alabama 609 129 543 1,937 720 129 558 2,091
Arkansas 640 103 655 1,849 708 134 669 1,960
Florida NA 648 4,594 8,568 NA 685 4,842 8,912
Georgia 2,009 252 1,258 4,062 2,113 186 1,331 4,184
Kentucky 925 161 728 2,572 1,050 225 740 2,810
Louisiana 596 60 713 2,104 680 228 774 2,428
Mississippi 495 73 839 2,033 531 82 868 2,107
North Carolina 2,175 408 1,584 5,670 2,698 461 1,570 6,247
South Carolina 703 70 908 2,184 820 76 996 2,378
Tennessee 145 425 1,588 3,180 158 455 1,667 3,282
Virginia 2,369 393 1,101 4,826 2,743 352 1,086 5,319
West Virginia 485 123 271 1,312 546 128 276 1,425
Southwest 1,440 308 7,435 18,629 2,029 391 8,198 20,859
Arizona 485 204 1,417 2,858 859 236 1,572 3,453
New Mexico 285 20 406 1,284 367 21 445 1,517
Oklahoma 670 85 522 1,980 802 134 576 2,280
Texas NA NA 5,090 12,508 NA NA 5,605 13,610
Rocky Mountain 2,581 361 1,340 6,314 2,889 428 1,446 6,898
Colorado 1,263 154 511 2,369 1,418 166 541 2,601
Idaho 357 42 278 866 391 73 284 959
Montana 241 49 NA 755 289 64 NA 812
Utah 720 115 405 1,527 791 125 461 1,660
Wyoming NA NA 146 797 NA NA 161 867
Far West 17,576 4,190 13,144 44,760 18,964 4,663 12,748 49,027
Alaska NA 340 NA 1,256 NA 353 NA 2,413
California 15,622 3,638 9,105 33,532 16,781 4,083 9,207 35,928
Hawaii 401 44 573 1,228 412 52 653 1,383
Nevada NA NA 1,079 2,387 NA NA 1,148 2,604
Oregon 1,553 167 NA 2,245 1,770 175 NA 2,562
Washington NA NA 2,388 4,111 NA NA 1,741 4,137
Source: U.S. Census Bureau.
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Table 9. Quarterly Tax Revenue by Major Tax Moreover, lawmakers cut taxes and allowed tempo-

April-June, 2010 to 2011, Percent Change . ..

