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The Beacon Hill Institute is pleased to offer its revenue forecast for Fiscal Year (FY) 2014 and FY 2015
for the annual Consensus Revenue Hearing.1 We divide our report into three sections, in which we
provide (1) a summary of our latest forecast, (2) background information on the national and state
economies and (3) a summary of the methodology used to provide our forecast.

(1)

Current Forecast

BHI predicts that tax revenues will be:
• $23.283 billion in FY 2014, 5.3% over FY 2013, and
• $25.132 billion in FY 2015, 7.9% over FY 2014.
Our current FY 2014 projection of $23.283 billion represents an increase of $1.089 billion or 4.9% above
the $22.194 billion we estimated in December 2012.
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The 7.9% increase for FY 2015 is largely driven by a stronger recovery in the growth of state personal
income. The New England Economic Partnership projects state personal income to increase by 6.0% in
Calendar Year (CY) 2014 and 6.7% in CY 2015.2

(2)

Background on the National and State Economies

The U.S. Economy
Real U.S. Gross Domestic Product (GDP) grew by 3.6% in the third quarter of 2013 over the second
quarter of CY 2013.3 In the second quarter, growth finished at a revised 2.5%. Average GDP growth for
all of 2012 was finalized at 2.8%. Growth remains below the 3.3% annualized Post‐War average.
Even though the recent upsurge in GDP growth was owed largely to higher inventories, there are
several positive signs. Employment is growing and manufacturing is expanding. The confidence of
consumers, as tracked by Bloomberg, rose to a two‐month high for the period ending December 1.
Despite the concerns over a government shutdown in October, consumers increased spending.4 Also,
confidence as measured by Reuters‐University of Michigan reached a five‐month high.5
The Organization for Economic Co‐operation and Development (OECD) does not see the U.S. or
Europe economies firing on all cylinders.6 The OECD is predicting 2.9% growth in 2014 and 3.4% in
2015 for the United States. The prospects for Europe are expected to trail the U.S. yet again. The OECD
expects growth in the Euro zone to rise to only 1% in 2014 and 1.6% by 2015, the latter estimate
unchanged from last year’s projection.7
We expect U.S. growth to follow a ‘new normal’ path in other words positive but below growth
potential. The economy faces a long struggle to regain the historical growth and employment levels
typical of those emerging out of recessions. The Wall Street Journal Economic Forecasting Survey for
November 2013 estimates that the economy will grow by only 2.8% in calendar year 2014 and 2.9% in
calendar year 2015. The 52 economists surveyed predicted growth in the range of 4.2% on the high end
and 1.7% on the low end for 2014.8 The most optimistic economist pegged growth at 3.7% for 2014
while the most pessimistic expects growth of only 2.1%. The Economist poll of forecasters predicts that
the growth of GDP for the U.S. will fall within the range of 1.6% and 1.9% for 2013 and 2.2% and 3.2%
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for 2014.9 The economists surveyed by the Wall Street Journal found that unemployment will remain at
higher than average post‐recession levels. They see unemployment in June 2014 at 6.8%.10
The U.S. employment situation is improving but not with any sustained momentum. The November
2013 unemployment rate edged down to 7.0%, but the number of unemployed persons remained
unchanged at 10.9 million. The number of long‐term unemployed (without a job for 27 weeks or more)
was little changed, at 4.1 million. These individuals accounted for 37.3% of the unemployed. The
civilian labor force participation rate for November increased by 0.2 percentage points to 63.0%. Still
labor force participation is high and not all of the decline in labor force participation during the Great
Recession can be explained by demographic shifts. The number of persons employed part time is at 7.7
