B&O and Sales Tax Update
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2008 Q4 B&O Tax

The deepening of the recession in the 4™ quarter
of 2008 led to a significant contraction in Seat-
tle’s business and occupation (B&O) tax base.
Total taxable income for the quarter was down
4.8% from 4™ quarter 2007, while taxable income
for current obligations was down 7.0%. Income
from current obligations, which excludes income
associated with refunds, audits, and late pay-
ments, is the best indicator of underlying eco-
nomic conditions.

2008 was a year of transition for the B&O tax
(see graph below). The year began with robust
growth as current obligation income increased by
8.3% in the 1* quarter. However, growth deceler-
ated quickly, turning slightly negative (-0.5%) in
the 3" quarter and then falling steeply to -7.0% in
the 4™ quarter. The 4™ quarter’s rate of decline is
larger than any quarterly decline during the 2001-
03 recession.

manufacturing, and wholesale trade (see graph
below). Retail trade saw a 12.4% drop as con-
sumers reduced their spending sharply. Service
industries were the best performers, led by health
services with a 14.9% gain. Taxable income for
business, professional, scientific, and technical
services declined, but at a slower pace than the
overall tax base. Seattle’s high concentration of
service activity has cushioned the impact of the
recession on B&O tax receipts.
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The 4™ quarter decline in taxable income was
more pronounced in the goods sector than the
service sector. The industries with the steepest
declines in taxable income were construction,

February 2009 Sales Tax Revenue

Sales tax revenue in February was $10.0 million,
which is $1.3 million (11.5%) lower than in Feb-
ruary 2008. Sales tax revenue for the past four
months is down 10.3% from the same period a
year ago.

Taxable retail sales for current obligation activity,
which excludes sales related to activity that oc-
curred in prior months, was down 13.7% in Feb-
ruary on a year-over-year basis. Current growth
rates are now on par with those experienced dur-
ing the worst months of the 2001-03 recession
(see graph below). In addition, the fall into reces-
sion has been steeper in recent months than it was
during the early months of the 2001-03 recession.
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Growth of Current Obligation Taxable Retail Sales
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The following graph was created using seasonally
adjusted data for current obligation taxable retail
sales. Seasonal adjustment removes effects such
as high retail sales in December from a data series
so that trends over time can be portrayed more
accurately. As the graph below illustrates, there
has been a very steep drop in sales since Septem-
ber 2008 following a lengthy period of relative
stability.

Seasonally Adjusted Current Obligation Taxable Retail
Sales: 3 Month Moving Average

Industry level taxable sales data reveal that the
downturn has not spared any sectors of the econ-
omy. Construction, which had been a bright spot,
saw year-over-year sales decline by 12.6% in
February. Retail trade had a particularly bad
month, with a 17.0% decline from February 2008.
If the motor vehicles and parts industry is re-
moved, which was down 37.0% for the month,
the rate of decline for retail sales is still a disap-
pointing 13.4%.




