
State Government Finances: Regions Footprint 
 

The current economic expansion, which turned eight years old this month, is now the third longest on record. At the same time, however, 
it also has the somewhat dubious distinction of being the slowest on record, with average annualized quarterly growth of just 2.1 percent. 
Or, as we often say, the current expansion may be old, but it hasn’t done a lot of living. We and others have devoted considerable 
discussion as the factors that have contributed to this, but one factor that has gotten less attention than it probably deserves is the role 
of government spending, on the federal and state & local levels. Spending on the federal and state & local levels has been fairly flat over 
the past several quarters, contrary to some of the political rhetoric we’re routinely treated (or, is that subjected) to, and combined state 
& local spending remains below its pre-recession peak, which is particularly noteworthy given how far along we are in this expansion.   

 
The surge in federal government spending as the economy fell into 
the 2007-09 recession is exactly what one would expect given the 
countercyclical nature of many government programs. The spike in 
federal government spending also reflects the impact of the 
“American Recovery and Reinvestment Act of 2009” (ARRA), which 
added $831 billion of spending over the 2009-19 period. The value 
of this bill as a stimulus package has been the subject of 
contentious debate, and we have no intentions of going down that 
road here. We will, however, note that one element of the ARRA 
was to provide funds to help prop up state and local government 
spending in light of significant stresses on tax revenue during the 
recession. Even so, as seen in the chart to the side, the bump in 
state & local government spending did not last long (note that the 
NIPA data report consolidated spending on the state and local 
levels, so we cannot segregate the individual components). Indeed, 
by early 2014 state & local government spending stood almost eight 

percent below the pre-recession peak, and as of Q1 2017 spending was still 3.27 percent below that peak. More tellingly, a steadily 
increasing share of state level spending has been devoted to entitlement programs as opposed to infrastructure and education. 
 
To a large degree, the path of state & local government spending reflects what, even eight years into the expansion, remains a challenging 
revenue environment. The National Association of State Budget Officers (NASBO) recently issued the Spring 2017 update of the Fiscal 
Survey of the States, which shows state governments continue to be plagued by weak revenue growth, with most states planning on 
only modest increases in spending in fiscal 2018 (which begins in October 2017). Given the still-cloudy outlook for spending on the federal 
level, there is some question as to how much money will be flowing down to the states in the form of Medicaid spending and other forms 
of nondefense spending. To be sure, those states with significant exposure to the military could see a boost in overall economic activity, 
and in turn tax revenue, from increased defense outlays, but, again, there is little certainty as to the magnitude and timing of any such 
increase. The reality is that the current expansion is closer to its end than to its beginning, and many states are less than fully prepared 
for the types of revenue challenges an economic downturn, even one not nearly as severe as the 2007-09 recession, would bring. 
Additionally, many states face looming challenges on pension funding that will only further stress state government finances. 
 
The remainder of our discussion will focus on patterns in state tax revenue collections, using the U.S. Census Bureau’s Quarterly Tax 
Survey (QTS) as the basis for our analysis. The QTS provides quarterly estimates of state and local tax revenue bases on surveys of state 
and local taxing entities, and total tax revenues are broken down into the component parts, i.e., corporate and individual income taxes, 
sales taxes, severance taxes, property taxes, and other categories. While the data are released on a state by state basis, there is little 
detail provided on a metro area or county level. And, as the data are not seasonally adjusted, they are prone to large quarter-to-quarter 
swings; as a way of minimizing this noise, our analysis is based on changes in the four-quarter moving sum of revenue collections. 
 

