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Overview

= The drivers behind state fiscal boom in 2021

= Long-term trends in state personal income tax revenues

= Capital gains and the stock market

= Trends in personal income tax revenues since the Great Recession

= |s the boom over? Early signs of weakness in personal income tax revenues
* Trends in (un)employment and wages

= Demographic trends and its implications for personal income tax revenues
= What's ahead for state budgets?
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The state fiscal boom auring the second year of
COVID-19 s

= [nflation, inflation, inflation

= Supply chain bottlenecks and unprecedented labor shortages drove annual inflation to 4.7%
in 2021, a 30-year high. Current inflation rates are above 8%

= The pandemic increased spending on taxable goods
= Robust stock market

= |In 2021, the S&P 500 stock index rose by 33%, the fastest annual rate since 1983.
= |PO bonanza

= The IPOs boomed in 2021, with companies raising billions through listings.

= Anticipation of federal tax rate hikes

= The Biden administration stated plans to hike the tax rate on corporations (from 21% to 28%)
& on capital gains (from 20% to 39.6% for taxpayers making more than $1 million a year)
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Long-term trends in personal income tax revenues
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Personal income tax revenues as share of total
taxes doubled in the past 50 years

State government personal income taxes and sales taxes as share of total taxes, 1971-2021
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State government personal income tax revenues
as share of GDP

State government personal income taxes as share of GDP, 1971-2021
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State personal income tax revenues became far
more volatile since 2000’s

Year-over-year real percent change in state government personal income taxes, 1971-2021
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Growth in personal income, adjusted gross
income, and major AGI components

2013 2014 2015 2016 2017 2018 2019

Personal income 1.3% 5.5% 4.7% 2.6% 4.6% 5.0% 5.1%
AGI -0.3% 7.2% 4.6% 0.5% 7.8% 5.8% 2.7%
Wages and salaries 2.3% 4.3% 5.1% 1.7% 5.1% 4.4% 4.6%
Capital gains income -19.5% 43.2% -0.3% -10.9% 38.3% 8.1% -6.5%
Partnership & S-corporation income -1.2% 9.6% 8.2% -0.2% 8.3% 1.0% 0.3%
All other elements of AGI -3.1% 6.9% 3.3% 0.6% 7.5% 12.0% 0.6%
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Capital gains and the stock market
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Long-term trends in GDP vs in S&P 500

Year-over-year percent change in GDP vs in S&P 500

e GDP e S&P 500 @ eeeeees Linear( GDP)  ceeeees Linear ( S&P 500 )
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Most recent trends in GDP vs in S&P 500

Year-over-year percent change in GDP vs in S&P 500

50%

- GDP

— S&P

10 zeoe
€0 T20¢
10 1202
0z0C
0zoc
€0 6T0C
10 6T0C
€0 8102
10 8102
€0 LT02
1O LT0Z
€0 9102
910¢C
€0 STO0Z
10 STO0Z
€0 vT02
10 ¥T02
€0 €102
10 €102
€0 2102
1O 2102
€0 TT0C
1O 1102
€0 0TO0Z
10 0T0Z

€0 £002
10 £00Z
€0 9002
TO 9002

0%

40%
30%
20%
10%
-10%

-20%

-30%

-40%

-50%

WWW.TAXPOLICYCENTER.ORG



Capital gains are volatile

Capital gains as percentage of GDP
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Capital gains are loosely related to the stock
market

Year-over-year percent change in capital gains realizations vs S&P 500
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gains dependence

