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The Beacon Hill Institute is pleased to offer its revenue forecast for fiscal year (FY) 2012 and FY
2013 for the 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:
• $21.411 billion in FY 2012, an increase of 4.4% over FY 2011, and
• $22.287 billion in FY 2013, an increase of 4.1% over FY 2012.

1
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Our current FY 2012 projection represents an increase of $146 million or 0.7% over the $21.265
billion we estimated for FY 2012 last December. In December 2010, BHI predicted that tax
revenues in FY 2011 would be $21.363 billion. This prediction was 0.8% below actual revenues.

(2)

Background on the National and State Economies

The U.S. Economy
Real U.S. Gross Domestic Product (GDP) grew by 2.0% in the third quarter over the second
quarter of Calendar Year (CY) 2011.2 Growth for all of 2010 came in at 2.3%. Growth remains
sluggish and the job market, although picking up momentum, continues to underperform by a
wide margin. The economy is failing to produce the number of jobs needed to match pre‐
recession levels. And consumer confidence is lagging. The dire situation in Europe may have a
substantial impact on the U.S. economy, given how close the two economies are integrated.
The Organization for Economic Co‐operation and Development (OECD) initially warned that
the high level of debt created the risk of another U.S. recession.3 The United States is expected
to perform better than Europe according to the OECD but only if it can solve its fiscal problems.
The OECD is predicting 2.0% growth in 2012 and 2.5% in 2013 for the United States. In contrast,
the OECD is predicting a mild recession in the Euro Zone, which will last through April 2012,
with the Euro‐Zone finishing the year with only 0.2% growth.4
We expect U.S. growth to be sluggish but positive over the next few quarters. In line with most
economists, we do not think the U.S. economy will slip into a recession.5 The Wall Street Journal
Economic Forecasting Survey for December 2011 estimates that the economy will grow by 1.7%
in calendar year 2011 and 2.3% in calendar year 2012. The 52 economists surveyed predicted
growth in the range of 2.9% on the high end and 1.4% on the low end for 2011. 6 The most
optimistic economist pegged growth at 4.4% for 2012 while the most pessimistic expects only
1.3% growth. The Economist poll of forecasters scaled down last year’s forecast to growth of
1.7% in 2011 and 2.0 % in 2012.7
Personal consumption expenditures, nonresidential fixed investment, exports, and federal
government spending contributed to the increase in the third quarter’s real GDP growth.

2U.S.

Department of Commerce, Bureau of Economic Analysis, “Gross Domestic Product: Third Quarter 2011,”

http://www.bea.gov/newsreleases/national/gdp/gdpnewsrelease.htm (accessed December 7, 2011).
3

