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The Beacon Hill Institute is pleased to offer its revenue forecast for fiscal year FY 2013 and FY 2014 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:
• $21.113 billion in FY 2013, no change over FY 2012, and
• $22.194 billion in FY 2014, an increase of 5.1% over FY 2013.

1

Prepared by the staff of the Beacon Hill Institute at Suffolk University, including Paul Bachman, Frank Conte and
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The 5.1% increase for FY 2014 is largely driven by the anticipated recovery in the growth of state
personal income. The New England Economic Partnership projects state personal income to increase
by 3.8% in Calendar Year (CY) in 2013 and by 6.2% in CY 2014.2

(2)

Background on the National and State Economies

The U.S. Economy
Real U.S. Gross Domestic Product (GDP) grew by 2.7% in the third quarter of 2012 over the second
quarter of CY 2012.3 In the second quarter, growth finished at a revised 1.3%. Growth for all of 2011
was finalized at 1.7% (fourth quarter 2011 over fourth quarter 2010). Growth remains sluggish below
historical recoveries. The job market, while stable, fails to generate the number of jobs needed to match
pre‐recession levels. Moreover, the confidence of consumers, who drive 70% of the economy, fell more
than expected in December 2012 according to the Thomas Reuters/ University of Michigan index.4
The Organization for Economic Co‐operation and Development (OECD) sees no economic breakout on
a three‐year horizon for the United States.5 Much depends on how effectively the White House and
Congress address the “fiscal cliff.”6 The United States is expected to perform better than Europe,
according to the OECD, but only with the help of sound fiscal policy. The OECD is predicting 2.0%
growth in 2012 and 2.5% in 2013 for the United States. The prospects for Europe are not better.
Germany, the workhorse of the Eurozone, may slip into recession in 2012 according to its central bank.7
The OECD sees only a meager recovery in Europe of 1.3% in 2014.
We expect U.S. growth to be sluggish but positive over the next few quarters. The economy faces a long
struggle to regain historical growth and employment levels emerging out of recessions. The Wall Street
Journal Economic Forecasting Survey for November 2012 estimates that the economy will grow by only
1.8% in calendar year 2012 and 2.4% in calendar year 2013, virtually the same as the survey’s estimates
for last year. The 52 economists surveyed predicted growth in the range of 2.5% on the high end and
1.5% on the low end for 2012. 8 The most optimistic economist pegged growth at 4.4% for 2012 while the

2

New England Economic Partnership, Fall 2012 Economic Outlook, “Fall 2012 Forecast: Summary Tables.”
http://www.neepecon.org, 69.
3U.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 6, 2012).
4 Richard Leong, “Consumer confidence plunges on ʺfiscal cliffʺ fears,” Reuters, December 7, 2012,
http://www.reuters.com/article/2012/12/07/us‐usa‐economy‐sentiment‐idUSBRE8B60QC20121207
5

