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STATE OF HAWAII
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HONOLULU, HAWAII 96809-0259

June 1, 2009

The Honorable Linda Lingle
Governor, State of Hawaii
Executive Chambers
State Capitol, Fifth Floor
Honolulu, HI 96813
Dear Governor Lingle:
At its meeting on May 28, 2009, the Council on Revenues reduced, from −5.0% to −9.0%, the
forecast growth rate of General Fund tax revenues for fiscal year (FY) 2009 and reduced, from
0.5% to 0.0%, the forecast growth rate for FY 2010. Forecast growth rates for FY 2011 through
FY 2013 have been adjusted to reflect the anticipation of moderate recovery of the Hawaii’s
economy, consistent with earlier expectations.
Revised forecasts of State General Fund tax revenues for FY 2009 through FY 2015 are listed in
the table below:
Fiscal Year
2009
2010
2011
2012
2013
2014
2015

Thousands of Dollars
$4,224,104
$4,224,104
$4,460,654
$4,692,608
$4,974,164
$5,277,588
$5,536,190

% Growth From
Previous Year
-9.0%
0.0%
5.6%
5.2%
6.0%
6.1%
4.9%

Line-item detail of State General Fund tax revenues by revenue category for FY 2009 through
FY 2015 are presented in the attached table. These detailed forecasts are based on the Council’s
forecast for total State General Fund tax revenues and the econometric model currently used by
the Tax Research and Planning Office.