Eric Morath, “OECD Warns U.S. at Risk of Recession,” Wall Street Journal, November 28, 2011
http://online.wsj.com/article/SB10001424052970203935604577065720410433792.html (accessed November
29, 2011).
4The Economist, “Economic and financial indicators, GDP forecasts,” December 3, 2011, 113.
5 Phil Izzo, “Economists See Smaller Chance of U.S. Recession,ʺ Wall Street Journal, December 8, 2011,
http://tinyurl.com/cjnkvkj (accessed December 9, 2011).
6Wall Street Journal, “Economic Forecasting Survey,” December 2011 http://tinyurl.com/23x8nep (accessed
December 9, 2011).
7 The Economist poll of forecasters, December averages as published in the December 3, 2011 issue.
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However, that number was diminished by a downturn in inventories and in state and local
government spending. Imports, which increased in the third quarter, also diminished the final
number.
Corporate profits are up 7.9% over last year.8 Business investment continues to surge ahead,
growing at a 14.8% rate. Manufacturing continues to grow—posting 28 straight months of
expansion. Auto sales are up 11% from a year ago. Productivity is up by only 0.9% over a year
ago.
Unemployment remains stubbornly high. The November unemployment rate fell to 8.6% from
9.0% in October. Private sector payrolls increased 140,000 in November, with the Bureau of
Labor Statistics increasing its September and October count by 42,000. The BLS report is
complemented by a rise in the ADP employment index of 206,000 private sector jobs. This news
is tempered by the fact that part of the drop in the unemployment rate was due to a declining
labor force. In November the labor force — defined by people currently working and those
looking for work — shrank by 315,000 workers. However, in the first week of December,
jobless claims for unemployment benefits dropped to its lowest rate in nine months.
Consumers continue to spend, pausing modestly from their recent efforts to pay down debt.
According to the National Retail Federation, total Black Friday spending reached an estimated
$52.4 billion, a record.9 Consumers entered the holiday season spending $398.62 compared to
$365.34 last year. On‐line sales continue to grow. That momentum in retail sales began 17
months ago and continued into October, when retail sales increased by 7.2% over the previous
year.
Continuing to unravel from the Great Recession, states are benefiting from better revenues,
which may cushion the loss of public sector jobs. According to the Rockefeller Institute, tax
collections in 48 states have increased by 7.3 percent in the most recent period (3rd quarter over
2010). Tax collections have grown for seven straight quarters. 10
Forward‐looking market indices paint a pessimistic picture. The Dow Jones Index is down 6.4%
(December 1, 2010 over December 1, 2011).11 And the NASDAQ is down 2.4% during the same
period. 12