Organization for Economic Co‐operation and Development, “Global economy facing hesitant and uneven
recovery, says OECD,” (November 27, 2012).
http://www.oecd.org/newsroom/globaleconomyfacinghesitantandunevenrecoverysaysoecd.htm.
6
See OECD “United States ‐ Economic forecast summary,” (November 2012)
http://www.oecd.org/eco/economicoutlookanalysisandforecasts/unitedstateseconomicforecastsummary.htm.
7The Economist, “Economic and financial indicators, GDP forecasts,” October 6, 2012.
8Wall Street Journal, “Economic Forecasting Survey,” November 2012,
http://online.wsj.com/public/resources/documents/info‐flash08.html?project=EFORECAST07 (accessed December
5, 2012).
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most pessimistic expects only 1.3% growth. The Economist poll of forecasters predicts that the growth of
GDP for the U.S. will fall within the range of 2.0% and 2.4% for 2012 and for 2013 within the range of
1.4% and 2.3%.9 The economists surveyed by the Wall Street Journal found that unemployment will
remain at higher than usual post‐recession levels. They see unemployment in June 2013 at 7.8%. 10
The U.S. employment situation remains listless, failing to gain any sustainable momentum. The
November 2012 unemployment rate edged down to 7.7%, but the number of unemployed persons
remained unchanged at 12.0 million. The number of long‐term unemployed (without a job for 27 weeks
or more) was little changed, at 4.8 million. These individuals accounted for 40.1% of the unemployed.
Jobless workers on the sidelines remain tentative. The civilian labor force participation rate declined by
0.2 of a percentage point to 63.6% in November, offsetting an increase of the same amount in October.
The number of persons employed part time is stalled at 8.2 million in November, as is the number of
persons, 2.5 million, who are only marginally attached to the workforce.
Corporate profits are up 8.7% in the third quarter over the same period last year. 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. On quarterly basis, productivity
is up by 2.9%, an improvement over the first quarter of 2012. However, manufacturing productivity
declined slightly (0.7%) in the third quarter of 2012.
The Standard & Poor/Case‐Shiller Home Price Indices, the leading measure of U.S. home prices,
showed that home prices rose for the sixth straight month. Data through September 2012 showed that
housing prices continued to rise in the third quarter of 2012.11 The national composite was up 3.6% in
the third quarter of 2012 over the same period last year, and up 2.2% versus the second quarter of 2012.
New U.S. home sales are up 17.2% from one year ago with demand picking up. Housing starts are up
41.9% according to the U.S. Census. The National Association of Realtors reports that sales of existing
homes are up 10.9% (October 2012 from October 2011).
Consumers continue to spend. Retail sales are up 3.8% since October 2011. Consumers are working
more hours and wages are trending upward. Households are carrying the lowest debt service ratio. 12

The Economist poll of forecasters, (December 8, 2012.) http://www.economist.com/news/economic‐and‐financial‐
indicators/21567970‐economist‐poll‐forecasters‐december‐averages,
10 U.S. Bureau of Economic Analysis, “Gross Domestic Product: Third Quarter (Second Estimate); Table 11:
Corporate Profits: Third Quarter 2012 (Preliminary),” November 29, 2012,
http://www.bea.gov/newsreleases/national/gdp/2012/pdf/gdp3q12_2nd.pdf.
11 S&P/Case‐Shiller Home Price Indices, “Home prices rise for sixth straight month,” November 27, 2012,
http://us.spindices.com/documents/index‐news‐and‐announcements/20121127‐cshomeprice‐release.pdf
12 Brian Wesbury, Robert Stein and Strider Elass, First Trust Advisors, “Datawatch: October Retail Sales,”
(November 14, 2012). http://www.ftportfolios.com/Commentary/EconomicResearch/2012/11/14/retail‐sales‐
declined‐0.3percent‐in‐october,” (accessed December 6, 2012).
9
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According to the National Retail Federation, Black Friday spending reached an estimated $59.1 billion,
surpassing last year’s all‐time record.13 Consumers entered the holiday season spending, on average,
$423 during the post‐Thanksgiving shopping period compared to $398 last year.
Since the official end of the recession, states are benefiting from better revenues, but may face more
uncertainty given the “fiscal cliff” stalemate. Total state government revenue increased to $2.3 trillion
in 2011, up 11.3% from $2.0 trillion in 2010, according to the latest report from the U.S. Census Bureau.14
Some caution is warranted: while the recovery is restoring revenue growth, some of that growth was in
fact due to investment returns in public pension funds. Moreover, state general expenditures are rising
above the rate of inflation.
Forward‐looking market indices trended upward in 2012. Since the November 6 election, the Dow
Jones Index is down 1.13%, and the NASDAQ is down 1.07%.15 Meanwhile, the DJIA Year‐to‐date for
2012 is up 7.67% while the NASDAQ is up 14.3%.
The White House faces what the Wall Street Journal calls “an economic growth deficit. “16 From 1985 to
1989, GDP growth averaged 3.7% annually while from 1997 to 2001, annual growth averaged 4.5%. At
best, the current growth rate is a mere 2.1% a year. Monetary policy is limited in its effectiveness. The
right fiscal policy choices – lower taxes and spending – offer better prospects than monetary policy.
Since it allows for higher employment and higher tax revenues over the long term, growth should
remain the most important objective.
Last year, we estimated the U.S. “GDP gap,” which may be defined as the percentage by which full‐
employment GDP exceeds predicted GDP. 17 This gap will be around 12% for the next five years,
barring a dramatically improved policy environment. To close the gap, the economy must create
something in the order of 300,000 jobs per month by one estimate.18