million in November, and the number of persons who are only marginally attached to the workforce is
2.1 million.11
Corporate profits are up 5.6% in the third quarter over the same period last year.12 At the same time,
business investment continues to grow at a 3.5 % rate. Auto sales are up 5.9% from year over year
November 2013 with light duty truck sales doing better at 11.3.13 On an annual basis, productivity is
up by 1.9%, in the third quarter of 2013, an improvement over the first quarter of 2013. However,
manufacturing productivity is down sharply (0.4) from the stronger first quarter read of 3.8%.14
The Standard & Poor/Case‐Shiller Home Price Indices, the leading measure of the U.S. housing market,
showed that home prices rose for the sixth straight month. Data through September 2013 showed that
housing prices continued to rise in the third quarter of 2013.15 The national composite was up 3.6% in
the third quarter of 2013 over the same period last year, and up 2.2% versus the second quarter of 2013.
Housing starts are up 19% according to the U.S. Census.16 Sales are up across the country. In October
single family home sales rose 25.4%. The National Association of Realtors reports that sales of existing
homes are up 6.0. % (October 2013 from October 2012).17
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Consumers continue to spend, overall. Retail sales are up 3.9% since October 2013. Consumers are
working more hours and wages are trending upward.18 Households are carrying low debt service
ratios.19 Consumer prices are especially tame; prices have only risen by 1.0% since October 2013.
However, according to the National Retail Federation, Black Friday spending reached an estimated
$57.4 billion, a $1.6 billion decline from 2012.20 Consumers entered the holiday season spending, on
average, $407 during the post‐Thanksgiving shopping period compared to $423 last year.
States continue to benefit from the overall growth in personal income tax revenues. According to the
Rockefeller Institute of Government, total revenues increased by 11% in the second quarter of 2013, in
line with expectations. But these higher revenues have been softening significantly. Overall collections
showed growth of 6.1 percent in the third quarter of 2013 with sales taxes growing by 5.6% and
personal income tax collection growing by 5.3 percent. The Rockefeller Institute noted that states have
regained most of the nominal revenues lost during the Great Recession but the stronger growth trend is
not a sure thing going forward.21
Forward‐looking market indices trended upward in 2013. Since January 2013, the Dow Jones Index is
up 18% and the S& P is up 22%.22 Meanwhile, the tech‐heavy NASDAQ is up 30%.23
The failure of the U.S. economy to reach the historical growth path of 3.3% is an example of the world’s
largest economy “punching so far below its weight that large swaths of its people have lost heart.”24
Having yet to reach its goals —and at great cost — quantitative easing has no further purpose. It is
unclear whether the Federal Reserve Bank is focused exclusively on higher equities, a rejuvenated
housing market or an unemployment target. Whatever its clearest indicator, the Fed, in a survey of its
own members, suggests that their best estimate of the long run change in GDP is no more than 3.7%
and that might happen in 2015.25 The Fed sees unemployment at 5.2% likely in 2016.
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The Massachusetts Economy
After two years of above average post‐recession growth, the Massachusetts economy is expected to
gain momentum from CY 2013 through CY 2015. In its most recent forecast, the New England
Economic Partnership (NEEP) suggests a healthy return to stronger growth trends: 2.7% (2013); 3.2%
(2014) and 3.7% (2015).26
Based on final estimates, the Massachusetts economy grew by 2.2% for 2012, according to the Bureau of
Economic Analysis. State GDP figures for Massachusetts were revised downward for 2010 and 2011 to
3.8% and 1.7%, respectively. Original estimates were 4.3% (2010) and 2.2% (2011).27