This Economic Update may include opinions, forecasts, projections, estimates, assumptions and speculations (the “Contents”) based on currently available 
information which is believed to be reliable and on past, current and projected economic, political and other conditions. There is no guarantee as to the accuracy 
or completeness of the Contents of this Economic Update. The Contents of this Economic Update reflect judgments made at this time and are subject to change 
without notice, and the information and opinions herein are for general information use only. Regions specifically disclaims all warranties, express or implied, 
with respect to the use of or reliance on the Contents of this Economic Update or with respect to any results arising therefrom. The Contents of this Economic 
Update shall in no way be construed as a recommendation or advice with respect to the taking of any action or the making of any economic, financial or other 
plan or decision. 
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The chart to the side shows combined state government tax revenue for the 15-state Regions footprint. As seen in the chart, while 
revenues have grown steadily since hitting a cyclical trough in Q2 
2010. At the same time, however, the rate of growth in state tax 
revenues has been decelerating since late-2012, to the point that in 
Q1 2017 total tax revenue stood only 1.44 percent above its year-
ago level. For 2016 as a whole, aggregate state tax revenue for the 
U.S. as a whole grew by only 0.42 percent over 2015, while for the 
Regions footprint total state tax revenue grew by 1.24 percent in 
2016. Louisiana posted the largest increase in total tax revenue in 
2016, but the 10.48 percent increase mainly reflects a bounce off of 
a severe decline in 2015, when total tax revenue fell by 7.18 percent. 
South Carolina (+8.39 percent), Georgia (+6.67 percent, Tennessee 
(+4.89 percent), and Florida (+4.46 percent) were the other states 
posting the largest increases in total tax revenue in 2016. In 
contrast, 2016 saw total tax revenue fall in both Illinois (-4.75 
percent) and Texas (-4.46 percent), while Mississippi (+0.46 
percent) and Missouri (+0.93) saw virtually no growth. The 
remaining states in the Regions footprint saw only modest growth 
in total tax revenue in 2016. 
 
It is worth noting that tracking the dollar volume of tax revenue, on any level of government, must be done in the context of changes to 
tax rates. That said, changes in tax rates are not on the whole a relevant factor in the patterns of state tax revenue collections across 
the Regions footprint in the post-recession years. It is also worth noting that one difficulty in comparing revenue collection patterns 
across individual states is that, aside from different tax rates, states tax different forms of activity in different manners. For instance, 
neither Florida or Texas levy personal income taxes, which to some extent accounts for notably favorable demographic patterns in these 
states. Similarly, there is wide variance in how corporate income taxes are levied across individual states and thus in effective tax rates 
imposed on firms. In most states, sales taxes imposed on the state level are supplemented by sales taxes imposed by local governments, 
and it is the total sales tax burden that can weigh on household spending patterns. For instance, according to data from the Tax 
Foundation, Louisiana (9.98 percent), Tennessee (9.46 percent), Arkansas (9.30 percent) and Alabama (9.01 percent) have the highest 
average combined state-local sales tax rates in the U.S. Note that for our purposes sales tax collections refer to only the state portion. 

 
Those caveats having been dispensed with, the chart to the side 
shows the behavior of what, for many states, are the main 
components of tax revenue. Looking at the individual components 
helps to account for the lethargic performance of overall tax 
revenue, as we can identify factors holding down tax collections in 
the various categories. The persistent weakness in corporate tax 
revenue, however, is less easy to explain. For the U.S. as a whole, 
aggregate state level corporate tax revenues were down 8.16 in 
2016 after having risen just 1.81 percent in 2015. For the states 
in the Regions footprint, corporate tax revenues were down 2.08 
percent in 2016 after having declined by 3.27 percent in 2015. 
North Carolina (reflecting a lower corporate tax rate), Louisiana, 
Mississippi, Illinois, and Alabama saw the largest declines in 
corporate tax revenue collections, while Iowa, Tennessee, and 
Florida saw the largest increases. 
 
Corporate revenue has been persistently weak over much of the 

current expansion. In part this reflects what has, particularly for producers of goods, been a notably weak revenue environment. At the 
same time, however, in the aggregate corporate profits as a percentage of nominal GDP touched the second highest level on record 
during this expansion and, while having receded somewhat, nonetheless remain well above historical norms. This points to the need to 
distinguish between statutory and effective tax rates. For instance, the U.S. has the highest statutory corporate tax rate of any major 
industrialized nation, but the effective rate, i.e., reflecting what corporations actually pay, is quite a bit lower. So, while there are obvious 
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examples, such as those states with heavier exposure to energy, whether coal or oil or natural gas, of how specific market forces are 
impacting tax revenue, there are clearly non-economic factors at work as well. 
 