National Retail Federation, “Thanksgiving Day promotions win over millions of holiday shoppers, according to
NRF,” (November 25, 2012) http://www.nrf.com/modules.php?name=News&op=viewlive&sp_id=1462 (accessed
December 5, 2012).
14 U.S. Census, “2011 Annual Survey of State Government Finances,” (December 6, 2012),
http://www2.census.gov/govs/state/11statesummaryreport.pdf.
15Calculations based on historical database for DJIA and NASDAQ at http://finance.google.com.
16 Wall Street Journal, Review and Outlook, “Obama’s real fiscal problem: It isn’t the Republicans,” (November 29,
2012)
17
Frank Quaratiello and Ira Kantor,” U.S. Jobless rate climbs to 7.9 percent; 171,000 jobs added,” Boston Herald,
November 2, 2012.
18
Brian Wesbury, Robert Stein and Strider Elass, “November Employment Report,” First Trust Advisors,
December 7, 2012) http://tinyurl.com/bhveb63.
13
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The Massachusetts Economy
After two years of above average post‐recession growth, the Massachusetts economy is expected to
slow down in calendar years 2012 and 2013 before regaining momentum in the following three years.
In its most recent forecast, the New England Economic Partnership suggests a healthy return to more
normal growth trends: 4.0% in CY 2015.19
In October 2012, the Massachusetts unemployment rate was 6.6%, well below the national rate of 7.9%
for the same month.20 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 2011 levels. The state’s labor force stands at 3.47 million.
Manpower Group, the research arm of the renowned recruitment company, found that Massachusetts
employers are slightly less optimistic than they were last year. 21 Although they intend to hire more
employees, firms surveyed were less optimistic about fourth quarter 2012 employment.
Approximately 77% expect to maintain their current staff levels.
There are some areas of concern. We have found that 32% of Massachusetts out‐of work citizens have
been unemployed for a period of more than 52 weeks — slightly above the national average for this
22
measurement.
The thriving pharmaceutical sector could face funding problems. Funding by angel investors is drying
up.23
After a decade of shedding 47,000 jobs, the state’s high tech sector gained 3,700 over the last two years.
Last year, the BLS found that high tech employment in the state declined by 15% between 2001 and
24
2009. At the same time the BLS found that wages for the sector increased by 30% in nominal terms

New England Economic Partnership, Fall 2012 Economic Outlook.
Executive Office of Labor and Workforce Development, “ʺMassachusetts adds 7,900 jobs in October,
unemployment rate at 6.6 percent,” (November 15, 2012). http://lmi2.detma.org/Lmi/News_release_state.asp
(accessed December 9, 2011).
21Manpower Group, “Moderate job market expected for Massachusetts,” Manpower Employment Outlook
Survey, (September 11, 2012), http://press.manpower.com/reports/2012/moderate‐job‐market‐expected‐for‐
massachusetts (accessed December 10, 2012).
22Based on Institute calculations from Wall 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/ and BLS.
23 Yevgeniy Feyman, Manhattan Institute, ʺBiotech startups squeezed for cash,ʺ December 4, 2012,
http://www.medicalprogresstoday.com/2012/12/biotech‐startups‐squeezed‐for‐cash.php.
24U.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). Numbers reflect BHI updated calculations for 2010 and 2011.
19
20
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25