Brian S. Wesbury, Robert Stein, Andrew Hull and Strider Elass, “DataWatch: 3rd Quarter GDP
(Preliminary)” First Trust. November 22, 2011. See Wesbury et al, on related reports on productivity,
business investment, auto sales and manufacturing. at www.ftportofolios.com.
9National Retail Federation, “Black Friday Weekend Shines as Shoppers Line up for Deals, Spend Record
$52 Billion,” (November 27, 2011)
http://www.nrf.com/modules.php?name=News&op=viewlive&sp_id=1260 (accessed December 9, 2011).
10 Lucy Dadayan, Nelson A. Rockefeller Institute of Government, Data Alert, “States Post Another Strong
Quarter in Tax Collections,” (December 8, 2011) http://www.rockinst.org/newsroom/data_alerts/2011/12‐
08.aspx (accessed December 8, 2011).
11Calculations based on historical database at
http://finance.yahoo.com/q/hp?s=%5EDJI&a=11&b=1&c=2010&d=11&e=1&f=2011&g=d.
8
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Housing continues to be a challenge. The S&P/Case‐Schiller Home Price Indices indicated that
U.S. home prices remained virtually unchanged in the third quarter of 2011, with the U.S. Home
Price Index increasing by only 0.1%13. Prices are no higher than they were in first quarter of
2003. The Composite 20 City Index is down 3.6% from the previous year.
The ever‐consuming debt crisis in Europe is sure to clip the sails of an already sluggish
economy. The Federal Reserve Bank is running out of workable options, deferring instead to
fiscal policy, which remains deadlocked. We have estimated the U.S. “GDP gap,” which may
be defined as the percentage by which full‐employment GDP exceeds predicted GDP. This gap
will be around 12% for the next five years, barring a dramatically improved policy
environment.
The Massachusetts Economy
According to an estimate made in July 2011 by the Institute, Massachusetts real GDP is expected
to grow by 2.9% in 2011 and 2.8% in 2012. BHI’s forecasting models show that Massachusetts,
after benefiting from 5.0% growth in 2010, will join the national economy on a slower growth
trajectory.
Massachusetts is on course to add about 50,000 jobs by the end of 2011. Job growth will continue
at a moderate pace into 2012 with 65,000 jobs coming on line.
Growing demand will boost salaries and wages by a modest 3.2% in 2011 and by 3.6% in 2012.
This wage and salary growth will be on par with the recovery coming out of the dot‐com
recession in 2001, but significantly slower than the recovery from the 1990‐1991 recession.
While some soft spots persist, the Massachusetts economy is outperforming most other states.
In keeping with the much needed business tax reform in 2008, the state’s corporate tax,
currently at 8.25%, will drop to 8.0% on January 1, 2012. At a time when the federal
government’s bond ratings face the prospects of downgrades, the Commonwealth secured its
highest credit standing from Standard and Poor’s. In October 2011, the Massachusetts
unemployment rate was 7.3%, well below the national rate of 9.0% for the same month. 14
The employment situation in Massachusetts remains uneven. The Boston metropolitan area
continues to enjoy the lowest unemployment rate in Massachusetts, at 6.2%. However, New
Bedford is lagging with 9.9% unemployment. Worcester is facing an unemployment rate of
7.3%, slightly higher than the unadjusted state rate.
Calculations based on legacy database at
http://finance.yahoo.com/q/hp?s=%5EIXIC&a=11&b=1&c=2010&d=11&e=1&f=2011&g=d.
13S&P Indices, “Home Prices Weaken as the Third Quarter of 2011 Ends
According to the S&P/Case‐Shiller Home Price Indices,” (November 29, 2011) http://tinyurl.com/bnevpcs.
14Executive Office of Labor and Workforce Development, “Massachusetts adds 10,800 jobs in October;
Massachusetts unemployment rate holds at 7.3%” (November 17, 2011).
http://lmi2.detma.org/Lmi/News_release_state.asp (accessed December 9, 2011).
12
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According to the Manpower’s Employment Outlook September Survey, a majority of
Massachusetts employers expect to maintain current staffing levels. Only 9% say that they
would reduce their workforce.15 Manpower found that local employers are slightly more
optimistic than they were last year.
There are some areas of concern. We have found that 30% of Massachusetts out‐of work
employees have been unemployed for a period of more than 52 weeks — slightly above the
16
national average for this measurement.
More striking is the loss of high tech employment in Massachusetts over the past decade. In
early December, the Bureau of Labor Statistics found that high tech employment in the state
17
declined by 15%, or by 47,000 jobs, between 2001 and 2009. At the same time the BLS found
18
that wages for the sector increased by 30% in nominal terms over the same period. The state’s
pharmaceutical and scientific research industries partly made up for the losses in older
industries such as semiconductor and communications equipment manufacturing.
Updating the BLS study with more recent data, the Beacon Hill Institute found that high tech
continued to shed jobs in 2010. Only two component industries out of 11 that make up the high
tech sector—software publishing and scientific research — showed positive growth. More
significantly, BHI found that almost 40% of all the private sector jobs lost between 2001 and
2010 were high tech jobs.
Massachusetts exports have rebounded from the 2008‐2009 down turn. 19 Only two of the
Commonwealth’s top 10 export destinations – the Netherlands and the United Kingdom – have
failed to bounce back from the recession. Growth in exports to the state’s Asian trading
partners —China, Taiwan, Korea, Hong Kong and Japan —averaged 40% in 2009‐2010. 20

Manpower Group, “Positive Job Market Expected for Massachusetts,” (September 2011)
http://press.manpower.com/reports/2011/positive‐job‐market‐expected‐for‐massachusetts‐2/ (accessed
December 9, 2011).
16Wall Street Journal, “Real Time Economic: Long‐Term Unemployment, by State,” (July 21, 2011)
http://blogs.wsj.com/economics/2011/07/21/long‐term‐unemployment‐by‐state/tab/interactive/ (accessed
December 9, 2011).
17U.S. 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 (accessed
December 9, 2011)
18 Patrick Thibodeau, “Feds report tech job losses in Mass. between ʹ01 and ʹ09: Despite employment drop,
average tech salaries rose 30% ComputerWorld, December 1, 2011,
http://www.computerworld.com/s/article/9222326/Feds_report_tech_job_losses_in_Mass._between_01_an
d_09 (accessed December 9, 2011).
19See the WISERTrade State HS Database available at
ehttp://www.mass.gov/export/pdf/MA%20Exports%20by%20Country_2010.pdf (accessed December 9,
2011).
20 Based on Institute calculations.
15
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It is almost certain that Massachusetts cannot avoid the fallout from the European crisis.
Germany is the fifth largest destination for Massachusetts goods and services, and trade with
this partner has yet to recover to pre‐recession levels. The state’s diverse economy helped it
weather the housing crisis, since its exposure was limited compared to other states. Moreover,
the vigor of its health care and education sectors permitted the state to escape the dismal job
prospects of other states. However, the state’s financial sector is still recovering. It faces not
only uncertainty in Europe but also pressure on the federal tax front.21 How these two issues
are resolved will determine whether Massachusetts can continue to grow faster than other
states.

