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FY20 Revenues by Fund Through November 2019 (preliminary)

Actual Revenues (Green) vs. Targets (Red), Percent Variance by Fund in Box, Source: VT Joint Fiscal Office
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Year-To-Date FY20 Revenues
Are Slightly Above Expectations

Total Revenues through November (Partial General, Transportation and derived Education
Funds) are about 1% above targets (about $8M on a base of about $834M), with most tax
sources at or near expectations

November revenues were skewed by a reporting anomaly that deferred some late
November revenues into early December. While we do not at the time of this writing know
the exact size of this November undercount in the G-Fund and E-Fund, early indications
suggest a possible size of about $4M, with most of this in the G-Fund. If so, total YTD
revenues for all three funds would be about 1.5% above targets (+$12M)

Major consumption taxes (Sales & Use, Meals & Rooms, and Motor Vehicle Purchase &
Use) were at or slightly above targets through the first five months of the fiscal year, with
indications holiday shopping is off to a good start - especially for on-line sales. Tax receipts
from e-commerce vendors have represented a significant boost to Sales & Use revenues,
as anticipated

Total Transportation Fund revenues through November were almost exactly at targeted
levels (+0.1%), including a November adjustment of about $1M, with offsetting category
variances and some softness in gasoline sales as a result of weaker demand and
continued efficiency gains in vehicles (including electric and hybrid).

Personal Income tax revenues were the largest source of General Fund strength, up about
2-3% above targets through the first five months of the fiscal year. Although off to a good
start, it is still too early to say whether these gains will persist through the end of the year -
especially with provisions in the TCJA which have affected the distribution and timing of
payments.



The Expansion Endures,
But How Long Can it Last?

Now in its 126th month, the current economic recovery is the longest expansionary period in U.S.
business cycle history. Recent Fed interest rate cuts have been critical in extending the
expansion.

Massive deficit spending via unfunded tax cuts have also pumped the economy, but with longer-
term costs, as the national debt has soared at a time in the business cycle it would be expected to
recede. This could limit counter-cyclical fiscal policy in the event of another recession.

Low inflation, interest rates and household debt, along with rising home and stock valuations,
have supported steady consumer spending growth. With business investment weak and
manufacturing and agricultural sectors contracting, continued consumer spending will be key to
continuance of the expansion. Consumption of consumer electronics, telecommunication,
healthcare and pharmaceuticals has been particularly strong. The top 10% of the population (by
income) now accounts for more than half of all consumer spending - up from about a third of all
spending 25 years ago. Consumer confidence remains elevated, but is now highly partisan!

More than 22 million jobs have been added since February of 2010, pushing the U.S.
unemployment rate to 3.6% in October, its lowest level in nearly 50 years. Vermont’'s
unemployment rate was again the lowest in the nation, at 2.2% - just above the 2.1% record lows
posted from May to August of this year. Despite this, real wage gains remain subdued.

Escalating trade wars represent the greatest threat to continuation of the current economic
expansion, along with vulnerable corporate debt and equity market valuations.



The Long Run: After 109 Consecutive Months, 22.2M New U.S. Jobs are Added
(Monthly Change in Total Payroll Employment, Seasonally-Adjusted, Source: U.S. Bureau of Labor Statistics)
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1.55
1961 to 1969

The Longest (and Slowest) U.S. Expansion Ever
1.50 GDP Growth Indexed to 1.00 in the First Quarter of each Recovery Since 1947
(Sources: U.S. BEA, National Bureau of Economic Reserach)
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As Tax-Cut Stimulus Fades, Real U.S. GDP Growth Throttles Back to About 2%

(Annualized Quarterly Percent Change, Source: U.S. Bureau of Economic Analysis)
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Risk of Recession in the Next 12 Months

As Trade War Threats Heat Up, Year-Ahead Recession Risks Rise to About 1in 3

(Risk of Recession In the Next 12 Months - Source: Wall Street Journal Survey of 75 Economists)
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Long, But Not the Longest...