over the same period. The state’s pharmaceutical and scientific research industries continue to shore
up high tech employment. High tech employment comprises 10% of all private sector employment in
the Bay State, a steady rate that has held up over the decade.
Still, only two out of the 11 industries that make up the high tech sector—pharmaceuticals and
scientific research — showed positive growth. More significantly, BHI found that more than 54% of all
the private sector jobs lost between 2001 and 2011 were high tech jobs as defined by the BLS.
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 2012 over September 2011.
Massachusetts exports have grown substantially over the 2008‐2009 down turn; the final 2011 data
showed 20.7% growth, nearly double that of two years ago. 26
Germany became the fourth largest destination in 2011 for Massachusetts goods and services but trade
with this partner has yet to recover to pre‐recession levels. The prospect of a German recession does
not bode well for Massachusetts exports.
There is also reason to be worried about Canada, a major trading partner with $3.73 billion in
Massachusetts exports. In 2011 Canada finished ahead of Great Britain (UK) as the destination for
Massachusetts exports. After several years of fiscal discipline, Canada’s economy is decelerating partly
due to declining commodity prices and an overleveraged consumer chasing higher home prices.27
The search for “new” state revenues has certainly arrived not because of shortfalls but because of
structural changes. Electronic commerce has posed a challenge to the long‐standing stability of the
sales tax. With the exception of recessions, Massachusetts sales taxes have long been a reliable revenue
source.28 Sales tax collections in both Massachusetts (23.44%) and nation‐wide (24.31%) have been
stable for the last two decades.29 However, the sales tax base has not kept up with the changes in
consumer purchases that have shifted toward faster growing services and away brick and mortar
stores. Equity issues continue to be raised by brick and mortar retailers.

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_and_09
(accessed December 5, 2012).
26See the WISERTrade State HS Database available at
http://www.mass.gov/export/pdf/MA%20exports%202011%20by%20country.pdf, (April 2012) .
27 Alistair MacDonald, “Risks are mounting in Canada,” Wall Street Journal, November 26, 2012, A2.
28
Authors’ calculations based on data from Massachusetts Department of Revenue. Available upon request.
29
BHI calculations based on U.S. Census data. http://www.census.gov/govs/qtax/historical_data.html.
25
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(3)

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 $124 million in FY 2013 and
$66 million in FY 2014. However, the largest portion comes from personal and corporate income tax
changes in 2012, which are already accounted for in the data. As a result, we reduce our estimates for
the new tax law changes by $4 million for FY 2013 and $30 million FY 2014.
Table 1
Economic Forecasts for Massachusetts, 2013 through 2014
CY

Actual

Actual

Actual

Forecast

Forecast

Forecast

2009

2010

2011

2012

2013

2014

11,144

11,241

11,548

12,105

12,700

12,700

US economy (calendar year)
Personal income ($ billion)
% change per .annum (p.a.)

‐1.9

0.9

2.7

4.8

4.9

‐

Employment (millions)

130.9

130.3

132.2

134.0

136.0

138.4

(4.3)

(0.5)

1.5

1.4

1.5

1.8

9.3

9.7

8.3

7.7

7.4

7.1

336

327

341

349

356

364

1.9

‐2.6

4.3

2.2

2.1

2.3

308

296

302

310

315

321

3.3

‐3.8

1.8

2.6

1.9

1.7

3,266

% change p.a.

Unemployment rate, %
Massachusetts (calendar year end)1
Real Gross State Product
% change p.a.

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

Employment (ʹ000)

3,291

3,180

3,190

3,209

3,244

% change p.a.

0.3

‐3.4

0.3

0.6

1.1

0.7

Unemployment rate, %

5.4

8.2

8.3

7.4

6.4

6.3

BHI forecast, MA taxes, (fiscal year)

Actual

Actual

Actual

Forecast

Forecast

Personal income tax ($ million)

Actual

10,584

10,110

11,576

11,911

11,963

12,734

% change p.a.

(15.2)

(4.5)

14.5

2.9

0.4

6.5

Sales Tax

3,869

4,612

4,905

5,059

5,243

5,519

(5.3)

19.2

6.3

3.2

3.6

5.3

1,549

1,600

1,951

1,771

1,491

1,559

% change p.a.

Corporation Excise
% change p.a.

Business Excises
% change p.a.