Massachusetts ranked 19th for growth in 2012 but was the best performing state in New England,
which at 1.2% was the worst performing region. The contributions of the Massachusetts real estate,
rental and leasing sector contributed .77 points of 2.2 percentage point change to GDP state.
Massachusetts perceived strengths in healthcare, education and finance contributed a combined
negative .08 percentage points. Massachusetts growth trails both well performing resource‐rich states
such as Texas (4.8%) and other high tech states such as California (3.5%). Growth in the Bay State
matched that of the older industrial states of Ohio and Michigan
In October 2013, the Massachusetts unemployment rate was 7.2%, close to the national rate of 7.3% for
the same month.28 However, the latest figures marked the fourth straight month of unemployment
ticking upward. On a positive note, the state’s labor force participation increased in October with more
than 19,700 workers added above October 2012 levels. The state’s labor force stands at 3.49 million.
Manpower Group, the research arm of the renowned recruitment company, found that Massachusetts
employers are more optimistic than they were last year.29 Although they intend to hire more
employees, firms surveyed were less optimistic about fourth quarter 2013 employment compared to
third quarter 2013. Approximately 75% expect to maintain their current staff levels.
There are some areas of concern. We have found that in 2012, the latest aggregate data available,
roughly 27.6% of all Massachusetts out‐of work employees have been unemployed for a period of more
than 52 weeks — slightly above the national average for this measurement. The average duration for an
unemployed worker in MA in 2012 was 37.5 weeks. 30
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Between 2001 and 2012, Massachusetts high tech industries lost over 39,000 jobs. Over the past two
years, however, the sector has added 9,500 jobs. Supplementing BLS data used in a Massachusetts
study, BHI found that high tech employment in the state declined by 12.3% between 2001 and 2012.31
High tech employment comprises roughly 10% of all private sector employment in the Bay State.
Out of the 11 industries that make up the high tech sector, 4 have shown positive growth between 2001
and 2012. Scientific research has expanded by 50.7% since 2001, adding 16,000 jobs. The
pharmaceuticals industry has expanded by 15.0%. More modest gains of 6.4% and 5.5% were seen in
computer systems design and software publishing.
The manufacturing industries within high tech continue to lose jobs, with a total of 42,170 jobs lost
between 2001 and 2012 in the four sectors of computer equipment, communications equipment,
semiconductor, and electronic instrument manufacturing.
The Massachusetts housing picture brightened in the past year. The Boston component of the Case‐
Shiller 20‐City Composite Index rose by 1.9% in September 2013 over September 2012.
Massachusetts continues to rank high (#1) in the Institute’s measure of competitiveness.32 With its
diverse industrial sectors, the Commonwealth continues to be a leader in high tech, education and
finance. Recent decisions by Amazon, Facebook and Google to expand their Massachusetts operations
are a testament to the state’s development and promotion of human capital. Smaller firms have also
been adding employment.
While other parts of the nation are benefiting from the shale revolution in oil and gas (and thus the
associated revenues), Massachusetts is taking advantage of some of the other beneficial trends such as
“Big Data” and smartphone software applications. The Federal Reserve’s Beige Book notes that the
region’s economy is expanding and firms are more confident about the future.33 This year’s repeal of
the so‐called “tech tax,” which put many software firms at a disadvantage, is an example of poor tax
policy. It is a reminder that taxes do matter and that an innovation economy is best served by state
government that must live within its means.

