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The Economic and Revenue
Outlook

Mark McMullen, Economy.com
FTA Annual Outlook Conference
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The Economy is Performing Well
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Businesses Are Flush...

Source: Federal Reserve Board
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...And Balance Sheets Are Strong

Sources: Lehman, FRB
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Conditions are Stronger Across Industries...

Source: BLS
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...Throughout the Country...
Job growth

All States
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Still Some Room to Grow Strongly

Capacity
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Sturdy Economic Outlook
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Western States Look Particularly Strong
Annualized job growth through 2007

U.S. = 1.6%

< 1.3%

1.3% to 1.8%

> 1.8%
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Improved Terms of Trade Will Help
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Real Dollar Depreciation Rates
Change in dollar value weighted by state export trade patterns

-23% to -33%

-19% to -23%

-7% to -19%
% change from peak value through end of 2004
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Interest Rates are Expected to Rise With a Better Job Market...

10-year
T-bond
yield (L)

Average annual growth
job growth over past 3 yrs (R)
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...and a Resumption of Business Borrowing

Source: Federal Reserve Board
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Subprime

Rising Rates Will Put More Financial Pressure...
ARM share of non-conforming mortgage debt outstanding
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...On Already Pressed Households
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Vehicle Sales Are Especially Vulnerable to Higher Rates
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Higher Rates Will Short-Circuit the Housing Cash Machine
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Refinancing Across States
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Depending on House Price Appreciation
Value of subprime and non-conforming mortgages, % of total originations, 2003

Source: HMDA

More than 26%
18% to 26%
Less than 18%
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Difference between actual and  expected median existing 
house price is more than 2 SD from historic average, 2004Q4
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Oil Prices Are Expected to Fall...

Sources: WSJ, Economy.com
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...as the Supply Side of the Energy Market Responds...

Active Rotary Rigs
Source: Baker Hughes
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...as Does Energy Demand

Real Gas Consumption
% chg yr ago (L) Gas Price

$ per galloon (R)



14

Slide 27© 2005 Economy.com

-100

-50

0

50

100

150

200

45 50 55 60 65 70 75 80 85 90 95 00 05

But Higher Prices Pose a Threat
West Texas Intermediate Price, % change year ago
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High Oil Prices Hurt Agricultural States

Oil and natural gas, net exports, % of gross state product

Sources:  EIA, BEA, Economy.com
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Top Ten Winners and Losers Under BRACS
Proposed employment changes     Source:  DOD
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States Have Yet to Fully Rebuild Reserves

Real GDP,
% change year ago

State & local government
net savings, % of  GDP
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State Personal Income Tax Collections Are Highly Cyclical
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Growth in personal income vs. tax receipts, 2 yr MA   Sources:  Census, BLS 
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The Return of Taxable Capital Gains
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17

Slide 33© 2005 Economy.com

Even Withholdings Are Relatively Volatile
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Determinants of State & Local Government Revenues
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