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Personal Taxes Per Capita

Personal tax per capita is a relatively easy way of
measuring the tax burden compared to other
states. Personal tax includes both income and
property taxes payed by individuals.

Connecticut ranked number one with regards to
2013 personal tax per capita. Some of our other
northeast neighbors - New York and Massachu-
setts - also ranked in the top five with Vermont
ranking 25th.

Personal Tax per Capita (In Thousands)
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Between 2005 and 2013, personal taxes in Ver-
mont grew 28.2%; slightly below the national av-
erage of 28.5% but significantly below the New
England average of 34%. Massachusetts leads the
pack in the Northeast with a 37.5% increase since
2005. Maine was a significant outlier with only
21.1% growth - an average of only 2.5% a year.

Expenditures Per Capita

Expenditures per Capita is one common way of
measuring the relative spending of state govern-
ment. While this measure is not perfect - this
doesn’t tell us what residents are actually paying in
taxes - it does give us a broad picture.

Expenditures per Capita - FY2013
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The U.S. average expenditure per capita is $5,344.
Alaska comes in at the high end with $16,103 and
Nevada at the low end with $3,189. Vermont ranks
seventh with $7,924 alongside many of our north-
ern neighbors.

One thing to keep in mind with these expenditure
per capita figures is that in includes all revenue
from both income, sales and use, excise, and corpo-
rate taxes. Average taxpayers do not necessarily
feel the impacts of each of these sources of tax rev-
enue. This also does not take into account the pro-
gressivity of a tax system. For example, Vermont’s
income and property tax systems are much more
progressive than New Hampshire’s.
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From the editor

ECONOMIC

Much like your household budget, the state budget is crafted based on a
handful of somewhat predictable numbers. In recent years, we've begun
relying on more volatile sources of revenue. Here’s how that trend might
look in your household budget.

Let’s say your household earns a steady salary at the median of roughly
$54 thousand. You also earn a little from investments you've made over
the years. These dividends are sometimes significant, adding between $10
and $30 thousand to your total household income.

When crafting your yearly household budget, how much investment in-
come could you comfortable plan on? If you're frugal, you might plan on
the bottom of the historic range, maybe $10 thousand. If you're really fru-
gal, maybe you plan on $0 investment income. If you're less responsible,
you might plan on the full $30 thousand. If you're really irresponsible, you
might assume an historic year of $40 thousand in dividends.

What seems most pragmatic? In recent years, the portion of general fund
revenue that relies on volatile revenue has grown from less than half, to
over 62%. Personal income, sales & use, corporate income, and estate. The
latter being incredible volatile, as you might imagine.

Again, much like your household budget, we have data, trends, and plenty
of history to observe. We'd do well to use them all.

Vermont Snapshot

Population (2014) 626,630
18-64 Year Olds (2014) 401,043
Gross State Product (2013) $29.5 Billion
Median Household Income (2014) $54,267
Private, nonfarm businesses (2014 21,161
Private nonfarm employment (2014) 265,460
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State Revenues Compared to Forecasts

Personal Income Forecast vs Actual Revenue (in Millions)
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Forecasts vs. Actual

In order to create the state budget, every year the
Legislature relies on a consensus revenue forecast
from the Governor’s administration and their own
Joint Fiscal Office. These estimates are released in
January and July. We chose to use the January fore-
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million. The most current revenue forecast is pre-
dicting an 8.3% increase in personal income re-
ceipts for 2016 (probably optimistic).

Sales and Use taxes - which in Vermont is 6% of
retail price - is another major source of general
fund revenue.

casts prior to the beginning of the fiscal year. This
is the revenue forecast used by lawmakers when Sales and Use - Forecast vs Actual (in Millions)
constructing the state budget. Personal income -
revenue projections are particularly important
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because they make up nearly half of all General
Fund revenues.

