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Three Economic Scenarios for US GDP 2017-2021 ($2020)
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Table 1, Historical Comparison of Scenarios

Annual Change in GDP Description

-12.9
-11.6
-8.5
-1.2
-6.4
=5.11
-5.6
-4.2
-3.3
-2.5
-2.0
-1.8
-1.2
-1.1
-1.0

Great Depression

Post WW?2 transition
Great Depression
L-shaped

Great Depression

Nike Swoosh

CBO Current Projections
Roller Coaster

Great Depression
Great Recession
Roller Coaster (year 2)
Early 1980's Recession
Great Depression

Post WW?2 transition
Post WW?2 transition

CENTER FOR BUSINESS AND ECONOMIC RESEARCH | BALL STATE UNIVERSITY



How We model Tax Revenue
Elasticity

log(PI;;) = 0 + 8log(GDP;;) + &;,

log(Tax;;) = 0 + 6log(Base;;) + pD;,; » Alog(Base;;) + ...
. . .+ai£i,t_1 + 1tD * €it—1 + Eit

6 Is elasticity
p Is asymmetry adjustment to disequilibrium
a; + m Is disequilibrium adjustment for t-1

CENTER FOR BUSINESS AND ECONOMIC RESEARCH | BALL STATE UNIVERSITY



Data and Estimates

Sales, PIT, CIT, Gaming

Assume “other” taxes respond as average of
these four

Use NASBO tax data, 1997-2019

Tax bases is state personal income or GDP
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Econometric Considerations

Between 21 and 36 percent of state taxes
are non-stationary

Between 4 and 41 percent cointegrated

No common root in panel
So, estimated in levels, not first differences

Don’t know current equilibrium of tax
revenues to base (15t Quarter 2020).
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Comparative Losses
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What's Missing

State Revenue effects will persist beyond 2021
Local Revenue Effects are significant and lagged
Scenario’s may be optimistic

Pandemic may be more damaging to most
elastic tax instruments

Estimate ignores increased demand for public
goods and services
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