Income-tax states ranked by a measure of capital

. . Top capital Rank (1=highest), Personal . . Top capital  Rank (1=highest), Personal
Capital gains gains tax rate  considering capital income tax as Capital gains gains tax rate  considering capital income tax as
State as share of . State as share of ins share & t h f total
AGI (2019) on corporate gains share & top share of total AGI (2019) on n_:orporate gains share & top share of total
equities (2021) rate together taxes (2021) equities (2021) rate together taxes (2021)
United States 7.18 5.90 39.9 Kfln‘?ﬂ? 5.97 5.70 21 39.7
California 8.26 13.30 1 5%.0 Vlrglmla 3.86 5.75 22 52.8
New York 8.81 8.82 2 588 Georgia 5.78 5.75 23 511
Vermont 8.06 8.75 3 30.1 III|_nn|s 6.60 4.95 24 39.4
Connecticut 8.92 6.99 4 465  Arizona 6.93 4.50 25 314
New Jersey 5.55 10.75 5 38.5 '[‘)";?:;l;fr'e i-gé g-gg %g g;é
Montana 8.5 6.0 é 487 North Carolina 574 5.25 28 458
Cregon 5.95 9.90 7 63.2
Maryland 5.10 575 29 404
Idaho 7.98 6.93 8 38.0
. Arkansas 496 5.90 30 29.6
Minnesota 5.22 9.85 9 47.7 o
Louisiana 4.67 6.00 31 321
Massachusetts 9.81 5.00 10 54.2 Oklzhoma 491 500 19 133
Utah 9.41 4,95 11 52.8 ) ) ‘
; , Alabama 463 5.00 33 344
Wisconsin 5.49 7.65 12 40.5 Kentucky 4.44 5.00 24 35.7
Nebraska 5.87 6.84 13 450 Michigan 511 425 35 34.8
Maine 5.61 7.15 14 38.1 Ohio 4.49 4.80 26 20.5
lowa 4.68 8.53 15 36.1  North Dakota 7.35 2.90 37 11.5
Colorado 8.67 4.55 16 34.5  Pennsylvania 538 3.07 38 32.2
South Carolina 5.62 7.00 17 411 Mississippi 312 500 29 26.9
Rhode Island 6.43 5.99 18 40.5  West Virginia 2.39 6.50 40 373
New Mexico 6.50 5.90 19 16.0  Indiana 4,16 3.23 41 39.7
Hawaii 5.14 7.25 20 417  Notes: Rank calculated by the Urban Institute by first indexing each state's capital gains share
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Trends in personal income tax revenues since
the Great Recession
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Large fluctuations in personal income tax revenues
driven by volatile estimated payments

Year-over-year percent change in inflation-adjusted personal income tax revenues
(6-month moving averages)
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Trends in personal income taxes

Year-over-year real percent change in total personal income tax revenues
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Trends in withholding taxes
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Trends in estimated taxes

Year-over-year real percent change in estimated payments

60%

B US m US excluding CA&NY

50%

40%

30%

20%

10%

0%

2011

-10%

-20%

-30%

-40%

WWW.TAXPOLICYCENTER.ORG

2012

2013

HCA &NY




Is the fiscal boom over?
Early signs of weakness in personal income tax
revenues
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Early signs of weakness in personal income tax
revenues

Year-over-year real percent change in personal income taxes
(June-August 2022 vs June-August 2021)
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Early signs of weakness in withholding

Year-over-year real percent change in withholding taxes
(June-August 2022 vs June-August 2021)
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Large volatility in estimated payments

Year-over-year nominal percent change in estimated payments and S&P 500 Index
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Large variation in estimated payments across the
states TEC

Year-over-year real percent change in estimated payments

(June-September 2022 vs June-September 2021)
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Trends in (un)employment and wages and the
implications for personal income tax revenues
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Unemployment rates spiked during the recessions, [
while the labor force saw steady declines

TPC

Labor force participation rate
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Year-over-year percent change in average hourly earnings vs inflation (CPI)
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Average hourly earnings increased for all
professions

Average hourly earnings in September 2019 vs September 2022

o ——— 1.4
Professional & business services _ $38.7
Education & heatlth services _ $32.0
Manufacturing | ——— 5312
Other services employment _ $28.7
Trade, transportation & utilities _ $28.0
Leisure & hospitality — $20.3
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e

inflation

for most professions

Percent change in average hourly earnings vs inflation (CPI) from September 2019 to

