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Preface 
 

 
As stipulated by Virginia Code section 2.2-1503.3, “within five business days after the 

preliminary close of the Commonwealth's accounts at the end of each fiscal year, the State 
Comptroller shall submit to the Governor a comparison of the total of individual income, 
corporate income, and sales taxes collected for the fiscal year, with the totals of such taxes 
included in the official budget estimate for the fiscal year. If the comparison indicates that 
the total collection of such taxes as shown in the preliminary close is 1.0 percent or more 
below the total amount of such taxes as included in the official budget estimate for the fiscal 
year, the Governor shall prepare a re-estimate of general fund revenues for the current 
biennium and the next biennium in accordance with the provisions” of Virginia Code section 
2.2-1503. 

 
Preliminary fiscal year 2014 revenue collections exceeded the revenue collection 

threshold as stipulated in section 2.2-1503.3.  One of the provisions of section 2.2-1503 is 
that the Governor’s estimate of general fund revenues shall be based on a “review by an 
advisory council of revenue estimates with respect to economic assumptions and the 
general economic climate of the Commonwealth”. 

 
As part of the revenue re-estimation process, the Joint Advisory Board of Economists 

(JABE) met on July 9 to discuss two economic scenarios: the IHS Economics’ May standard 
and alternative pessimistic outlooks.  The consensus of the Board was that the economic 
forecast for the U.S. should be the May standard and Virginia should be somewhere 
between the standard and pessimistic outlooks.  JABE’s recommendations have been 
incorporated into a low growth forecast labeled throughout this publication as the JABE 
pessimistic forecast. 

 
The purpose of this interim meeting of the Governor’s Advisory Council on Revenue 

Estimates is to evaluate and recommend an updated “most probable” path for the Virginia 
economy.  Following this meeting, an interim revenue forecast will be released in August 
which will reflect your recommendations. 
  
 Section 1 of this book contains summaries of IHS Economics’ May standard and 
national outlook.   
 
 Section 2 contains summaries of the May Standard and JABE pessimistic forecast 
developed by the Department of Taxation. 
  
 Section 3 reviews preliminary fiscal year 2014 revenue collections and the interim 
general fund revenue forecasts. 
  

Historical and forecast economic data are contained in Appendix A.  Appendix B is a  
history of general fund revenue collections. 
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U.S. Economy 

 
This section examines the outlook for the national economy for fiscal years 2014 

through 2016.  Tables 1 and 2 compare the IHS Economics November 2013 standard 
forecast, on which Virginia’s official economic and revenue forecasts were based, with the 
May 2014 standard forecast. 

 
Growth was slower than expected in the first quarter of 2014, largely due to bad 

winter weather; however, large one-time data anomalies from the fourth quarter of 2013 and 
slower-than-expected organic growth (largely confined to the housing and computer sectors) 
also contributed.  Real natural gas spending rose in the first quarter due to cold weather, but 
this will be reversed in the second quarter.  Health care expenditures also jumped, but are 
expected to resume its lower, trend growth rate.  Exports contributed to the weakness, but 
are expected to grow strongly in the second quarter.  Home sales were affected by the 
weather and difficult lending conditions.  Most indicators suggest that underlying 
fundamentals are sound, and growth should pick up over the year.   
 
 
IHS Economics U.S. Standard Forecast 
 

Real GDP fell at an annualized rate of 1.0 percent in the first quarter of 2014 after 
rising 4.1 percent in the third quarter of 2013 and 2.6 percent in the fourth quarter.  In its 
standard May forecast, IHS Economics expects GDP to continue this saw-tooth pattern with 
growth of 3.5 percent in the second quarter and growth averaging 2.8 percent over the 
remainder of the year.  Real GDP is forecast to rise 2.4 percent in fiscal year 2014, 2.7 
percent in fiscal year 2015 and 3.4 percent in fiscal year 2016.  This compares to 2.1, 2.8 
and 3.2 percent in the November official forecast. 

 
The sluggish labor market seems to be gaining momentum – payroll employment 

increased by 288,000 jobs in April.  The labor market is expected to slowly improve with 
growth of 1.7 percent in fiscal year 2014, 1.9 percent in fiscal year 2015 and 2.0 percent in 
fiscal year 2016, just slightly faster than the official forecast.  The unemployment rate is 
expected to slowly fall from 6.8 percent in fiscal year 2014 to 6.3 percent in fiscal year 2015 
and 5.8 percent in fiscal year 2016. 

 
Personal income growth slowed from 3.7 percent in fiscal year 2013 to 3.1 percent in 

fiscal year 2014.  IHS expects income growth to rise to 4.5 percent in fiscal year 2015 and 
5.4 percent in fiscal year 2016.  Growth is lower than the official forecast in fiscal years 2014 
and 2015, and higher in 2016.  Growth in the largest component of personal income, wages 
and salaries, is expected to rise from 3.3 percent in fiscal year 2014 to 4.6 percent and 5.3 
percent in fiscal years 2015 and 2016. 