David G. Tuerck, Paul Bachman and Frank Conte, The Enterprise Value Tax: What it Means for the
Massachusetts Economy (December 2011) http://www.beaconhill.org/BHIStudies/EVT‐2011/BHI‐
EnterpriseValue2011‐1130.pdf (accessed December 9, 2011).
21
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(3)

Methodology

The Department of Revenue indicates that tax law changes will reduce revenue collections for a
variety of taxes, with the largest portion coming from personal and corporate income taxes.
Both rates are scheduled to drop in FY2012. According to DOR, the tax law changes will reduce
revenue by $155 million in FY 2012 and $243 million in FY 2013.

Table 1
Economic Forecasts for Massachusetts, 2012 through 2013
CY

Actual

Actual

Actual

Forecast

Forecast

Forecast

2008

2009

2010

2011

2012

2013

US economy (calendar year)1
Personal income ($ billion)

11,362

11,144

11,241

11,548

12,105

12,700

% change per .annum (p.a.)

0.7

‐1.9

0.9

2.7

4.8

4.9

Employment (millions)

136.8

130.9

130.3

131.5

134.3

137.8

(0.6)

(4.3)

(0.5)

0.9

2.1

2.6

5.8

9.3

9.7

8.9

8.3

7.2

339

333

346

356

366

380

1.9

‐1.6%

3.9

2.9

2.5

3.0

334

327

337

355

373

399

% change p.a.

Unemployment rate, %
Massachusetts (calendar year end)

1

Real Gross State Product
% change p.a.

Real Personal income ($ billion)
% change p.a.

3.3

‐2.0%

2.8

4.5

4.0

4.3

3,290

3,181

3,187

3,213

3,245

3,293

% change p.a.

0.3

‐3.3%

0.2

0.8

1.0

1.5

Unemployment rate, %

5.3

8.4

8.5

7.3

6.8

6.5

Actual

Actual

Actual

Forecast

Forecast

12,484

10,584

10,110

12,207

13,024

Employment (ʹ000)

BHI forecast, MA taxes, (fiscal year)
Personal income tax ($ million)
% change p.a.

Sales Tax
% change p.a.

Corporation Excise
% change p.a.

Business Excises
% change p.a.

Actual
11,576

8.8

(15.2)

(4.5)

14.5

5.4

6.7

4,087

3,869

4,612

4,905

4,998

5,199

0.53

(5.3)

19.2

6.3

1.9

4.0

1,512

1,549

1,600

1,951

2,047

2,150

(15.82)

2.4

3.3

21.9

4.9

5.0

1,037

550

520

276

395

250

52.3

(46.90)

(5.57)

(46.87)

42.9

(36.7)

Motor Fuels

673

654

655

661

662

673

% change p.a.

(0.5)

(2.8)

0.1

0.0

0.2

1.7

Total Taxes

20,879

18,259

18,544

20,517

21,411

22,287

% change p.a.