The Honorable Linda Lingle
June 1, 2009
Page 2
Recent trends in tax revenue collections extended a pattern, since early-FY 2009, of decreases at
rates faster than forecast. Recent double-digit decreases in tax collections through April 2009
appeared to be continuing through May 2009, based on preliminary reports from the Department
of Taxation. These large year-over-year decreases coming during the final months of the fiscal
year meant that the path of revenue growth had tilted downward at a faster and faster rate as
Hawaii approached fiscal year-end. In addition to this trend, the Council considered recent
widespread incidence of the H1N1-A flu virus on tourism performance, particularly with respect
to travel from Japan. Previous episodes of biological event risk (SARS in 2003) and geopolitical
event risk (9/11 in 2001) have had disproportionately large adverse impacts on foreign travel to
Hawaii. Spending by tourists decreased by a much larger proportion than visitor arrivals
decreased during the twelve months, in spite of stabilization in domestic travel volumes since
last fall (on a seasonally-adjusted basis). As a result, the recent flu epidemic is anticipated to
have aggravated already disappointing tourism performance in the final quarter of the fiscal year.
Lower forecasts of construction activity also weighed on prospects for revenue growth in the
fiscal year’s final months. Contracting receipts are expected to follow downward, at double-digit
annual rates of decrease, declining values of private authorizations by building permit and
declining construction employment.
The Council acknowledged interim estimates of revenues accruing to the State of Hawaii other
than General Fund tax revenues, non-tax revenues reported by the Department of Budget and
Finance as arising from passage in February of the American Recovery and Reinvestment Act of
2009 (ARRA). (Their numerical estimate concludes this correspondence.) These extraordinary
economic stimulus funds potentially amount to hundreds of millions of additional economic
activity during the next eighteen months or more. At a time of higher than normal
unemployment of labor and other resources as a result of the recession, revenue increase
associated with ARRA might be expected to have larger multiplier impacts on local economic
activity, including tax revenue increases, than might be customary at full employment.
However, no tax revenue estimates in conjunction with these economic impacts has been made
by the Council, as considerable uncertainty continues to attach to the magnitudes of stimulus
funds, the nature of their deployment, and the timetable for their deployment.
The Council still believes that the downturn in Hawaii’s economy may be nearing a bottom, to
be followed—but only gradually beginning in the second half of FY 2010—by an economic
recovery over several years. At the same time, the Council remains concerned about
unpredictable factors that could reduce State revenues by more than already forecast. During the
current fiscal year (FY 2009) the Council’s forecasting track record has been derailed by global
recession, one of increasing severity scarcely evident at the conclusion of FY 2008 last June.
Beginning in mid-September 2008 a precipitous downdraft in stock prices ensued after the
collapse of Lehman Brothers, federal conservatorship for the mortgage-lending agencies Fannie
Mae and Freddie Mac, and sudden reversal of a debilitating price spike in petroleum and other
commodities that concluded last summer. These events followed several prior years of steady
erosion of home prices around the country, a wealth contraction associated with a spreading
contagion of financial systemic risk. Simultaneously, during the first quarter of Hawaii’s FY
2009 (third calendar quarter 2008), the global asset price implosion was accompanied by sharp
decreases (at seasonally-adjusted annual rates) in quarterly growth of U.S. personal consumption
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expenditure. The consumption contraction on the real side of the economy was followed by
decreases in international trade volumes, nonresidential investment and, ultimately, gross
domestic product (GDP). U.S. real GDP declined at more than 6 percent annualized quarterly
rates from September 2008 through March 2009. This all happened after the State of Hawaii’s
fiscal year began in July 2008. Moreover, since last July 2008 these events have simultaneously
unfolded worldwide with remarkably similar intensity. No historical precedent for such broad
economic deterioration, in valuations across all asset classes from stocks to commodities and
with global macroeconomic scope, exists in the modern record.
Consistently during its scheduled and two specially-convened revenue forecasting meetings in
this same period since July 2008, the Council’s forecasts of ever larger decreases in State
General Fund tax revenues for the current fiscal year were outstripped—literally quarter by
quarter—by even larger actual rates of decrease that mirrored the global economic unraveling.
From meeting to meeting the Council has factored into its evolving expectations the information
content of its own, widening forecast errors, and the Council has again done so in this current
revenue forecast. Thus, while Hawaii’s prospects for economic stabilization in FY 2010 and
recovery thereafter are improving amidst slowly unfolding evidence of stabilization nationwide,
the Council continues to believe that risks remain to the downside. Many Council members are
encouraged by signs of stabilization in national financial markets and in macroeconomic activity,
as well as some evidence of similar stability in the local economy. An impressive and
unprecedented array of fiscal and monetary policy interventions at the national level now provide
countercyclical support for the financial system and for the real economy. These policy
measures would appear equal to the task. A long slow economic recovery for the U.S. and
Hawaii would be consistent with the Council’s forecast that in the coming fiscal year 2010 no
meaningful variation is plausible from the levels to which State General Fund tax revenues will
settle in FY 2009, final amounts which will be known in a manner of weeks. It will be important
at fiscal year-end to again calibrate the Council’s most recent forecast to the serial pattern of
forecast error that has accompanied this fiscal year’s events and to align, to that new benchmark,
revenue expectations for the coming fiscal year. A diminution of forecast error from a recent
range of −2 percentage points at the time of this fiscal year-end reckoning would be a welcome
indication that economic uncertainties may be receding.
In producing its forecasts, the Council adopted specific adjustments recommended by the Hawaii
Department of Taxation reflecting impacts on General Fund tax revenues of recent tax law
changes enacted in 2008 and in 2009, including:
•

Act 209, Session Laws of Hawaii (SLH) 2007—exempts from the general excise tax
sales of alcohol fuel; a decrease of approximately $40 million for FY 2009.

•

Act 211, SLH 2007—provides a refundable food/excise tax credit; a decrease of
approximately $24 million per year starting in FY 2009.

•

Act 58, SLH 2008—provides a one-time, refundable, constitutionally mandated income
tax credit; a decrease of approximately $1 million for FY 2009.

The Honorable Linda Lingle
June 1, 2009
Page 4
•

Act 89, SLH 2008—applies the 0.5% general excise tax rate to certain warranty work
performed on behalf of manufacturers; a decrease of approximately $1.5 million for
FY 2009 and annually thereafter.

•

Act 143, SLH 2008—amends provisions relating to agricultural businesses qualifying for
enterprise zone benefits; a decrease of approximately $100,000 for FY 2009, $200,000
for FYs 2010–2011, $300,000 for FY 2012, and 500,000 for FY 2012 and annually
thereafter.

•

Act 156, SLH 2008—allows state and county governments to hire retired state or county
government employees; an increase of approximately $1.5 million for FYs 2009–2013.