Selected Economic Expansion Periods by Nation, Past and Present
(Periods in which there were no two consecutive quarters of real GDP decline, Source: OECD Statistics through
2019Q3)
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The Effective Federal Funds Rate

Lines That Matter:

(Source: Board of Governors of the Federal Reserve System)

6.00

5.00

4.00

luadlad

2.00

1.00



Percent

Effective Federal Funds Rate
(Source: Board of Governors of the Federal Reserve System)
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23% of State Sales and Use Tax Revenues are
collected in December and January Filings




Consumers Drive Continued Economic Growth, as Investment and Job Growth Slow

Total Constant Dollar U.S. Retail Sales - Percent Change from Year Ago, Source: U.S. Census Bureau
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Commerce Share of Total U.S. Retail Sales Accelerates

E

(Source: U.S. Census Bureau)

Trendline
y = 0.0008x2 + 0.0523x + 0.8532
R2 = 0.9964
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Nonstore Sales Now Exceed General Merchandise Brick and Mortar Store Sales
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Consumer Sentiment Remains Bouyant, But Trade Wars are a Concern

(University of Michigan Survey, Index of Consumer Sentiment)
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Economic Malpractice: Massive Deficit Spending During Peak Expansion Years

(Federal Budget Deficits and Surpluses, 12 Month Moving Totals, Source: U.S. Treasury)
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Economic Policy Makes a Difference

(Recessionary Periods in Grey - As Defined by the National Bureau of Economic Research)
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A Tsunami of Debt in the Making...
Civil War
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Vermont
Utah

North Dakota
Virginia
South Carolina
New Hampshire
lowa
Colorado
Hawaii

Maine
Alabama
Massachusetts
Idaho

South Dakota
Nebraska
Missouri
Kansas

New Jersey
Minnesota
Indiana
Florida
Wisconsin
Oklahoma
Texas
Tennessee
Montana
Georgia
Arkansas
Rhode Island
Maryland
Connecticut
Delaware
Wyoming
lllinois
California
North Carolina
New York
Oregon
Nevada
Michigan
Pennsylvania
Ohio
Kentucky
Washington
Louisiana
West Virginia
New Mexico
Arizona
District of Columbia
Mississippi
Alaska

Unemployment Rate by State - November 2019

Seasonally Adjusted Data, Source: U.S. Bureau of Labor Statistics
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Vermont Unemployment Rate Drops to Lowest Ever, While U.S. Nears 50 Year Low

(Seasonally adjusted data, Source: Bureau of Labor Statistics, U.S. Department of Labor)
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Vermont Unemployment Insurance Claims Drop to Record Lows

(Average Weekly Initial Claims for Unemployment in Vermont, Seasonally Adjusted, Source: BLS and Boston Fed)
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Vermont Employment Growth Lags U.S. but Remains Positive

Total Nonagricultural Employment, Percent Change vs. Year Ago, Seasonally Adjusted Data)
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Unemployment rates by county,
October 2018-September 2019 averages

(U.S. rate = 3.7 percent)
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Unemployment rates by county,

2012 annual averages
(U.S. rate = 8.1 percent)

SOURCE: Bureau of Labor Statistics
Local Area Unemployment Statistics

. 13.0% and over
B 11.0%t012.9%
9.0% to 10.9%
7.0% to 8.9%
5.0% t0 6.9%
3.0% t0 4.9%

2.9% or lower

| ]



From the Wall Street Journal Newsletter, November 19, 2019
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Real Estate Markets Strengthen, but with Wide
(and More Typical) Regional Variation

Real estate markets are characterized by pronounced cyclicality and regional variation

For the 22nd consecutive quarter, housing prices increased on a year over year basis
in virtually every U.S. state. As of the third quarter of 2019 (the most recent
available), 43 states equaled or exceeded their pre-recession peak levels. Only 7
states were still below their pre-recession peak prices: NV, RI, DE, IL, NJ, MD and CT

Notably, Connecticut has the worst housing market in the nation, with prices still
almost 12% below pre-recession levels. Rhode Island (-1.5%) is close to pre-
recession levels, with Vermont at +9.3%, NH at +7.8%, NY at +12.6%, Maine at
+13,5% and MA at +15.3%.