(0.5)

(12.5)

1.6

10.6

4.4

4.1

Notes:1 From New England Economic Partnership, Fall Economic Outlook, 2011 and BHI forecast.
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BHI reduces these estimates using its STAMP model, which accounts for the dynamic economic
effects that will result from these tax changes. These dynamic effects will create 1,000 jobs over
the two year period and increase disposable income by $110 million in FY 2012 and $260 million
in FY 2013. Taking these effects into account, we estimate that the tax revenue law changes will
reduce revenues by $113 million in FY 2012 and $229 million in FY 2013. BHI revenue forecasts
assume that there will be no additional change in Massachusetts tax policy for the forecast
period, which runs through the June 2013. Table 1 shows the forecasts by year and by major
tax.
For the first five months of FY 2012 (July 2012 through November 2012), tax revenues have
grown at 4.7% over the first five months of FY 2011, led by a five‐fold percentage increase in
business excise taxes, a 6.6% increase in other taxes and a 6.5% increase in personal income tax
revenues. Sales tax collections have lagged, with a 0.8% gain, while corporate income tax
collections fell by 7.9%. We see this trend continuing for the rest of the fiscal year, with
personal income tax revenues increasing by 5.4%, sales tax revenues by 1.9% and corporate
income tax revenues by 4.9%. For the full year, FY 2012, we expect total tax revenues to increase
by 4.4% over FY 2011.
For FY 2013, we forecast a 4.1% increase in tax revenues over FY 2012. Personal income tax
revenues will increase by 6.7% and sales tax revenues by 4.0%. Corporate income tax revenues
will rise by 5.0%, and business excise tax revenues will fall by 36.7%, after rising by 42.9% the
previous year. 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 1.2% and motor fuels taxes by 1.7%. Alcohol and cigarettes taxes will lag, down 0.6% and
0.5% respectively.

We prepared tax revenue forecasts for 11 categories for every month through June 2013. 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 2013. 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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Table 2
Revenue forecasts, disaggregated, for FY12 and FY13, including technical estimation details
% change
FY11

FY12

FY13

FY11

FY12

FY13

AR

MA

Vars/Dummies

Dates

16.0%

10.7%

13.7%

12

1,4,12

PI

79:6‐11:11

01:1,02:1,PI

79:6‐11:11

Income tax
Estimated payments

2,273

2,516

2,860

Tax Withheld

9,436

9,799

10,196

6.5%

3.8%

4.0%

1,7,10,12,16,19

1,3,9,12

Returns & Bills

1,693

1,766

1,911

34.2%

4.3%

8.2%

12

1

79:6‐11:11

Refunds

‐1,826

‐1,874

‐1,942

‐7.5%

2.6%

3.6%

1,11,12

1

79:6‐11:11

Income Net

11,576

12,207

13,024

14.5%

5.4%

6.7%

Sales & Use taxes

4,905

4,998

5,199

6.3%

1.9%

4.0%

1,3,12, 16

1,12

Corporation Excise

1,951

2,047

2,150

21.9%

4.9%

5.0%

3,12

1,12

79:6‐11:11

276

395

250

‐46.9% 42.9%

‐36.7%

3,12

1,12

79:6‐11:11

73

75

75

2.5%

3.3%

‐0.6%

1,2,7,12

1,12

79:6‐11:11

Business Excises
Alcohol Beverages
Cigarettes

454

453

451

‐0.6%

‐0.1%

‐0.5%

12

12

Motor Fuels

661

662

673

0.9%

0.2%

1.7%

1,12

1‐6

Other taxes

621

687

696

19.5%

10.7%

1.2%

1,12,18

1,12

(113)

(229)

Dynamic Effect of Tax Law Changes*

9:09

79:6‐11:11

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

79:6‐11:11
79:6‐11:11

PI

79:6‐11:11

Total Taxes
20,517
21,411
22,287 10.6%
4.4%
4.1%
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.” PI refers to Personal Income and C, a Constant variable. *Numbers have been adjusted to reflect that the model has captured a portion
of the revenue increase due to the repeal of the sales tax on alcoholic beverages.

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 2011 and the BHI
projections for FY2012 and FY2013. 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.22

22

A complete breakdown of revenue forecasts by month and by the eleven tax headings is available on
request.
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