For the U.S. as a whole, personal  income tax receipts on the state level were up just 0.08 percent in 2016, following a 9.15 percent 
increase in 2015, a 0.52 percent increase in 2014, and an 11.17 percent increase in 2013.  For the Regions footprint, total individual 
income tax receipts rose by 1.87 percent in 2016, after a gain of 7.01 percent in 2015, a 1.36 percent decline in 2014, and a 6.21 percent 
increase in 2013. South Carolina, Arkansas, Kentucky, and Georgia saw the largest increases in personal income tax receipts in 2016, 
while Illinois, Louisiana, and Mississippi all saw receipts decline, Illinois for the second consecutive year. 
 
To a large degree, patterns in personal income tax collections reflect patterns in employment, but in addition to the number of jobs 
added or lost in a given state in a given year one must also consider changes in wages and the industry mix of jobs being added to fully 
account for patterns in state level personal income tax receipts. Of course, Florida, which has led the Regions footprint in job growth 
over the past few years, has no personal income tax, but Georgia has not only seen the second fastest job growth in the footprint over 
recent years but the mix of jobs added has been broad based across the skill, and in turn earnings, spectrum. As such, Georgia has 
posted consistently strong growth in personal income tax collections over the course of the current expansion. While Kentucky’s job 
growth was in the middle of the Regions pack in 2016, the state did add concentrations of jobs in higher earnings industry groups that 
helped boost growth in personal income tax collections. Louisiana not only saw total payroll employment decline in 2016, but in 2015 
and 2016 combined the state saw the loss of over 33,000 jobs in the mining/natural resources industry group, the broad industry group 
the encompasses energy exploration and production activities. Illinois has seen personal income tax receipts fall in each of the past two 
years, reflecting the partial expiration of a temporary increase in its personal income tax rate in January 2015. But, a generally unfavorable 
tax structure and the possibility of higher tax rates, perhaps soon, to help close the state’s gaping budget hole have likely impacted 
residency – personal and corporate. Some firms have left the state in recent years, and Illinois saw its population decline once again in 
2016 along with a marked deceleration in the rate of job growth, both of which clearly weighed down personal income tax receipts. 
 
State level sales tax revenue increased by 1.95 percent for the U.S. as a whole in 2016, following a 3.60 percent increase in 2015. In the 
Regions footprint, total state level sales tax revenue increased by 1.23 percent in 2016 after an increase of just 0.15 percent in 2015. 
Louisiana and Florida saw the largest increases in sales tax revenues in 2016, but in both states sales tax revenue declined in 2015. 
Iowa, Missouri, and South Carolina saw sales tax revenue decline in 2016 seven of the remaining states seeing less than 1.0 percent 
growth. Many states have contended with the rising incidence of online shopping over the past several years, which has sapped tax 
revenue to the extent residents have not paid sales tax on online purchases from out of state merchants. More and more states have 
moved to collect sales taxes on purchases made online, but while Amazon.com has increased efforts to collect and remit state sales taxes 
the same is not, at least yet, the case for third-party sellers that use Amazon’s platform. States are attempting to fill this hole, and this 
will be a more pressing issue going forward as online sales continue to capture an increasing share of consumer spending on goods. 
 
Another factor, more significant than though not entirely unrelated to the increased incidence of online shopping, weighing on sales tax 
revenue is that prices of non-energy goods have been declining for the better part of the past four years. This is a point we routinely 
make in our write-ups of the monthly retail sales data, but is a point often missed by many in their discussions of trends in consumer 
spending. Clearly, falling goods prices are a positive for those who purchase goods, but for those who sell them, and those who impose 
taxes on them, not so much. Our view is that this has been a major, even if underappreciated, drag on growth in sales tax revenue on 
the state and local levels over the past several years. Even in those states who have raised sales tax rates in order to raise more revenue, 
those higher rates have been applied to a base that is growing at a much slower pace thanks to falling goods prices. Additionally, to the 
extent patterns in consumer spending have shifted such that spending on services has displaced a portion of spending on goods, this is 
also negative for state tax revenue collections, as many personal services are not taxed. In other words, falling prices on goods that are 
taxed and a greater share of spending on untaxed services have been a one-two punch for state sales tax collections. 
 