o o Sales Tora | TAry tax increases to expire ina number of states. Such
United States 65 o1 29 08| changes will limit revenue growth compared to what
New England 176 138 12 100/ would otherwise be expected, even if the economy per-
Connecticut 125 56.3 4.1 99| forms well.
m';zchusens 2;2 12:2 E(z)::g ljj As always, the outlook for state revenues depends pri-
New Hampshire 16.4 (14.4) NA (7.9 marily on the economy. If another recession emerges — a
Rhode Island 206  (222) (0.5) 60| possibility, but not yet likely, according to most econo-
Vermont 22.9 3.7 45 58| mists — tax collections could move back into negative ter-
Mid-Atlantic 18.7 378 (1.3) 40| . .
Delaware 216 683 NA 117| Titory even bgfore mak.mg up for the deep losses of the
Maryland 38 135 24 77| Great Recession. A variety of factors appear to make con-
New Jersey 192 326  (256) 208 tinuation of weaker growth the most likely scenario for
New York 263 515 6.9 2041 the coming year. Such factors include continued troubles
Pennsylvania 5.1 33.0 12.7 05| . . . . .l
Great Lakes 293 260 62 130 1N housing markets, weak consumer confidence, signifi-
llinois 66.1 448 6.4 27.1| cant economic challenges elsewhere in the global market-
Indiana 23.2 6.7 5.6 100 place, and small chance of any major stimulative action in
Michigan 15.9 18.1 8.2 8.8 Washington.
Ohio 16.8 12.4 5.9 75 . .
Wisconsin 104 “7) 30 54 In such an environment, state revenues might be ex-
Plains 122 175 56 131| pected to rise at a pace that would match the relatively
lowa 10.1 46.5 3.3 79| modest expenditure growth most states built into their fis-
Kansas (56) (339 243 254 cal 2012 budgets. If the economy does falter in coming
Minnesota 22.3 15.0 (5.3 9.0 .
Vissour ’1 314 24 ,,| months, however, budget shortfalls and midyear spend-
Nebraska 26.2 15.0 13.4 16.7| ing cuts would likely return to state capitals as well.
North Dakota 80.0 86.4 313 55.0
South Dakota NA (27.9) 17.1 6.8
Southeast 14.5 10.3 4.0 7.1
Alabama 18.2 0.1) 2.7 7.9
Arkansas 10.6 29.8 2.1 6.0
Florida NA 56 5.4 4.0
Georgia 5.2 (26.4) 5.8 3.0
Kentucky 135 39.8 1.7 9.3
Louisiana 14.0 278.6 8.7 15.4
Mississippi 7.1 13.3 35 3.6
North Carolina 24.0 129 (0.9 10.2
South Carolina 16.5 7.5 9.6 8.9
Tennessee 8.5 6.9 5.0 3.2
Virginia 15.8 (10.5) 1.3) 10.2
West Virginia 125 4.5 21 8.6
Southwest 40.9 26.8 10.3 12.0
Arizona 773 15.8 11.0 20.8
New Mexico 28.8 5.1 9.7 18.2
Oklahoma 19.8 58.2 10.4 15.2
Texas NA NA 10.1 8.8
Rocky Mountain 11.9 18.8 7.9 9.3
Colorado 12.3 7.4 5.8 9.8
Idaho 9.4 72.4 2.1 10.7
Montana 19.9 314 NA 75
Utah 9.9 8.9 13.8 8.7
Wyoming NA NA 10.4 8.8
Far West 7.9 11.3 (3.0) 95
Alaska NA 3.9 NA 92.1
California 7.4 12.2 11 7.1
Hawaii 27 16.7 139 12.6
Nevada NA NA 6.4 9.1
Oregon 14.0 4.4 NA 14.1
Washington NA NA (27.1) 0.6
Source: U.S. Census Bureau.
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Table 10. State Tax Revenue, FY 2010 and FY 2011 ($ in millions