Methodology
The Department of Revenue indicates that tax law changes will reduce revenue collections for a variety
of taxes. According to DOR, the tax law changes will reduce revenue by $252 million in FY 2014 and

Numbers reflect BHI updated calculations for 2011 and 2012. See Bureau of Labor Statistics, “Regional Report,
High Tech Industries in Massachusetts: Employment and Wage Trends during the 2001 to 2009 period,”
(November 2011), http://www.bls.gov/opub/regional_reports/mass_hightech/201111_mass_hightech.pdf.
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33
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$336 million in FY 2015. However, the largest portion comes from the tobacco and motor fuels tax
increases, which we added directly to our estimates of those revenues. We also assume that the
personal income tax rate will be cut to 5.20% as of January 2014. As a result, we increase our estimates
for the new tax law changes by $7 million for FY 2014 and reduce our estimates by $40 million FY 2015.

Table 1
Economic Forecasts for Massachusetts, 2014 through 2015
Actual Actual
CY

2010

2011

11,241

13,191

Actual
2012

Forecast Forecast Forecast
2013

2014

2015

14,177

15,023

16,037

US economy (calendar year)
Pe rsonal income ($ billion)
% cha nge per .a nnum (p.a .)

Employme nt (millions)
% cha nge p.a .

13,743

0.9

17.3

4.2

3.2

130.3

131.5

133.7

135.9

(0.5)

6.0

6.7

138.4

141.7
2.4

1.0

1.7

1.6

1.8

10

8.9

8.1

7.5

6.9

6.3

Gross State Product

341

346.0

353.7

363.4

375.2

389.2

% cha nge p.a .

4.3

1.4

2.2

2.7

3.2

3.7

Re al Pe rsonal income ($ billion)

302

338.4

343.3

349.6

363.2

379.0

% cha nge p.a .

1.8

12.1

1.4

1.8

3.9

4.3

3,190

3,228

3,275

3,326

0.3

1.2

1.5

1.5

1.3

1.8

7.3

6.7

6.4

6.1

6.0

Une mployme nt rate , %
Massachusetts (calendar year end)

1

Employme nt (ʹ000)
% cha nge p.a .

Une mployme nt rate , %
BHI forecast, MA taxes, (fiscal year)
Pe rsonal income tax ($ million)
% cha nge p.a .

8.3
Actual
10,110

Actual
11,576

Actual
11,911

(4.5)

14.5

2.9

Sale s Tax

4,612

4,905

5,059

% cha nge p.a .

19.2

6.3

3.2

Corporation Excise

1,600

1,951

1,771

% cha nge p.a .

3.3

21.9

(9.2)

Busine ss Excise s

520

276

549

% cha nge p.a .

(5.57)

(46.87)

Motor Fue ls

655

661

% cha nge p.a .

0.1

Total Taxes

18,544

% change p.a.
Notes:

1

1.6

0.0

20,517
10.6

98.71

662
0.2

21,115
2.9

3369.0

3429.9

Actual Forecast Forecast
12,829

13,278

7.7

5164.0
2.1

14,516

3.5

9.3

5,509

5,627

6.7

2.2

2,002

2,337

2.8

9.9

16.7

439

459

1821.6

(20.0)

4.5

652

736

(1.6)

22,121

12.9

23,276

4.8

5.2

603
31.3

778
5.8

25,229
8.4

From New England Ec onomic Partnership, Fall Economic Outlook , 2013.

BHI revenue forecasts assume that there will be no additional major change in Massachusetts tax policy
for the forecast period, which runs through June 2015. Table 1 shows the forecasts by year and by
major tax.
For the first five months of FY 2014 (July 2013 through November 2013), tax revenues grew by 9.7%
over the first five months of FY 2013, led by a 28.9% increase in corporate income and businesses excise
tax revenues, a 21.3 % increase in other tax revenues (estate, room occupancy and deeds) an 8.2%
increase in personal income tax revenue and a 6.2% increase in sales tax revenues. Motor fuels and
cigarette tax revenues also enjoyed sharp revenue increases due to tax rate increases.
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We see this trend continuing for the rest of the fiscal year, with sales tax revenues increasing by 6.7%,
personal income tax revenues by 3.5% and corporate excise tax revenues by 9.9%. For FY 2014, we
expect total tax revenues to increase by 5.3% over FY 2013.
For FY 2015, we forecast a 7.9% increase in tax revenues over FY 2014. Personal income tax revenues
will increase by 9.3% and sales tax revenues by 2.2%. Corporate income tax revenues will rise by
16.7%, and business excise tax revenues will increase by 31.3%. Business excise taxes have experienced
the most volatility in the year‐over‐year collections, and, as a result, remain the most difficult to
forecast. Other tax revenues will rise by 2.4% and alcohol taxes will rise by 1.9%. Cigarettes and
motor fuels taxes will rise by 0.1% and 5.8% respectively.
We prepared tax revenue forecasts for 11 categories for every month through June 2015. Three steps
were needed to develop these forecasts.
1. We used projections of personal income to derive month‐by‐month growth rates of personal
income, allowing us to project personal income on a monthly basis through June 2015.
Information on personal income in Massachusetts is available on a quarterly basis. Monthly
estimates were obtained by interpolation.
2. For each tax series, we estimated a regression equation that extrapolates from historical data to
predict the future. For estimated and withheld income taxes and other taxes, we included
personal income as an independent variable. We used dummy variables to pick up the effect of
major changes in the tax code.
3. In estimating the regressions, we paid particular attention to the structure of the errors, in order
to pick up the effects of seasonal, quarterly and monthly variations in tax collections. This was
done by estimating the equations with autoregressive (AR) and moving average (MA)
components. The number and nature of the AR and MA lags were determined initially by
examining the autocorrelation and partial correlation coefficients in the correlogram, and then
fine‐tuning after examining the structure of the equation residuals. The details are given in
Table 2.
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22,121