 
Consumer spending grew 3.0 percent in the first quarter of 2014, with the growth 

driven by a weather-related surge in spending on natural gas and an increase in health care 
consumption.  IHS expects this to return to trend in the second quarter, with consumer 
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spending rising 2.4 percent in fiscal year 2014, 2.8 percent in 2015, and 3.3 percent in fiscal 
year 2016.   

 
Business equipment spending was weak in the first quarter, particularly in computers.  

First-quarter sales of computers were the second lowest since 1996.  IHS expects this to be 
at least partially reversed in the second quarter. 

 
The weak housing market remains a drag on the recovery.  New and existing home 

sales were affected by the weather and difficult lending conditions over the first quarter.   
Reasonable mortgage rates, improving job growth and rising house prices should contribute 
to the housing recovery. 

 
IHS Economics expects that U.S. crude oil export regulations will be liberalized in 

2016, resulting in a significant improvement in the U.S. net exports position from higher 
exports.  They have also increased the forecast for oil prices and expect higher prices to 
spur additional domestic production and economic growth by reducing oil imports. 

 
Since December, the Federal Reserve has been reducing monthly purchases of 

treasury securities and mortgage-backed securities in $10 billion increments.  IHS expects 
the tapering process to be completed at the end of 2014.  They expect the Fed’s policy of 
nearly zero short-term interest rates to end in the latter half of 2015. 
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FY11 FY12 FY13 FY14 FY15 FY16
Output, Income, and Spending (% Change)

Real GDP Official (Nov '13) 2.4 2.4 2.0 2.1 2.8 3.2
May Standard 2.4 2.4 2.0 2.4 2.7 3.4

Total Personal Income Official (Nov '13) 5.3 4.7 3.7 3.6 4.8 4.9
May Standard 5.3 4.7 3.7 3.1 4.5 5.4

  Wages and Salaries (50%) Official (Nov '13) 3.9 3.7 3.9 3.2 4.9 5.1
May Standard 3.9 3.7 4.0 3.3 4.6 5.3

Average Wage Official (Nov '13) 3.2 2.1 2.2 1.6 3.1 3.2
May Standard 3.2 2.1 2.3 1.5 2.7 3.2

Real Consumer Spending Official (Nov '13) 2.7 2.3 2.0 2.0 2.8 2.7
May Standard 2.7 2.3 2.0 2.4 2.8 3.3

Interest Rates (%)

3-Month Treasury Bills Official (Nov '13) 0.1 0.0 0.1 0.1 0.1 1.2
May Standard 0.1 0.0 0.1 0.0 0.1 1.2

30-Year Treasury Bonds Official (Nov '13) 4.2 3.2 3.0 3.8 4.1 4.4
May Standard 4.2 3.2 3.0 3.7 4.0 4.4

Prices (% Change)

CPI Official (Nov '13) 2.0 2.9 1.7 1.3 1.6 1.9
May Standard 2.0 2.9 1.7 1.5 2.0 1.3

GDP Deflator Official (Nov '13) 1.8 1.9 1.6 1.4 1.7 1.7
May Standard 1.8 1.9 1.6 1.4 1.9 1.6

The May Standard forecast from the Department of Taxation is based on IHS Economics' May 2014 U.S. standard forecast.

Table 1 - Fiscal Years 2011-2016 Official and May Forecasts
U.S. Economic Forecasts - Income and Other Indicators

The Official forecast is based on IHS Economics' November 2013 U.S. standard forecast.
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FY11 FY12 FY13 FY14 FY15 FY16
Employment and Labor Markets (% Change)

Total Nonagricultural Employment Official (Nov '13) 0.6 1.6 1.6 1.6 1.7 1.8
May Standard 0.6 1.6 1.6 1.7 1.9 2.0

  Construction (6%) Official (Nov '13) (2.9) 2.0 2.1 3.0 7.0 10.1
May Standard (2.9) 2.0 2.4 3.3 5.4 10.1

  Manufacturing (9%) Official (Nov '13) 0.8 1.8 1.0 0.8 2.4 1.5
May Standard 0.8 1.8 1.2 0.6 1.6 1.6

  Trade, Transportation, and Utilities (19%) Official (Nov '13) 0.8 1.9 1.7 1.7 1.0 1.2
May Standard 0.8 1.9 1.3 1.9 1.7 1.0

  Financial Activities (6%) Official (Nov '13) (0.7) 0.7 1.3 0.8 0.1 (0.2)
May Standard (0.7) 0.7 1.2 0.9 0.9 0.2

  Professional and Business Services (14%) Official (Nov '13) 3.1 3.6 3.3 3.5 4.1 4.1
May Standard 3.1 3.6 3.4 3.7 4.4 4.6