July 2009 - June 2010 July 2010 - June 2011

PIT CIT Sales Total PIT CIT Sales Total
United States 235,423 38,308 224,480 697,336 262,178 43,161 234,809 755,570
New England 18,681 3,224 9,871 42,907 21,164 3,575 10,271 46,626
Connecticut 5,769 508 3,146 12,344 6,475 673 3,252 13,464
Maine 1,303 175 990 3,478 1,421 209 1,003 3,666
Massachusetts 10,128 1,835 4,626 19,874 11,604 1,938 4,878 21,937
New Hampshire 82 500 NA 2,160 83 520 NA 2,183
Rhode Island 910 122 798 2,563 1,026 130 812 2,705
Vermont 489 85 311 2,488 556 105 326 2,670
Mid-Atlantic 61,679 8,459 30,812 132,346 66,762 9,801 32,145 145,688
Delaware 853 142 NA 2,763 962 290 NA 2,991
Maryland 6,200 891 3,754 14,970 6,240 776 3,897 15,476
New Jersey 10,323 2,047 7,898 25,902 11,234 2,344 7,525 28,678
New York 34,950 3,729 10,763 58,195 38,494 4,412 11,772 66,197
Pennsylvania 9,352 1,649 8,397 30,516 9,831 1,978 8,952 32,346
Great Lakes 32,346 4,971 32,954 101,428 38,249 6,204 34,982 111,009
lllinois 9,433 2,687 6,860 27,783 12,302 3,657 7,421 32,316
Indiana 3,868 597 5,941 13,609 4,584 717 6,270 14,713
Michigan 5,366 693 9,140 22,239 6,158 721 9,413 23,308
Ohio 7,887 142 7,069 23,428 8,820 237 7,769 25,325
Wisconsin 5,792 852 3,944 14,369 6,386 872 4,109 15,346
Plains 17,740 1,741 14,115 47,422 19,541 2,149 15,167 52,545
lowa 2,470 186 1,964 6,326 2,664 250 2,082 6,791
Kansas 2,688 352 2,153 6,496 2,706 252 2,487 7,444
Minnesota 6,458 722 4,427 17,209 7,482 1,004 4,657 18,966
Missouri 4,327 207 2,919 9,736 4,534 324 2,973 10,143
Nebraska 1,495 154 1,307 3,705 1,722 145 1,383 4,015
North Dakota 304 88 604 2,645 433 161 776 3,822
South Dakota NA 31 742 1,304 NA 15 808 1,364
Southeast 39,949 7,907 54,717 145,368 43,500 8,057 57,131 152,707
Alabama 2,488 427 2,067 8,018 2,763 411 2,164 8,449
Arkansas 2,091 385 2,615 7,258 2,270 377 2,737 7,666
Florida NA 1,793 17,535 31,530 NA 1,870 18,378 32,507
Georgia 7,022 685 4,779 14,666 7,673 672 5,105 15,774
Kentucky 3,154 384 2,794 9,562 3,418 517 2,896 10,201
Louisiana 2,250 435 2,679 8,426 2,388 264 2,881 8,505
Mississippi 1,352 316 2,849 6,292 1,398 348 2,913 6,618
North Carolina 9,134 1,294 5,857 21,481 9,869 1,092 6,185 22,370
South Carolina 2,179 129 2,725 6,729 2,408 209 2,794 7,181
Tennessee 172 902 6,177 10,457 190 1,069 6,468 11,021
Virginia 8,659 790 3,543 16,261 9,531 798 3,461 17,285
West Virginia 1,447 366 1,096 4,689 1,593 431 1,148 5,131
Southwest 5,155 686 28,682 61,485 6,103 1,376 30,990 67,493
Arizona 2,101 413 5,329 10,827 2,711 852 5,695 12,238
New Mexico 787 53 1,719 4,172 914 168 1,896 4,904
Oklahoma 2,267 219 1,982 7,024 2,478 356 2,192 7,743
Texas NA NA 19,652 39,461 NA NA 21,207 42,607
Rocky Mountain 7,978 798 5,413 20,409 8,821 925 5,877 22,302
Colorado 4,089 360 2,042 8,249 4,541 384 2,174 8,989
Idaho 1,069 98 1,127 2,952 1,169 170 1,187 3,262
Montana 715 93 NA 2,143 813 124 NA 2,304
Utah 2,105 246 1,639 5,092 2,298 248 1,844 5,476
Wyoming NA NA 605 1,974 NA NA 673 2,272
Far West 51,895 10,523 47,916 145,971 58,036 11,074 48,245 157,200
Alaska NA 643 NA 4,512 NA 727 NA 5,278
California 45,422 9,446 33,433 107,309 51,302 9,804 33,621 116,025
Hawaii 1,528 80 2,316 4,828 1,241 74 2,496 4,821
Nevada NA NA 2,559 5,922 NA NA 2,713 6,132
Oregon 4,946 354 NA 7,272 5,493 469 NA 8,108
Washington NA NA 9,607 16,128 NA NA 9,416 16,836
Source: U.S. Census Bureau.
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Table 11. FY Tax Revenue by Major Tax