•

Act 233, SLH 2008—provides an important agricultural land qualified agricultural cost
income tax credit; a decrease of approximately $7.5 million annually for FYs 2010–2014.

•

Act 40, SLH 2009—reduces the interest rate applied to overpayments of tax; an increase
of approximately $2.7 million for FY 2010 and annually thereafter.

•

Act 56, SLH 2009—increases the cigarette tax by one cent on July 1, 2009, July 1, 2010,
and July 1, 2011; an increase of approximately $22.5 million for FY 2010, $24.2 million
annually for FY 2011 and FY 2012, and $21.6 million for FY 2013 and annually
thereafter.

•

Act 58, SLH 2009—increases the tobacco tax on tobacco products other than cigarettes
and taxes “little cigars” as cigarettes; an increase of approximately $1.8 million for
FY 2011 and annually thereafter.

•

Act 59, SLH 2009—increases the conveyance tax and reduces the conveyance tax
allocations to the Rental Housing Trust Fund and the Natural Area Reserve Fund; an
increase of approximately $5.1 million annually for FY 2010 through FY 2012, and $2.8
million for FY 2013 and annually thereafter.

•

Act 60, SLH 2009—temporarily increases the income tax rate on high income individuals
and increases the standard deduction and personal exemption amounts; an increase of
approximately $32.3 million annually for FY 2010 through FY 2011, and $20.8 million
annually for FY 2012 through FY 2016.

•

Act 61, SLH 2009—provides an additional 1% transient accommodations tax from
July 1, 2009 through June 30, 2010, and an additional 2% transient accommodations tax
from July 1, 2010 through June 30, 2015; an increase of approximately $26.6 million for
FY 2010, $61.0 million for FY 2011, $64.0 million for FY 2012, $67.3 million for
FY 2013, $70.8 million for FY 2014, and $74.4 million for FY 2015.
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As is customary, the Council did not contemplate revenue impacts of legislation that has not yet
been enacted.
Various revenue estimates provided to the Council by the Hawaii Department of Budget and
Finance at the Council’s May 28, 2009, meeting were accepted as submitted; notable changes to
those estimates are highlighted in the next several paragraphs.
General Fund Non-Tax Revenue estimates for FYs 2009 through 2015 reflected lower
year-to-date investment pool interest earnings and an early transfer of excess funding in FY 2009
from Unclaimed Property.
Special Fund Tax Revenue estimates for FYs 2009 through 2015 reflected adjustments due to
lower vehicle surcharge, rental/tour collections in FY 2009; and adjustments in unemployment
compensation tax collections due to lower year-to-date collections in FYs 2009 through 2010
and projected increases in FYs 2011 through 2015 due to changes in both the taxable wage base
and the contribution rates schedule.
Special Fund Non-Tax Revenue estimates for FYs 2009 through 2015 reflected lower
year-to-date interest earnings for the Unemployment Compensation Fund, and lower dockage
fees and wharfage fees in FY 2009 for the Department of Transportation’s Harbors Division.
These were offset by higher year-to-date collections associated with the tobacco settlement
agreement.
Other Than Special Fund Non-Tax Revenue estimates for FYs 2008 through 2015 reflected the
reclassification of Department of Human Services revenues in FYs 2010 and 2011 from federal
funds to the ARRA, and estimated increases for Medicaid reimbursements that were
inadvertently not being reported (Department of Health). Additionally, total stimulus funds of
approximately $765 million are reported in FYs 2009 through 2012.
Please advise us if we can be of further assistance or if we can answer any questions you may
have.
Sincerely,
(submitted via e-mail June 1, 2009)
PAUL H. BREWBAKER, Ph. D.
Chair, Council on Revenues
Attachments

ESTIMATES OF GENERAL FUND TAX REVENUE: FY 2009 to FY 2015

(in thousands of dollars)
ACTUAL
FY 2007
FY 2008
General Excise & Use 2/, 3/
Income - Individual 5/
Income - Corporation

