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September 10, 2010

The Honorable Linda Lingle
Governor, State of Hawaii
Executive Chambers
State Capitol, Fifth Floor
Honolulu, HI 96813
Dear Governor Lingle:
At its meeting on September 8, 2010, the Council on Revenues lowered its forecast for State
General Fund tax revenue growth in fiscal year (FY) 2011 from 6.2 percent to 2.0 percent. The
Council also revised its revenue growth forecast for FY 2012 from 5.8 percent to 10.0 percent.
The growth rates for FY 2013 through FY 2017 were also revised slightly.
The FY 2011 and FY 2012 forecast revisions largely reflected the delay in individual income tax
refunds during FY 2010. In rough proportions, the refunds delayed in June 2010 and
subsequently paid out in July 2010 meant that 4 percentage points of revenues that otherwise
would have accrued to the General Fund in FY 2011 did so in FY 2010, reducing the FY 2011
revenue growth rate from around 6 percent to around 2 percent. The same 4 percentage points of
revenue growth appear in the FY 2012 forecast change, from around 6 percent to around 10
percent. In other words, adjusted for these accrual timing changes, the underlying General Fund
revenue forecast is largely intact as forecast in previous meetings. This in itself is important
information—that the revenue forecast is not changing much, except to taking into account
special factors—because it implies that fiscal adjustments to recent macroeconomic turbulence
were largely adequate, and that the pace of ongoing economic recovery is close to the
expectations already embedded in previous, as well as the current, General Fund revenue growth
forecasts.
To elaborately briefly, while the pace of economic recovery on the mainland appears to have
slowed modestly in the second quarter of calendar 2010, leading many forecasts for U.S. real
GDP growth in the second half of the calendar year to be reduced slightly, Hawaii seems to have
retained its distinction for economic performance at or above the national average. Economic
reacceleration continues to be forecast for calendar 2011 nationwide. Job growth across the
country has been uneven, and while it is a “noisy” data set in Hawaii, the monthly change in
Hawaii payroll employment has most recently displayed comparatively sustainable growth when
consideration is taken into account for the temporary hiring and separation of Census workers
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during the second quarter. The unemployment rate on Oahu has settled to the lower end of a
range of 5-6 percent, and while it persists at closer to 9 percent on the Neighbor Islands, just
below the national average, the pattern of unemployment rate decreases on Oahu and the
Neighbor Islands at least has been uniform statewide. Most recently a surge in domestic travel
and tourism—growing at a seasonally-adjusted annualized rate of nearly 30 percent in the
March-July 2010 trimester—has provided the most reassuring evidence of ongoing economic
recovery. Other metrics of tourism performance such as spending and hotel revenues appear to
be participating in this same recovery. Inbound domestic airlines flew at 94 percent load factors
during the early summer which, while customary in the popular summer travel season, was more
impressive because of additions to scheduled inbound seats. Though the lift increases were
anticipated, it was gratifying that travel demand was there to validate the increased travel supply,
particularly in Neighbor Island destinations where much of the new lift is long-awaited
replacement for losses from airline shutdowns two years ago. International travel has also
appeared strong, but much of this year’s increase reflects the transitory adverse travel impacts of
the H1N1 viral pandemic in 2009. Housing and real estate markets have a much more stable feel
in Hawaii than seems currently extant across the mainland, and while the legacy of defaults and
foreclosures is still being worked out, a better balance between housing supply and absorption is
a prominent factor currently distinguishing Hawaii from the mainland. Construction’s long
slumber continues, but public works initiatives undergird the bottom of the investment cycle and
prospects for eventual construction recovery are undiminished. The Council’s expectation of
steady, moderate recovery in economic activity translating into renewed General Fund revenue
growth, currently at but increasingly, over time, above the rate of consumer price inflation
should restore the General Fund to an economically sustainable trajectory in the course of the
current FY 2010.
Revised forecasts of State General Fund tax revenues for FY2011 through FY2017 are shown in
the table below:

Fiscal Year
2011
2012
2013
2014
2015
2016
2017

General Fund Tax Revenues
Amount
(in Thousands of Dollars)
4,451,850
4,897,035
5,190,857
5,502,309
5,832,447
6,182,394
6,553,338

Growth From
Previous Year
2.0%
10.0%
6.0%
6.0%
6.0%
6.0%
6.0%

The Council adopted specific adjustments recommended by the Hawaii Department of Taxation
reflecting the impacts on General Fund tax revenues of recent tax law changes enacted by the
Legislature, including many reported before, for the following Acts:
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•

Act 21, Session Laws of Hawaii (SLH) 2010, providing for a statutory ordering of
income tax credits prioritizing refundable credits over nonrefundable credits.

•

Act 22, SLH 2010 amending due dates for various taxes from the last to the 20th day of
the calendar month and amending periodic insurance premium tax filling and payment
dates from quarterly to monthly frequencies.

•

Act 59, SLH 2010 repealing the income tax deductibility of political contributions and
increasing cigarette and little cigar taxes.

•

Act 73, SLH 2010 temporarily raising for five years the environmental response tax on
crude petroleum.

•

Act 74, SLH 2010 retaining the State’s ability to “pick-up” the state death tax credit as it
existed in the Internal Revenue Code at the end of 2009.

Various revenue estimates provided to the Council by the Hawaii Department of Budget and
Finance (B&F) at the Council’s September 8, 2010, meeting were accepted as submitted.
Notable changes to those estimates are highlighted in the next several paragraphs.
General Fund Non-Tax Revenues estimates for FYs 10-17 reflect decreases in investment
earnings; adjustments for special fund assessments and health fund premium reimbursements;
and corrections for the Department of Health’s (DOH) Tobacco Settlement Revenues.
Special Tax Revenues estimates for FYs 11–13 reflect decreases from cigarette tax for DOH’s
Trauma System Special Fund and Emergency Medical Services Special Fund; and decreases in
the transfer of transient accommodation taxes for the Department of Business, Economic
Development and Tourism (DBEDT).
Special Fund Non-Tax Revenues estimates for FYs 10-17 reflect decreases in investment
earnings for DOH and the Department of Transportation (DOT); increases in federal grants for
the Hawaii Health System Corporation’s (HHSC) and DOT Highway Division; increases in DOT
Airport’s rent-a-car, parking revenues, and rental motor vehicle customer facility charges; and
decreases in charges for current services for the HHSC’s hospital patient and Medicaid
payments.
Other than Special Fund Non-Tax Revenues estimates for FYs 10-17 reflect decreases in
investment earnings for the DOH and DBEDT; increases in federal grants for the Department of
Human Services’ (HMS), DOH, and the UH; increase in the American Recovery and
Reinvestment Act (ARRA) grants for DBEDT, DHS and the Department of Labor, increases in
bond issues for various housing projects (DBEDT); and increases to other post employment
benefit plan contributions from the counties and Board of Water Supply.
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Please advise us if we can be of further assistance or if we can answer any questions.
Sincerely,

PAUL H. BREWBAKER, Ph. D.
Chair, Council on Revenues
Attachments