FY 2010 vs. FY 2011, Percent Change About The Nelson A. Rockefeller Institute
United State P'L y C'IN Sa'ej - Tma; - of Government’s Fiscal Studies Program
New England 13.3 10.9 4.1 8.7 The Nelson A. Rockefeller Institute of Govern-
Connecticut 12.2 325 34 9.1 ment, the public policy research arm of the Univer-
m?;chusens 1?1'2 12‘2 ;‘51 13‘2 sity at Albany, State University of New York, was
New Hampshire 0.9 4.0 NA 11 established in 1982 to bring the resources of the
Rhode Island 12.7 6.8 17 5.6 64-campus SUNY system to bear on public policy
\’\;?ém:trl“ ; 12-; ig-g i-; 13? issues. The Institute is active nationally in research
1a- antic . . . . . .
Delaware 128 1040 NA 63 and special projects on the role of state govern-
Maryland 0.6 (13.0) 3.8 3.4 ments in American federalism and the management
New Jersey 8.8 14.5 4.7) 10.7 and finances of both state and local governments in
E:anZ;U;nia 12'1 ;g'g Z'g 12‘(7) major areas of domestic public affairs.
Great Lakes 18.3 24.8 6.2 9.4 The Institute’s Fiscal Studies Program, origi-
lliinois 30.4 36.1 8.2 163 | nally called the Center for the Study of the States,
'”d'sna 185 20.1 55 811  was established in May 1990 in response to the
Michigan 14.8 4.0 3.0 4.8 .. ;
Ohio 9 118 66.7 0.9 81 growing importance of state governments in the
Wisconsin 10.3 24 42 6.8 American federal system. Despite the ever-growing
Plains 10.2 235 7.5 108 | role of the states, there is a dearth of high-quality,
'}?"Va 3'3 ég'g) 12'2 11'2 practical, independent research about state and lo-
ansas . . . . .
Minnesota 15.9 39.1 5.2 10.2 cal programs and finances.
Missouri 4.8 56.4 18 42 The mission of the Fiscal Studies Program is to
Nebraska 152 (6.1) 5.9 8.4 help fill this important gap. The Program conducts
ggm DDzkattZ 42,;; (212) 22.2 43'2 research on trends affecting all 50 states and serves
Southeast 8.9 19 a4 50 as a national resource for public officials, the media,
Alabama 11.0 (3.8) 47 5.4 public affairs experts, researchers, and others.
ﬁlfk*"_‘gsas 8N6A (i-g) j-; 22 This report was researched and written by Lucy
orida . . . . .
Georgia 03 18) 68 76 Dadayan, senior policy analyst. Robert B. Ward,
Kentucky 83 34.6 37 6.7 deputy director of the Institute, directs the Fiscal
Louisiana 6.1 (39.5) 7.5 0.9 Studies Program. Rachel Jones, graduate research
L"{'}iﬁ'ﬁig:’;lma :i (12‘2) 2? ii assistant, assisted with data collection. Michael
South Carolina 105 62.3 25 6.7 Cooper, the Rockefeller Institute’s director of publi-
Tennessee 9.9 185 47 54 | cations, did the layout and design of this report,
Virginia 10.1 L1 (2.3) 63 | with assistance from Michele Charbonneau.
West Virgini 10.1 17.6 4.8 9.4
Soejthv\'lfg'a 184 1005 80 08 You can contact Lucy Dadayan at
Arizona 29.0 106.1 6.9 13.0 dadayanl@rockinst.org.
New Mexico 16.2 2155 10.3 17.5
Oklahoma 9.3 62.1 10.6 10.2
Texas NA NA 7.9 8.0
Rocky Mountain 10.6 16.0 8.6 9.3
Colorado 11.0 6.5 6.4 9.0
Idaho 9.4 73.1 5.4 10.5
Montana 13.7 33.0 NA 7.5
Utah 9.2 0.7 125 7.5
Wyoming NA NA 11.2 15.1
Far West 11.8 5.2 0.7 7.7
Alaska NA 13.1 NA 17.0
California 12.9 3.8 0.6 8.1
Hawaii (18.8) (7.3) 7.7 0.1)
Nevada NA NA 6.0 3.5
Oregon 111 325 NA 115
Washington NA NA (2.0) 4.4
Source: U.S. Census Bureau.
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Endnotes

10

We made adjustments to Census Bureau data for twelve states — Georgia, Hawaii, Kansas, Massachusetts,
Mississippi, Nevada, New Hampshire, New Jersey, New Mexico, Rhode Island, Washington, and Wisconsin
— based upon data and information provided to us directly by these states. These revisions together ac-
count for some noticeable differences between the Census Bureau figures and the Rockefeller Institute esti-
mates.

We have adjusted the historical data for local property tax revenue as reported by the Census Bureau, revis-
ing the data for the third quarter of 2008 and earlier periods upward by 7.7 percent, consistent with the
higher level of property tax revenue in the new sample compared with the previous sample, as reported in
the Census Bureau’s “bridge study.” For more information on methodological changes to the local property
tax and the results of the bridge study, please see: http://www?2.census.gov/govs/qtax/bridgestudy.pdf.