Inflation (Chained CP1)

Total private employees
Leisure & hospitality

Financial activities

Education & health services
Trade, transportation & utilities
Construction

Professional & business services
Other services employment
Manufacturing

Information

Mining & logging

September 2022

N 14.9%
I 14.5%
N, 2 1.6%
N 1539
N, 1529
I 1 3.0%
I 1 3.3%
I 13.4%
I 13.0%
I 1 1.6%
I  10.5%
I 7.0%

0% 3% 6% 9% 12% 15% 18% 21%
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Demographic trends and its implications for personal
income tax revenues
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and more spending pressures for health care and
pensions

Percent change Share of total population
Age group 2000-2010 2010-2020 2000-2020 2000 2010 2020
Total population 9.6% 6.5% 16.8% 100.0% 100.0% 100.0%
Age 0-4 5.3% -4.4% 0.6% 6.8% 6.5% 5.9%
Age 5-17 1.4% -0.8% 0.6% 18.9% 17.4% 16.2%
Age 18-59 8.5% 1.4% 10.0% 58.1% 57.5% 54.7%
Age 60-64 56.4% 22.4% 91.5% 3.8% 5.5% 6.3%
Age 65+ 15.4% 37.5% 58.7% 12.4% 13.1% 16.9%
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challenge
Population change by age group and by state, 2020 vs 2015

State Total Age0-4 Age5-17 Age18-59 Age60-64  Age 65+
United States 2.7 (3.1) (0.4) (0.1) 9.4 16.8
Alabama 1.4 (0.7) (1.7) (2.0) 8.2 14.7
Alaska (1.0) (10.2) (1.5) (5.2) 2.8 295
Arizona 8.6 (2.7) 2.4 6.7 15.0 239
Arkansas 1.7 (2.5) (0.4) (0.9) 7.0 12.5
California 1.2 (7.9) (1.9) (1.0) 2.8 16.4
Colorado 6.5 (3.2) 0.3 5.2 9.4 23.8
Connecticut (0.9) (3.8) (6.3) (4.1) 10.4 12.4
Delaware 4.7 (1.4) 1.0 (0.7) 17.1 23.2
Florida 7.5 2.5 3.9 4.2 14.9 18.5
Georgia 5.2 (1.8) 0.7 3.1 13.2 21.0
Hawaii (1.1) (10.3) (1.4) (5.0) (0.5) 15.4
Idaho 10.6 (0.1) 5.4 8.9 14.4 26.8
Illinois (2.1) (7.5) (5.8) (5.2) 6.5 13.3
Indiana 2.2 (1.1) (0.7) (0.7) 8.1 15.4
lowa 1.3 (2.1) (0.1) (1.8) 5.6 13.1
Kansas 0.1 (7.2) (1.9) (2.9) 6.3 14.9
Kentucky 1.1 (2.2) (0.7) (2.3) 6.1 14.6
Louisiana (0.5) (5.1) (2.3) (4.4) 7.0 16.6
Maine 1.6 (1.5) (3.8) (2.9) 6.8 17.4
Maryland 1.1 (2.6) (0.3) (2.7) 9.8 16.4
Massachusetts 1.4 (3.6) (3.1) (1.2) 9.5 14.3
Michigan 0.3 (2.4) (4.2) (3.1) 6.8 15.3
Minnesota 3.2 (1.3) 2.1 (0.8) 10.6 18.3
Mississippi (0.8) (5.1) (4.4) (3.9) 6.7 14.2
Missouri 1.3 (2.1) (1.1) (2.2) 9.7 14.0
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State Total Age 0-4 Age 5-17 Age 18-59 Age 60-64 Age 65+
United States 2.7 (3.1) (0.4) (0.1) 9.4 16.8
Montana 4.8 (3.7) 3.2 1.0 4.2 21.2
Nebraska 2.4 (2.2) 21 (0.7) 6.8 14.8
Nevada 9.4 2.3 5.2 7.3 13.5 23.6
New Hampshire 2.2 (2.6) (5.1) (2.1) 14.2 19.9
New Jersey 0.1 (2.0) (2.7) (3.2) 11.1 12.1
New Mexico 0.8 (10.4) (3.6) (2.1) 43 18.6
New York (1.6) (6.1) (4.1) (5.2) 7.7 12.4
North Carolina 5.6 0.7 0.8 3.1 11.7 19.9
North Dakota 1.3 (1.2) 6.5 (3.8) 6.2 15.0
Ohio 0.6 (2.0) (2.6) (2.7) 7.0 13.8
Oklahoma 1.8 (5.2) 0.8 (0.8) 7.5 13.6
Oregon 55 (4.7) 1.2 4.0 0.5 20.7
Pennsylvania (0.1) (3.5) (2.3) (3.7) 6.9 12.4
Rhode Island 0.0 (2.0) (5.0) (3.3) 95 13.4
South Carolina 6.6 0.2 3.1 3.0 11.2 22.8
South Dakota 4.5 (0.9) 5.1 0.2 9.9 18.7
Tennessee 4.4 1.0 0.9 2.0 9.3 16.5
Texas 6.9 (1.1) 4.1 5.3 14.5 21.0
Utah 8.9 (4.4) 4.4 9.5 14.0 245
Vermont (0.4) (7.5) (5.2) (4.6) 2.9 17.7
Virginia 2.7 (1.8) 0.5 (0.7) 9.8 17.8
Washington 7.3 0.5 4.1 5.5 7.0 21.3
West Virginia (3.2) (10.7) (4.0) (7.0) (2.7) 10.8
Wisconsin 1.2 (3.5) (2.6) (2.5) 9.4 17.1
Wyoming (0.7) (12.3) (1.9) (5.6) 5.1 21.7
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What's ahead for state budgets?

