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Recent news of rosier revenue forecasts has triggered calls to use projected revenue
surpluses to fund property tax cuts. However, basing ongoing fiscal obligations such as
tax cuts or new spending on revenue projections is incredibly risky and could force future
tax increases or funding cuts to vital services like Nebraska’s public schools.

Revenues fluctuate naturally, making projections a poor foundation for permanent
policy changes

While the Nebraska Economic Forecasting Advisory Board recently increased its
revenue projections for the current fiscal year by $161 million and for the next budget
cycle by about $102 million,! it's important to understand that the forecasting board’s
projections are never spot on. The amount of money states take in fluctuates from year
to year due to a variety of factors -- many of which are out of a state’s control -- including
swings in personal income, slower consumer spending, federal tax and budget changes
and unforeseen events
like natural disasters.
This natural volatility
means that forecasting
revenues is extremely
difficult and it results in
inaccurate forecasts year 4
over year in Nebraska. a2
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Projections for the following biennium, sometimes referred to as the “out years,” have
been even more inaccurate. Actual year-end tax receipts in the state have differed from
projections made in the prior fiscal year by more than $100 million in 10 out of the past
12 years, with revenues coming in below forecast in four of those years -- by as much as
$400 million -- and above forecast in the other six.

! The Associated Press, “Nebraska board forecasts more money for state budget,” accessed at
https://apnews.com/f420ea638bfb477590698d2733a45b07 ?fbclid=IwAR2MrIMjjChQKUZzX7gxgDGj01xCjXviUk6tgTmZb
goc3WKIleryl5Aaf6PI on Nov. 7, 2019.

2 OpenSky analysis of Nebraska Biennial Budget Reports.
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This volatility isn’t unique to Nebraska: Pew Charitable Trusts has reported that state tax
collections throughout the U.S. have become more volatile over the past decade.® As a
result, Pew cautions against interpreting positive forecast upticks as a trend, which is
what Nebraska would be doing if it based permanent policy changes on the recent
forecast increases.

Forecast doesn’t account for possible recession

The Department of Revenue representative at the latest forecasting board meeting said
the department’s increased revenue projections didn’t account for a potential recession.
Many national economists, however, are predicting a recession as early as 2020.* If a
recession does indeed strike, it would likely result in a considerable downturn in state
revenues and cause actual tax receipts to come in significantly lower than projections.
Should tax cuts or ongoing spending obligations have been enacted based on the recent
projections, lawmakers would be forced to cut services or raise taxes or fees to balance
the state budget.

One-time corporate income tax repatriation contributing to revenue upticks

Recent increases in corporate income tax revenue receipts and projections in Nebraska
may be connected to corporations taking advantage of 2017 federal tax changes that
allow them to claim offshore earnings at a reduced tax rate. Prior to the 2017 tax
changes, corporations often stockpiled international earnings overseas to avoid paying
the 35% tax rate the federal government applied to such income. But the 2017 changes
have prompted many U.S. corporations to bring overseas income into the country.
Offshore corporate earnings are now tax exempt once companies pay the initial
repatriation tax rates of 15.5% on cash earnings and 8% on non-cash assets.® This
means some of the current bump in corporate income tax revenue Nebraska is
experiencing could be a one-time occurrence rather than being indicative of an ongoing
increase in corporate income tax revenues.

Revenue surpluses better used to bolster Nebraska’s cash reserve

Bolstering the cash reserve fund is a more appropriate use of surplus revenues,
especially during a period when states are experiencing significant revenue volatility. A
strong cash reserve helps the state weather revenue ebbs and flows without making
service cuts or tax changes in down years.

3 The Pew Charitable Trusts, “Managing Uncertainty, How State Budgeting Can Smooth Revenue Volatility,” Feb. 2014.

4 Gina Heeb, “More than 70% of economists think a US recession will strike by the end of 2021,” Aug. 19, 2019, Business
Insider, accessed at https://markets.businessinsider.com/news/stocks/next-recession-trump-survey-shows-most-
economists-predict-downturn-2021-2019-8-1028456445 on Nov. 6, 2019.

5 Tax Policy Center, “What is the TCJA repatriation tax and how does it work?” accessed at
https://www.taxpolicycenter.org/briefing-book/what-tcja-repatriation-tax-and-how-does-it-work on Nov. 6, 2019.
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The $455.2 million in unobligated funds® currently in the cash reserve fund equate to
only 9.3% of General Fund revenues.” The Legislative Fiscal Office recommends the
cash reserve have balance of 16% of general fund revenues.® Even if the full $161
million projected surplus for FY20 materializes and is deposited in the cash reserve fund,
it would only raise the balance to 12.1%. Similarly, if the projected FY21 surplus of $102
million becomes reality and goes into the cash reserve, it would take the balance to
13.9% of General Fund revenues. During the Great Recession, Nebraska spent $986
million -- or almost 30% of General Fund revenues at the time -- in federal stimulus, cash
reserve and other one-time money to weather the downturn.® This spending was in
addition to cuts to schools and other services. Nebraska is unlikely to receive stimulus
funds the next time a recession hits, which makes having a strong cash reserve
essential in protecting against tax and fee increases or cuts to real economy builders like
schools, health care and public safety.

Ongoing expenditures need dedicated revenue to be sustainable

Every major study of Nebraska’s taxes since 1962, including the Legislature’s 2013 Tax
Modernization Committee report,’® has found that Nebraska relies heavily on property
taxes to fund K-12 education and, repeatedly, the main recommendation to reduce this
reliance has been to increase state support of Nebraska’s public schools. To do this
sustainably, however, would require new revenue sources. Measures such as expanding
the sales tax base to more consumer services, reforming some tax deductions and
credits, increasing the state’s cigarette tax or enacting new taxes on high-income
Nebraskans could help generate revenue to increase state support for K-12 and reduce
our reliance on property taxes. Failing to find new revenue will undoubtedly force
lawmakers to make cuts to vital services or increase other taxes and fees when
revenues inevitably come in below projections at some point in the future.

Conclusion

Passing ongoing expenditures like tax cuts or new ongoing spending obligations based
on projected future revenue increases, rather than identifying new revenue sources, is
unsound fiscal policy that will have damaging consequences for our state. Conversely,
putting surplus revenues in the state’s cash reserve should they actually materialize will
leave Nebraska better prepared to handle the natural ups and downs of the economy.

5 The unobligated balance of the cash reserve is below the actual balance of $509.9 million because the Legislature
enacted a $454.7 million transfer from the cash reserve to the Nebraska Capitol Construction Fund in FY 2021 for
corrections purposes.

” Nebraska Legislature, “State of Nebraska FY 2019-20 and FY 2020-21 Biennial Budget,” August 2019, accessed at
https://nebraskalegislature.gov/pdf/ireports/fiscal/2019budget.pdf on Nov. 6, 2019.

8 Nebraska Legislature, “State of Nebraska FY 2016-17 and FY 2017-18 Biennial Budget,” May 2017, p. 4, accessed at
https://nebraskaleqislature.gov/pdf/ireports/fiscal/2017budget.pdf on Nov. 6, 2019.

® Nebraska Legislature, “State of Nebraska FY 2015-16 and FY 2016-17 Biennial Budget, p. 21, accessed at
http://nebraskalegislature.gov/pdf/reports/fiscal/2015budget.pdf on Nov. 6, 2019.

10 Nebraska Legislature, “Report to the Legislature: LR155 — Nebraska’s Tax Modernization Committee (2013)” accessed
at https://nebraskalegislature.gov/pdf/reports/committee/select special/taxmod/Ir155 taxmod2013.pdf on Nov. 6, 2019.
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