The chart above shows that estimates for Person-

o
o

al Income are spotty at best. This is a notoriously
difficult revenue source to predict. A couple inter-

m Sales and Use - Forecast M Sales and Use - Actual

esting things to note: Personal Income bottomed
out in FY2010, two years later than the rest of the As with personal income, you will notice optimistic

countly. You will also notice that VT failed to pre- forecasts heading into the trough of the recession

dict the delayed recession. In 2008 economists with more conservative estimates coming out. The

forecasted revenues almost $50 million below what last two years have seen slightly high revenue fore-

actuglly came in. Over the next two years econo- casts. FY2015 numbers are still preliminary and

mists forecasted $106 million more than actual will increase as businesses continue file sales tax

revenues. receipts. Even so, sales and use revenues for
Again in 2015 the consensus revenue forecast FY2015 are unlikely to exceed projections.

overestimated personal income receipts by $33
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High-Growth

Budget Areas

The Meals and Rooms tax - the third largest
source of General Fund revenue - has seen strong-
er growth than any other revenue stream. Meals
and Rooms revenue has increased 28% since 2010,
which is mostly attributable to solid growth in the
tourism industry.

Meals and Rooms - Forecast vs Actual (in Millions)

$160

$140
$120
$100

FY2008 FY2009 FY2010 FY2011 FY2012 FY2013 FY2014 FY2015

m Meals and Rooms - Forecast Meals and Rooms - Actual

Corporate taxes are the fourth largest source, but
are often erratic. However, preliminary numbers
for FY2015 seem to be quite strong. This, along
with the strong showing from Meals and Rooms, is
likely the result of a better than average ski season.
All other revenue sources comprise only about
15% of General Fund revenue and are not predict-
ed to grow at a significant rate.

High Growth Budget Areas

The overall state budget is up $65 million or
1.2% this year. This, however, includes Federal
funds. State appropriations grew 3.8% in this
budget - slightly below the 4.7% five year Com-
pound Average Growth Rate (CAGR). Education

spending grew 2.5% - nearly half the 5.3% average
for the past five years. Federal funds actually
dropped this year by $51 million or 2.6%.

Human Services (HS) tops all other state spending
categories for sustained growth over the past five
years. The state portion of HS spending has in-
creased $581 million since 2011, an average of
5.7% per year. This year that number is slightly
lower, at 3.4%. However, General Fund spending
on HS is up 6.5% ($200 million).

General Government spending is actually down
3.5% this year, however this isn’t the whole story.
This budget cuts $29 million in pension trust funds
and increases the General Fund spending by 8.6%
to balance the books.

The Agency of Natural Resources (ANR) saw a
large increase in 2012 and another one this year,
both over $5 million in additional revenue - nearly
five times what was seen in the interim years.

The Agency of Commerce and Community Develop-
ment has seen sporadic funding. Their budget was
cut $5 million in 2012 and then the funding was
restored the following year. An inflow of federal
money and a jump in special funding floated a $14
million increase in 2014. Over the following two
years funding was cut by $22 million. The single
largest drop in funding in the 2016 budget was in
ACCD funding with a 19% cut.

Major State Spending Categories - Historical
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Budget Growth vs Economic Growth

INCREASE FOR 2016 5YR CAGR 5YR INCREASE
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ories in the state budg- PROTECTION TO PERSONS AND
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0, 0,
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MISC. APPROPRIATIONS 129.2% 270%  (124028763)

Budget Growth - Compared to Economic Growth

The state budget is a mix of state funds as well as federal funds. State funds are typically broken out into
General Fund, Education Fund, and Transportation fund appropriations. If we compare changes in state
spending categories since 2008 it gives us a picture of which sectors of state government are growing
compared to incomes. For comparative purposes, we've added Human Service spending because it is
the largest agency in state government and is a major cost driver for the General Fund.

Change in Categorical State Spending Since 2008
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As mentioned previously, Vermont hit the recession later than most other states. Wages grew straight
through the recession, but personal income bottomed out in 2010 and has been growing fairly steadily
since then. We see this break between wages and personal income because unemployment dipped in
2009 and 2010 and then began recovering through 2011 and 2012. Even if wages rise, income tax reve-
nue can stagnate or fall if employment numbers are weak.

State spending and education spending have tracked closely since 2012 after state spending dipped in
2009 and 2010. Far outpacing any other state agency, the Agency of Human Services has grown 39%
since 2011. This growth is due, in part, to expansions in service eligibility, driving increased caseloads.
Increased demands following the economic recession are compounded by steady downward movement
in the Federal match rate for Medicaid funds.

In contrast to AHS growth, personal income is up only 19% since 2008. Overall state spending is up
26% and education spending is up 24%. Vermont overall tax revenue has increased $837 million since
2010.
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