While corporate and personal income taxes and sales taxes are the main sources of tax revenue in many states, a small number of states 
impose severance taxes, or, taxes imposed on the removal of nonrenewable resources such as crude oil or natural gas, with such taxes 
charged to producers or any person or entity with a working or royalty interest in oil and gas operations in the imposing states. For the 
U.S. as a whole, severance taxes represent only about 1.0 percent of all state tax revenues, but in the nine states that are heavily reliant 
on oil/gas/mineral production – Alaska, Louisiana, Montana, New Mexico, North Dakota, Oklahoma, Texas, West Virginia, and Wyoming 
– severance taxes have been a far more significant source of tax revenue. Until lately, that is. Declining energy prices have lowered the 
dollar volume of energy production and severance tax revenues have fallen off sharply. In Louisiana, severance tax revenues fell by 
32.17 percent in 2016 after having declined by 36.15 percent in 2015; in Texas, severance tax revenues were down by 31.23 percent in 
2016 after a decline of 44.21 percent in 2015. As of Q1 2017, severance tax revenues were 55.04 percent below their post-recession 
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peak in Louisiana and 19.35 percent below in Texas. Alabama and Kentucky have seen significant hits to severance tax revenues thanks 
to the downturn in the coal industry. Barring a material increase in energy prices, which absent a major adverse global shock seems 
unlikely in the near term, severance tax revenue shortfalls will continue to plague state budgets in these states. 
 
On a related point, it is worth noting that despite sharp declines in retail gasoline prices in 2015 and further, although less drastic, 
declines in 2016, motor fuel tax revenues were higher in the Regions footprint in both years. Clearly, lower prices stimulated demand for 
gasoline, not only in terms of more miles being driven but also thanks to a shift in vehicle purchases away from smaller more fuel efficient 
automobiles towards less fuel efficient but way cooler SUVs/light trucks. In effect, the larger base offset the lower price per gallon, thus 
supporting growth in motor fuel tax revenues. This is interesting, albeit perhaps only to economists, in that when gasoline prices are 
rising, there is considerable discussion as to the demand for gasoline being fairly inelastic, particularly in the short term. In other words 
rising prices would be expected to bring more tax revenue as higher prices are applied to a fairly stable base. Yet, in the case of lower 
gasoline prices, demand proved to very elastic right from the outset, much to the benefit of state tax revenues. 
 
It is also worth noting that state governments stand to see very little benefit from what, in many parts of the Regions footprint and the 
U.S. as a whole, has been a notably faster rate of house price appreciation over the past several quarters, and which figures to continue 
over coming quarters. In contrast to local governments, for which property tax revenues account for roughly 75 percent of all tax revenue, 
property taxes account for only about two percent of total state government tax revenue. 

 
In addition to dampening the level of state government spending, 
tepid revenue growth is likely a factor behind patterns in state 
government employment. For the U.S. as a whole, the 2007-09 
recession led to a peak-to-trough decline of 3.19 percent in state 
government payrolls. This was smaller than the peak-to-trough 
declines in private sector payrolls and in federal government 
payrolls (note that the declines in government sector payrolls 
lagged those in private sector payrolls, as is typically the case 
during downturns). While hiring has rebounded modestly from the 
cyclical trough, as of Q1 2017 total state government payrolls still 
were 1.97 percent below the cyclical peak. For the Regions 
footprint as a whole, state government payrolls fell by 2.58 
percent on a peak-to-trough basis and as of Q1 2017 remained 
0.90 percent below the cyclical peak. In four states – Arkansas, 
Iowa, Indiana, and Kentucky – state government payrolls have 
passed the prior peak. In Louisiana, state government payrolls 