= High inflation

= Rising interest rates

= Reduced consumer confidence

= Slowing revenue growth

= |ncreased spending pressures, exacerbated by higher cost
= Absence of additional federal stimulus money

= Unstable market conditions

= High energy and food prices

= Geopolitical uncertainties
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Need more information and detailed 50-state tax
data?

Visit Urban Institute’s State and Local Finance Initiative webpage

Read our State Tax and Economic Review Quarterly Reports, which cover the current status
of state tax revenue performance

Contact me to receive our Monthly State Revenue Highlights by email

Get access to our timely state tax databases, including

= Annual State and Local Government Gambling Revenue Data

Monthly State Government Tax Revenue Data

Monthly State Government Personal Income Tax Data

Quarterly State Government Tax Revenue Data

Annual State Government Tax Revenue Collections versus Official Forecasts

Monthly State Government Marijuana Tax Revenue Data
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https://www.urban.org/policy-centers/cross-center-initiatives/state-and-local-finance-initiative/projects/state-tax-and-economic-review/data-subscriptions
https://www.urban.org/policy-centers/cross-center-initiatives/state-and-local-finance-initiative/projects/state-tax-and-economic-review/data-subscriptions
https://www.urban.org/sites/default/files/2019/11/10/gamblingtaxrevenue_annual.xlsx
https://www.urban.org/sites/default/files/stategovtaxes_monthly_0.xlsx
https://www.urban.org/sites/default/files/stategovpit_monthly_0.xlsx
https://www.urban.org/sites/default/files/stategovtaxesquarterly.xlsx
https://www.urban.org/sites/default/files/stategovtaxrevenueforecasts_0.xlsx
https://www.urban.org/sites/default/files/2019/11/10/stategovmarijuanataxes_monthly.xlsx

Thank you!

Lucy Dadayan

LDadayan@urban.org

a@MMm

\d 202-261-5425
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