After more than 10 years, VT real estate prices outside the Burlington MSA exceeded
their pre-recession peaks (+2.2%). Meanwhile, the Burlington MSA - like many urban
areas - has had price increases that are nearly 20% above prior peaks. Through
2018, the counties with the worst housing markets have been in the southern part of
the State - where second home ownership is most heavily weighted to CT residents

In 2019, the Vermont Property Tax base (Grand List) is expected to show real
(inflation-adjusted) growth for the first time in almost a decade



Real Estate Update: Housing Values Relative to Last Peak (pink) and Trough (grey)
Percent Change, 2019Q3 vs. Peak Price by State Reached Between 2005Q3 and 2009Q3 - Pink and 2019Q3 vs. Trough Price Reached Between 2009Q3 and 2014Q1 - Grey
Source: FHFA
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Burlington Finally Exceed Pre-Recession Levels
(Source: FHFA Home Price Index)

After More Than 10 Years, Vermont Housing Prices Outside of
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Massachusetts Real Estate Markets Often Lead Those in Vermont
(Percent Change Year Ago in Home Prices, FHFA All Transactions Index)
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Thawing Regional Real Estate Markets Revive Migratory Flows to Vermont
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VT Home Prices Will Grow Well in Excess of Inflation and Could Accelerate

(FHFA Vermont Housing Price Index Percent Change Vs. Year Ago)
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Trade Wars: What Are They Good For?

Uncoordinated, capricious tariffs have prompted quick retaliatory actions
that have caused US exports to decline as quickly as imports and left the US
with no balance of trade advantage

Tariffs targeted to specific countries have resulted, for the most part, in
larger imports from other countries, not greater domestic production (to wit,
the steel and aluminum industries)

The tariffs to date have been largely borne by US consumers - acting as a
tax totaling about $80 billion (annualized) at current rates

Retaliatory tariffs and general ill-will from the use of tariffs for punitive
political purposes, even among allies, has reduced US exports of services
(where the US has a balance of payments surplus) as well as goods

The dollar has strengthened as the trade wars disrupt global trade - further
weakening US exports and balance of trade

The business uncertainty caused by rapid tariff imposition, removal and rate
changes has disrupted business investment and hiring



U.S. International Balance of Payments for Goods and Services

(Source: U.S. Census Bureau)
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(Billions of U.S. Dollars, Seasonally Adjusted Annualized Quarterly Data, Source: U.S. Census Bureau)
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The Tariff Tax Burden - U.S. Customs Collections

(Billions of U.S. Dollars, SAAR, U.S. Treasury Department)
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The Strengthening Dollar Further Disadvantages U.S. Exports
(Source: U.S. Federal Reserve Board)
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Total VT Exports - Millions of Dollars - 4 Quarter Moving Totals

Trade Tensions, Strong Dollar and Weak Canadian Economy Depress VT Exports
(Source: World Institute of Strategic Economic Research, Federal Reserve Bank of Boston)
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Forecast Risks




What Could Go Wrong?

Change in Relative Recession Risks Between November and July 2019, as Assessed by JFO and Administration
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For Further Information, Contact
The Vermont Joint Fiscal Office or:

Thomas E. Kavet, President
Dr. Nicolas O. Rockler, CEO

State Economist and Principal Economic Advisor
to the Vermont State Legislature

Kavet, Rockler & Associates, LLC
Economic and Public Policy Consulting

985 Grandview Road

Williamstown, Vermont 05679-9003 USA
Telephone: 802-433-1360

Facsimile: 866-433-1360

Cellular;: 802-433-1111

Website: www.kavetrockler.com

E-Mail:
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JOIN THE 2020 CENSUS TEAM
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APPLY ONLINE!

2020census.gov/jobs

2020 Census jobs provide:
v Great pay

v Flexible hours

v/ Weekly pay
+/ Paid training

Fo .
T more information or help applying, please call 1-855-JOB-2020
> Federal Relay Service:
1-800-877.; y Service: N
Theus, Cezsi?g TTY/ASCIl | www.gsa.gov/fedrelay

Bureau is an Equal Opportunity Employer.