were 26.4 percent below the cyclical peak (a better than 20,000 job shortfall) as of Q1 2017, with Missouri (6.44 percent below) and 
Georgia (4.30 percent below) also still well below prior peak levels of state government employment. To be sure, state government 
employment saw little growth between the 2001 recession and the 2007-09 recession, at least until late in the expansion, so it isn’t as 
though this was a key driver of growth in total nonfarm employment. And, while state government payrolls have also been flat over most 
of the current cycle, the difference this time around is that this flattening in the level of state government employment followed a 
significant decline, a decline which has yet to be made up for. 
 
While the point of our analysis is not that state governments are in a financial crisis, though a look at Illinois suggests some are closer 
than others, it is somewhat disconcerting that after eight years of expansion growth in state tax revenue remains so listless. This helps 
explain why growth in state government spending has been notably weak during the expansion. As noted earlier, that we are closer to 
the end of this expansion than to the beginning raises concerns as to how prepared state governments are to withstand the next recession 
that is a matter of when, not if. Potential changes in federal tax and spending policies seem likely, based on the contours that have been 
outlined to date, to be a net negative for state government finances. Whether through shifting greater spending burdens on to the states 
or removing deductibility of state level income taxes on the federal level, which could put pressure on high tax states to lower tax rates, 
state government finances are likely to come under increased pressure over coming years. That’s before considering pension obligations 
which, in many states, are badly underfunded. S&P has downgraded credit ratings of 11 states since the beginning of 2016 while 
upgrading only two, and looking forward downgrades seem much more likely than upgrades. Many states are facing increasingly thin 
margins, and while rainy day funds have to some extent been replenished, the next downturn could very well bring harsher cuts in both 
state government spending and state government employment and/or significant tax increases. Either way, while revenues should grow 
at least through next year, that many states have so little financial flexibility this deep into an economic expansion is cause for concern.              
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Total Tax Revenue, Regions Footprint 

 
% change 

STATE 2012 2013 2014 2015 2016 Q1 2017* 

Alabama 4.74  3.01  0.80  4.30  2.26  3.45 

Arkansas 3.35  5.76  2.41  1.59  2.96  0.40 

Florida 5.90  7.03  0.88  1.87  4.46  3.88 

Georgia 3.95  7.96  5.25  7.38  6.67  4.25 

Iowa 7.24  4.57  2.75  16.01  2.51  4.36 

Illinois 9.65  8.63  0.25  ‐5.66  ‐4.75  ‐3.07 

Indiana 7.12  2.61  ‐0.55  17.71  1.26  2.17 

Kentucky 4.28  1.71  2.41  4.55  2.02  0.86 

Louisiana 6.50  8.24  3.67  ‐7.18  10.48  11.60 

Missouri 8.52  2.84  1.11  6.20  0.93  0.62 

Mississippi 6.87  6.57  1.20  1.92  0.46  ‐2.84 

North Carolina 2.66  4.02  ‐4.56  12.11  3.64  3.88 

South Carolina 13.98  3.12  7.13  2.78  8.39  2.90 

Tennessee 6.63  2.48  1.63  9.37  4.89  4.79 

Texas 10.68  5.52  6.75  ‐2.36  ‐4.46  ‐2.43 

U.S. 4.01  7.42  2.20  5.25  0.42  0.83 

            
NOTE: 2012-2016 are annual percentage changes, Q1 2017 is percentage change from Q1 2016 

Source: U.S. Census Bureau; Regions Economics Division 

  

State Government Finances – Q1 2017 Page 5 

Regions Financial Corporation, 1900 5th Avenue North, 17th Floor, Birmingham, Alabama 35203 

Richard F. Moody, Chief Economist • 205.264.7545 • richard.moody@regions.com 


	State Government Finances - June 2017
	State Tax Revenue Quarterly Table