Motor Fuels

2.4

3.3

21.9

(9.2)

(15.8)

4.5

550

520

276

549

554

505

(46.90)

(5.57)

(46.87)

98.71

1.0

(8.9)

654

655

661

662

679

675

% change p.a.

(2.8)

0.1

0.0

0.2

2.5

(0.5)

Total Taxes

18,259

18,544

20,517

21,115

21,113

22,194

% change p.a.

(12.5)

1.6

10.6

2.9

0.0

5.1

Notes:

1

From New England Economic Partnership, Fall Economic Outlook, 2012.
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BHI revenue forecasts assume that there will be no additional change in Massachusetts tax policy for
the forecast period, which runs through the June 2014. Table 1 shows the forecasts by year and by
major tax.
For the first five months of FY 2013 (July 2012 through November 2012), tax revenues grew by 0.3%
over the first five months of FY 2012, led by a 2.9% increase in sales tax revenues, a 2.3% increase in
personal income tax revenue and a 1.6% increase in alcohol tax revenues. All other taxes experienced
revenues decreases over the period: corporate income tax revenues fell by 23.1%, other tax revenues,
such as estate, room occupancy and deeds, fell by 2.2%, and the business excise tax and cigarette tax
revenues fell by 1.7% each. We see this trend continuing for the rest of the fiscal year, with sales tax
revenues increasing by 3.6%, personal income tax revenues by 0.4% and alcohol tax revenues by 3.9%.
For FY 2013, we expect total tax revenues to be flat over FY 2012.
For FY 2014, we forecast a 5.1% increase in tax revenues over FY 2013. Personal income tax revenues
will increase by 6.5% and sales tax revenues by 5.3%. Corporate income tax revenues will rise by 4.5%,
and business excise tax revenues will fall by 8.9%. 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 7.9% and alcohol taxes will rise by 1.9%. Cigarettes and motor fuels taxes will
lag, down 1.9% and 0.5% respectively. Cigarette tax revenues are being driven down by the high tax
rate, while the higher fuel economy of new vehicles is negatively affecting motor fuels collections. Both
trends should continue.

We prepared tax revenue forecasts for 11 categories for every month through June 2014. 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 2014.
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 FY13 and FY14, including technical estimation details
% change
FY12

FY13

FY14

FY12

FY13

FY14

AR

MA

Vars/Dummies

Dates

Income tax
Estimated payments

2,286

2,361

2,422

0.6

3.3

2.6

1,412

1,2,12

PI

79:6‐12:11

Tax Withheld

9,767

9,717

10,078

3.5

‐0.5

3.7

1,7,10,12,16,19

1,3,9,12

01:1,02:1,PI

79:6‐12:12

Returns & Bills

1,710

1,897

2,170

1.0

10.9

14.4

12

24

Refunds

‐1,852

‐2,012

‐1,936

1.4

8.6

‐3.8

1,2,12

3

C

79:6‐12:14

Income Net

11,911

11,963

12,734

2.9

0.4

6.5

Sales & Use taxes

5,059

5,243

5,519

3.2

3.6

5.3

1,3,12, 16

1,12

9:09

79:6‐12:11

Corporation Excise

1,771

1,491

1,559

‐9.2

‐15.8

4.5

3,12

1,12

549

554

505

98.7

1.0

‐8.9

3,12

12

76

79

81

4.6

3.9

1.9

1,2,7,12

1,12

Business Excises
Alcohol Beverages

79:6‐12:13

79:6‐12:12
79:6‐12:13

Cigarettes

451

460

451

‐0.6

2.0

‐1.9

12

12

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

Motor Fuels

662

679

675

0.2

2.5

‐0.5

1,12

12

C

79:6‐12:16

Other taxes

635

649

700

2.2

2.2

7.9

1,12,18

1,12

PI

79:6‐12:11

‐4

‐30

21,113

22,194

2.9

0.0

5.1

Tax Law Changes
Total Taxes

21,115

79:6‐12:14
79:6‐12:15

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.” (R & B)‐12 refers to the returns & Bills data laggged by 12 month. 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 2012 and the BHI projections
for FY2013 and FY2014. 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.30

30

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