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State Challenges During Recessions

• Unstable economic conditions impact 
government revenues

• Tax policy choices may amplify economic 
instability

• Certain government expenditure patterns are 
countercyclical

• Expectations of stable government services –
people still wants schools, roads, prisons, etc. to 
function during a recession
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When Is the Time to Prepare?



States Have Many Tools That Can Be Used to Manage Budget Over Business Cycle

• Structural balance

• Understand revenue and expenditure trends 

• Separately identify ongoing and one-time 
revenues and expenditures

• Cash flow management - timing of spending 
compared to revenues

• Spending reductions

• Revenue adjustments – tax base, tax rate, fees



States Have Many Tools That Can Be Used to Manage Budget Over Business Cycle II

• Budget reserves – broadly defined
• Unappropriated balances

• Operating reserves

• Capital budget - “Working rainy day funds” (cash funding 
capital) and unused bonding capacity

• Nonlapsing balances

• Restricted fund balances

• Formal rainy day funds

• Permanent trust funds



History of How We Got Here

• State tax reform efforts of mid-2000s included 
focus on volatility of state’s revenue sources

• Portfolio theory

• Tax Review Commission

• Tax reform didn’t sufficiently address volatility 
on revenue side, recommended 3-year cycle 
for revenue volatility study with rainy day fund 
sizing recommendation

• Trend revenue

• Stress testing



The Business Cycle Is Real - Utah Revenue Growth Rate History



Revenue Volatility – How To Measure?  What Drives It?
Many goods, such as books, magazines, videos, and CD’s,

are now available in digital form. It is also difficult to

distinguish between the sale of information products and

the sale of information services. For example, is a

customized mailing list a taxable product or a non-

taxable service?  Or when a photographer is retained to

take wedding pictures, is she providing a photography

service or is she really selling the pictures she takes?  The

courts have wrestled with these and similar problems

with varying results. We see no policy reason, however,

why the sales tax consequences should be based on such

distinctions. In fact, if the suggested changes are not

adopted, the likelihood of a growing reliance on the

courts to resolve the disagreements is almost a

guaranteed outcome.

Many services, of course, are provided to businesses.

Those businesses use such services in providing products

to the ultimate consumer. A tax on services to

businesses would exacerbate the “pyramiding” problem

discussed above. It would make Utah products and

services less competitive with interstate and international

competition. To avoid this problem, we recommend

taxing services only if they are provided to ultimate

consumers.

It is difficult to “source” services. If you are taxing the

sale of tangible property, you typically know where the

property is being purchased or used. You cannot always

determine where intangible property or services are

being used. Utah law currently says that services should

be taxed to the jurisdiction where the recipient “mak[es]

first use of the services.” Utah Code Ann. 59-12-207.1.

This is language required by the Streamlined Sales Tax

Project (the “SSTP”) and will be applied uniformly by

the states adopting the SST Agreement. (The SSTP will

be discussed in more detail in Recommendation 6.)

Accordingly, guidance will be forthcoming on the

application of this provision on a national level.

Moreover, because services to businesses will not be

taxed, these sourcing problems will be minimal. Most

individuals will make first use of services either at the

location of the service provider or at their own homes.

Utah professionals will not be at a competitive

disadvantage in performing services for out-of-state

clients because those clients would make use of the

services out-of-state and would not be subject to Utah

tax. Out-of-state businesses who came into Utah to

perform services would be subject to the same collection

obligation as local businesses.

Recommendation: Include a sales tax on services

We believe it is appropriate to impose a sales tax on

services, including professional services, but only if they

are provided to personal consumers. This broadens the

base significantly, thus making the tax more balanced and

fair. It is business friendly because it shares the sales tax

burden over all segments of the economy, rather than

burdening only traditional retailing. It recognizes the

economic trends of the 21st Century and will enable the

state to meet its critical funding needs without further

increasing sales tax rates. And, because local

governments also rely heavily on sales taxes, it protects

their revenues as well. This proposal does increase the

compliance burden for service providers who would

have to distinguish between taxable and nontaxable sales.

Compliance could be accomplished through expanded

use of exemption certificates.

Recommendation #6  
Monitor the rate of the sales tax

We believe that broadening the sales tax base to include

services will eventually raise a significant amount of new

revenue. We feel strongly that raising revenue, if

necessary, from a broad base causes far fewer distortions

than increasing rates on a series of narrow bases. Under

our proposal, we believe that the tax base will be larger

eventually even after the exemptions for all business

inputs are netted out.