Preliminary figures for July-August 2011 are not available for the following nine states: Alaska, Delaware,
Hawaii, Minnesota, Nevada, New Mexico, North Dakota, Utah, and Wyoming. Total tax collections for
these nine states combined represent about 6-8 percent of nationwide tax collections. Therefore, it is unlikely
that the nationwide picture for collections during these two months will change once we have complete data
for all 50 states for the months of July and August of 2011.

See Bureau of Economic Analysis, National Income and Products Accounts Table (Table 1.1.11).

For a technical discussion of these indexes and their national counterpart, see Theodore M. Crone and Alan
Clayton-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 Busi-
ness 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 Macroeconom-
ics Annual (1989): 351-94. The data and several papers are available at
www.philadelphiafed.org/econ/indexes/coincident.

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

See “State Tax Update: August 2011 (preliminary report),” National Conference of State Legislatures, Au-
gust 2011.

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

Michael Cooper, “Warning by States as Tax Revenues Fail to Rebound,” The New York Times, October 20,
2011.
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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 September. For reasons we describe below, we have adjusted Census data for selected
states to arrive at figures that we believe are best-suited for our purpose of examining underlying
economic and fiscal conditions. As a result of these adjustments, we report a year-over-year increase
in tax collections of 10.8 percent in the second quarter, compared with the 10.1 percent increase that
can be computed from data on the Census Bureau’s Web site (www.census.gov/govs/www/qgtax.html).
In this section we explain how and why we have adjusted Census Bureau data, and the conse-
quences of these adjustments.

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
comparable 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 dedi-
cated 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-con-
suming. 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 collections for
a missing state in the current quarter are the same as those for the same state in a previous 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 quar-
ter 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 unre-
solved questions, and will be revised in subsequent quarters when more data are available. As a re-
sult, the historical data from the Census Bureau are comprehensive and quite comparable 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 July and August in 41 states — not
enough to use as the basis for a comprehensive report, but useful in understanding what is happen-
ing to state finances.

In addition, we collect certain information that is not available in the Census Data — figures on with-
holding tax collections and payments of estimated income tax, both of which are important to under-
standing income tax collections more fully.

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 April-June
quarter there were enough large differences for some states that we decided to adjust the Census
data. Table 12 shows the year-over-year percent change in national tax collections for the following
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sources: (1) preliminary figures collected by the Rockefeller Institute that appeared in our “Data
Alert” dated September 1, 2011; (2) preliminary figures as reported by the Census Bureau; and (3)
the Census Bureau’s preliminary figures with selected adjustments by the Rockefeller Institute.

Table 12. Rockefeller Institute Versus Census Bureau Tax Revenue By Major Tax

April-June, 2010 to 2011, Percent Change
PIT CIT Sales Total
RIG Data Alert 16.5 16.5 5.9 114
Census Bureau Preliminary 16.3 20.4 4.8 10.1
Census Bureau Preliminary with RIG Adjustments 16.5 19.1 2.9 10.8

The last set of numbers with our adjustments is what we use as the basis for this report. We
make such adjustments for Georgia, Hawaii, Kansas, Massachusetts, Mississippi, New Hampshire,
New Jersey, New Mexico, Nevada, Rhode Island, Washington, and Wisconsin. For 10 of these 12
states the Census Bureau had not received a response in time for its publication and so used imputed
data that will be revised in later reports. However, the Institute obtained data from all ten; these data
may not be as comprehensive as what would be used by the Census Bureau, but we believe they
provide a better picture of fiscal conditions than imputed data. In addition, the Census Bureau re-
ported preliminary figures for Wisconsin that did not include accruals for the quarter, resulting in
large quarter-over-quarter declines in tax collections for the state. For Wisconsin, more recent infor-
mation was then obtained by the Rockefeller Institute. Finally, we revised sales and total tax collec-
tions for Nevada based on information obtained from state officials.
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