FY 2009

FY 2010

FY 2011

ESTIMATED
FY 2012

FY 2013

FY 2014

FY 2015

$2,555,762

$2,618,787

$2,346,153

$2,279,116

$2,350,719

$2,396,529

$2,516,088

$2,648,271

$2,727,116

1,559,690

1,544,307

1,361,177

1,351,678

1,429,968

1,531,494

1,618,344

1,704,488

1,797,267

81,834

85,081

75,565

59,919

56,717

65,654

75,318

88,378

102,784

124,017

127,481

134,789

141,057

147,836

154,904

161,913

168,790

175,707

Insurance Premiums

92,196

95,742

128,138

163,797

203,328

257,036

308,108

361,206

415,320

Tobacco & Licenses 6/

84,219

83,443

93,254

115,754

122,012

124,940

125,237

128,211

131,264

Public Service Company

Liquor & Permits

46,034

45,620

44,509

45,295

46,518

47,715

48,969

50,204

51,437

Banks & Other Fin Corps

16,599

18,212

14,022

12,147

13,210

19,959

23,616

26,679

28,817

Conveyance 4/

7,033

6,513

13,853

17,578

16,264

14,962

11,421

10,141

8,873

Miscellaneous *

1,120

751

590

589

588

587

586

585

584

17,076

15,935

12,054

37,174

73,494

78,828

84,564

90,635

97,021

$4,585,580

$4,641,872

$4,224,104

$4,224,104

$4,460,654

$4,692,608

$4,974,164

$5,277,588

$5,536,190

Transient Accommodation Tax 1/
NET TOTAL
GROWTH RATE

3.4%

1.2%

-9.0%

0.0%

5.6%

5.2%

6.0%

6.1%

4.9%

Notes:
1/ Deposits of 44.8% of TAT revenues to counties (Act 156, SLH 1998); 32.6% to the tourism special fund and 5.3% to the TAT trust fund (Act 250, SLH 2002); 17.3% to
the convention center enterprise fund (Act 253, SLH 2002); all net of general fund deposits of excess of fund ceilings. Act 235, SLH 2005, increases allocation to the tourism
special fund to 34.2% and repeals the TAT trust fund. Effective on July 1, 2007. Act 209, SLH 2006, increases ceiling on allocation to the convention center enterprise fund
to $33 million. Effective on July 1, 2006. Act 61, SLH 2009, temporarily imposes an additional 1.0% TAT for the period 7/1.90 through 6/30/2010, and an additional 2.0%
TAT for the period 7/1/2010 through 6/30/15. These additional amounts will be deposited into the general fund.
2/ FY 2012 excludes $40 million, due to June 30, 2012 falling on a weekend. FY 2014 includes $40 million, estimated spillover from June 30, 2013 falling on weekend.
3/ Act 209, SLH 2007, exempts gross income received from the sale of alcohol fuel from the general excise tax. Effective on July 1, 2007, provided that the exemption
repeals on June 30, 2009. Act 40, SLH 2009, reduces the interest rate on overpayments due to taxpayers from 2/3 of 1% to 1/3 of 1% per month or fraction thereof.
4/ Due to the expiration of Act 222, SLH 2007, on June 30, 2008, the amount of conveyance tax deposited into the General Fund increased from 15% to 35%. Act 59, SLH
2009, increased the conveyance tax rates for properties valued $1 million or more.
5/ Act 60, SLH 2009, temporarily increases the standard deduction and personal exemption amounts for taxable years beginning after 12/31/10, and also temporarily creates
new 9%, 10%, and 11% tax brackets for certain individuals with high taxable income beginning with taxable years beginning after 12/31/08. Act 60, SLH 2009, will be
automatically repealed on December 31, 2015.
6/ Act 58, SLH 2009, taxes "little cigars" in the same manner as cigarettes beginning 9/30/09; increases the tax on tobacco products other than cigarettes, little cigars, and
cigars from 40% to 70% beginning 9/30/09; imposes a 50% tax on cigars. Act 56, SLH 2009, increases the cigarette tax from 11¢ to 13¢ on 7/1/09, from 12¢ to 14¢ on 7/1/10,
and from 13¢ to 15¢ on 7/1/11; and also amends the dates on which changes in the allocation of cigarette tax revenues changes.
* Includes inheritance and estate tax.
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