The assumptions we made about the additional sales tax

were very conservative and based on those outcomes we
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Figure 9. Change in the retail sales tax base

assuming 0% growth in nonagricultural

wages, 2004-2009.

recently suffered greater fiscal crises than Utah have tax

bases that are significantly narrower. Finally, the broad

base allows a high degree of flexibility in balancing state

and local revenue sources.

Notwithstanding this sound foundation, we believe that

significant restructuring of the various taxes and a

rebalancing of the tax portfolio is necessary to meet the

needs of the 21st century.

Recommendation #2  
Simplify the individual income tax

Utah’s educational needs are chiefly funded by the

individual income tax, the property tax and to a lesser

extent by the corporate income tax. As we have

previously noted, these are Utah’s most volatile (least

stable) taxes. Figure 5 shows that with no growth in

nonagricultural wages, and based on our findings about

the personal income tax, the income tax base will decline.

Figure 6 illustrates the expected growth when

nonagricultural wages increase by 4%. The uppermost

triangle in Figure 6 reflects the net new revenue coming

from the income tax and the middle triangle illustrates

the amount of revenue needed to offset the decline in

the tax base.

In an effort to add more stability to the educational tax

structure we propose a restructuring of the individual

income tax. Two goals will be achieved by this

restructuring. First, a more stable tax base will be created

by shifting more educational funding to property tax.

Second, we believe significantly lowering the individual

tax rate will provide additional long range revenue by

stimulating business development.

Currently, Utah’s individual income tax appears to be

progressive, with bracketed rates ranging from 2.3% to

7%. The top rate, however, begins at about $8,600 for a

married couple filing jointly and about $4,300 for a single

person. In Idaho, in contrast, the top rate for joint filers

begins at over $21,000 and in Arizona it begins at

$150,000. (The top tax rates and level at which they

occur in all Western states is demonstrated in Appendix

6.)  Moreover, Utah’s rate structure is not indexed for

inflation and will continue to flatten in the future, even

with only modest inflation. Thus, Utah’s system is

essentially a flat rate but it is a flat rate that was achieved

by default not by careful design.

Utah also allows a series of deductions and credits, some

of which are significant in terms of total dollars (e.g., the

personal exemption, charitable contributions, federal

income tax deduction) and some of which are not (the

energy systems credit, the qualified sheltered workshop

credit and the tutoring for disabled dependents credit

together accounted for less than $120,000 in tax savings

state-wide in 2002).

Recommendation: Adopt a flat tax, broaden the

base and lower the rate

We believe we can increase economic development by

lowering the rate. Accordingly, we recommend a single

rate of 4.9% on federal taxable income.

We would require one adjustment to increase federal
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Figure 5. Change in the individual income tax base

assuming 0% growth in nonagricultural

wages, 2004-2009.

Figure 6. Change in the individual income tax base

assuming a 4% growth in nonagricultural

wages, 2004-2009.



Understanding Your Tax Base



History of How We Got Here
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the$Middle$East$to$the$global$financial$crisis.$Mr.$Panarin's$views$also$fit$neatly$
with$the$Kremlin's$narrative$that$Russia$is$returning$to$its$rightful$place$on$the$
world$stage$after$the$weakness$of$the$1990s,$when$many$feared$that$the$
country$would$go$economically$and$politically$bankrupt$and$break$into$
separate$territories.$
$

$
$
A$polite$and$cheerful$man$with$a$buzz$cut,$Mr.$Panarin$insists$he$does$not$
dislike$Americans.$But$he$warns$that$the$outlook$for$them$is$dire.$
$
"There's$a$55)45%$chance$right$now$that$disintegration$will$occur,"$he$says.$
"One$could$rejoice$in$that$process,"$he$adds,$poker)faced.$"But$if$we're$talking$
reasonably,$it's$not$the$best$scenario$))$for$Russia."$Though$Russia$would$
become$more$powerful$on$the$global$stage,$he$says,$its$economy$would$suffer$
because$it$currently$depends$heavily$on$the$dollar$and$on$trade$with$the$U.S.258$