699

652

440

76

439

1,822

5,164

12,829

23,283

7

656

736

558

79

459

2,002

5,509

13,278

‐2,079

1,993

10,687

2,677

FY14

25,142

(40)

671

778

559

81

603

2,337

5,627

14,516

(2,388)

2,083

11,838

2,984

FY15

4.8%

10.1%

‐1.6%

‐2.4%

0.3%

‐20.0%

2.8%

2.1%

7.7%

2.6%

23.5%

2.5%

13.8%

FY13

5.3%

‐6.2%

12.9%

26.8%

3.9%

4.5%

9.9%

6.7%

3.5%

9.4%

‐5.6%

6.7%

2.9%

FY14

7.9%

2.4%

5.8%

0.1%

1.9%

31.3%

16.7%

2.2%

9.3%

14.9%

4.5%

10.8%

11.5%

FY15

12

1,12

1,12

1,3,12

3,24

12

1,12

1,2,12

1,12

13,16,19

1,2,5,12

AR

1,12

1,12,13

1

1,12

3,12

3,12

1,12

3,12

1,12

1,12

3

MA

PI

83:7, 93:1, 96:10, 02:8, 08:7

PI

C

PI

9:09, C

PI

PI, PIEST(‐12)

Vars/Dummies

79:6‐13:11

79:6‐13:11

79:6‐13:11

79:6‐13:11

79:6‐13:11

79:6‐13:11

79:6‐13:11

79:6‐13:11

79:6‐13:11

79:6‐13:11

79:6‐13:11

Dates
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Notes:
AR refers to Autoregressive lags used in the regression. MA refers to Moving Average lags used in the regression. “Dummies” gives starting dates of each Dummy variable
used (e.g. 01:1 is a dummy that is set equal to 1 from January 2001 onwards and to 0 otherwise). “Dates” refers to period of data used in regression estimates.” (PIEST)‐12 refers
to the income tax estimated payments data lagged by 12 month. PI refers to Personal Income and C, a Constant variable. We directly incorporated into our estimates the
cigarette and motor fuels tax increases.

Total Taxes

21,115

635

Other taxes

Tax Law Changes

451

662

Motor Fuels

76

Alcohol Beverages

Cigarettes

549

1,771

Corporation Excise

Business Excises

5,059

‐1,900

‐1,852

11,911

Refunds

Income Net

Sales & Use taxes

2,112

1,710

Returns & Bills

10,015

9,767

Tax Withheld

2,602

FY13

2,286

FY12

Estimated payments

Income tax

% change

Revenue forecasts, disaggregated, for FY14 and FY15, including technical estimation details

Table 2

The left side of the table contains the revenues and the percentage increases from the previous year
broken out into the individual tax categories – the actual revenues for FY 2012 and FY 2013 as well as
the BHI projections for FY 2014 and FY 2015. The right side of the table provides the model
specification used to forecast each tax and the timeframe for each data series used in the model.34

34

A complete breakdown of revenue forecasts by month and by the eleven tax headings is available upon request.
BHI: Massachusetts Tax Revenue Forecasts for FY 2014 and FY 2015 /December 11, 2013

Page 10 of 11

BHI: Massachusetts Tax Revenue Forecasts for FY 2014 and FY 2015 /December 11, 2013

Page 11 of 11