'
While'the'rhetoric'would'normally'be'dismissed,'especially'coming'from'an'official'
in'a'failing'government'(as'Russia'was'in'1998),'the'fact'that'the'claim'persisted'for'
a'decade'provides'some'level'of'concern.'Then,'when'you'add'a'possible'attempt'to'
coerce'China'into'an'economic'attack'against'the'United'States'in'2008,'it'becomes'
clear'that'these'could'be'serious'intentions.'From'the'BBC:'
'

There$is$a$cynicism$in$the$relationship$between$Russia$and$the$US,$being$played$
out$in$the$Crimean$crisis,$which$is$deep,$rooted$in$history$and$shows$that$the$

One Example From Report



History of How We Got Here - Trend Revenue
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Ongoing Revenue Swept Because Considered "Above Trend"

Modeled "Trend"

Revenue

Note:  In an attempt  to visually show the amount estimated as being  "at trend" in FY 2016 ($146,000) that is of a 
different order of magnitude than historical data going back for many decades, chart scaling cuts off at $20 million.  
Investment income exceeded $20 million in  FY1982 ($21M), 2001 ($28M), 2006-09 ($40M, $84M, $63M, $25M).

Anything 
above 
$146K is 
"above 
trend"?



History of How We Got Here - Trend Revenue
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Budget Stress Testing



Budget Stress Testing – General Framework

• Formal review of “playbook” in a downturn

• Used same consensus process used for annual 
budget

• Revenues – GOMB, LFA, Tax Commission

• Expenditures – GOMB and LFA

• Modeled how state budget likely to respond to 
different unfavorable economic scenarios

• Revenues

• Expenditures

• Categorized budget reserves



Budget Stress Testing – Economic Assumptions

• 2015 review

• Federal Reserve bank stress test adverse and 
severe economic scenarios

• Two-year budget window

• 2016 review

• Moody’s Analytics extended versions of Federal 
Reserve adverse and severe bank stress test 
economic scenarios plus alternative stagflation 
scenario 

• Five-year budget window



Budget Stress Testing – Economic Scenarios



Budget Stress Testing – Economic Scenarios



Budget Stress Testing – Economic Scenarios



Utah Budget – Basic General Fund / Education Fund Structure



Budget Stress Testing – Revenue Impacts of Economic Scenarios

• Used state’s standard revenue projection 

models to estimate potential impacts on major 

tax revenue sources

• Individual income

• Sales and use

• Corporate income

• Other



Budget Stress Testing – Revenue Impacts of Economic Scenarios
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Budget Stress Testing – Expenditure Impacts of Economic Scenarios

• Estimate potential impacts on major 

expenditure categories

• Public education

• Mainly driven by demographics

• Minimal short-term recession impact

• Higher education

• Increased enrollments, with lag

• Medicaid

• Increased enrollments

• Retirement contributions

• Increased contributions, but over time



Budget Stress Testing – Expenditures 
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doesn’t start at 

zero



Managing the Problem on an Ongoing Basis

Budget Revenue Revenue Cut % Rev % GF/EF Cut % Rev

Session FY Cuts Increases Multiplied Shortfall Shortfall Shortfall Budget Budget % Budget

2008S2 2009 $161 $354 45.5% 0.0% $5,574 2.9% 0.0%

2008S2 2010 $251 $272 92.3% 0.0% $5,413 4.6% 0.0%

2009 2009 $116 $2 $6 $521 22.3% 1.2% $5,413 2.1% 0.1%

2009 2010 $317 $59 $177 $685 46.3% 25.8% $5,162 6.1% 3.4%

2010 2010 $70 $208 33.7% 0.0% $4,845 1.4% 0.0%

2010 2011 $75 $43 $43 $482 15.6% 8.9% $4,770 1.6% 0.9%

$990 $104 $226 $2,522 39.3% 9.0% $31,177 3.2% 0.7%

What did Utah Do During the Great Recession?



Options for Dealing with Economic Fluctuations
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Informal and Formal Budget Reserves

• Easily Accessible: 

• Unappropriated balances, operating reserves, capital budget for 
buildings

• Moderately Accessible:  

• Nonlapsing balances, capital budget for roads, capital improvements 
relief valve

• Somewhat Difficult to Access: 

• Capital improvements corpus, restricted fund balances

• Difficult to Access: 

• Formal rainy day funds

• Very Difficult to Access: 

• Permanent trust funds (75% vote)



Budget Stress Testing – Comparison of Risks and Reserves
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