  Education and Health Services (15%) Official (Nov '13) 1.7 2.1 2.0 1.5 1.1 1.7
May Standard 1.6 2.1 2.1 1.7 1.6 2.4

  Leisure and Hospitality (10%) Official (Nov '13) 1.4 2.9 2.8 2.7 1.4 0.8
May Standard 1.4 2.9 3.2 3.2 1.9 0.9

  Government (16%) Official (Nov '13) (1.3) (1.4) (0.4) 0.1 0.6 0.6
May Standard (1.3) (1.4) (0.4) (0.1) 0.5 0.6

Unemployment Rate (%) Official (Nov '13) 9.3 8.5 7.8 7.1 6.6 6.1
May Standard 9.3 8.5 7.8 6.8 6.3 5.8

The May Standard forecast from the Department of Taxation is based on IHS Economics' May 2014 U.S. standard forecast.

Table 2 - Fiscal Years 2011-2016 Official and May Forecasts
U.S. Economic Forecasts - Employment and Labor Markets

The Off icial forecast is based on IHS Economics' November 2013 U.S. standard forecast.
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Section 2 

The Virginia Economy 
 

 
This section examines the outlook for the Virginia economy for fiscal years 2014 

through 2016.  Tables 3 and 4 compare the official forecast, based on IHS Economics’ 
November 2013 standard U.S. forecast, with the May 2014 standard and JABE pessimistic 
forecasts.  The May 2014 standard forecast is based on IHS Economics’ May 2014 standard 
U.S. forecast and the Department of Taxation’s Virginia regional econometric model.  The 
JABE pessimistic forecast is also based on IHS Economics’ May 2014 standard U.S. 
forecast and includes the recommendations of the JABE participants.  Table 5 provides an 
overview of regional employment in Virginia under the standard scenario, while Table 6 
depicts the JABE pessimistic scenario. 
 
The Virginia Standard Forecast 

 
The government shutdown and the debt-ceiling discussions in late 2013 exacerbated 

the fiscal drag that has been dampening Virginia’s economy for three years.  Virginia’s 
employment growth, which had been close to 1 percent and below average since early 
2011, weakened further late in 2013 and in the first half of 2014.  Federal government 
cutbacks impact jobs, income, household spending, and business planning in the 
Commonwealth.  

 
In the official forecast for fiscal year 2014, employment in Virginia was expected to 

grow at a slower pace than in fiscal year 2013 and to underperform the U.S. by 0.6 
percentage points.  Personal income was also expected to weaken slightly.  The official 
forecast also expected employment and income growth to accelerate in fiscal year’s 2015 
and 2016.   

 
Table 3 shows the Virginia economic forecasts for employment and the labor markets.  

In the May standard forecast, revised data show fiscal year 2013 grew 1.0 percent and is 
forecast to advance a meager 0.4 percent for fiscal year 2014.  Stronger gains of 1.3 
percent and 1.7 percent are forecast for fiscal years 2015 and 2016.  In fiscal years 2015 
and 2016, the main employment drivers are forecast to occur in construction, as housing 
gains momentum, manufacturing and professional and business services. 

 
 Total personal income increased 3.0 percent in fiscal year 2013 and is estimated to 

increase 1.6 percent in fiscal year 2014.  The slowdown in fiscal year 2014 is driven by 
weak gains in wages and salaries and a continued decline in net transfer payments.  In 
fiscal year 2014, Virginia’s wages and salaries are forecast to increase 1.1 percent, which is 
2.2 percent lower than the U.S.  In fiscal year 2015, as the Virginia economy gains traction, 
personal income is forecast to increase 4.8 percent – the strongest growth since fiscal year 
2011.  In fiscal year 2016, total personal income continues expanding at a healthy rate of 
4.4 percent.   
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The Virginia JABE Pessimistic Forecast  

 In the Virginia JABE pessimistic alternative forecast, economic growth weakly 
advances, as the federal fiscal tightening effects linger longer and are more damaging to the 
economy than assumed in the May standard forecast.  Employment growth increases 
slightly to 0.7 percent in fiscal year 2015 which is about half of the growth rate forecast 
under the November standard forecast.  In fiscal year 2016, Virginia employment increases 
1.4 percent – the strongest since fiscal year 2006.   

Total personal income grows 3.7 percent in fiscal year 2015 and 3.8 percent in fiscal year 
2016.  Wages and salaries are expected to grow 3.2 percent and 3.6 percent in fiscal years 
2015 and 2016.  These growth rates average 0.7 percentage points below the November 
standard forecast. 
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FY11 FY12 FY13 FY14 FY15 FY16
Employment and Labor Markets (% Change)

Total Nonagricultural Employment Official (Nov '13) 1.1 1.2 1.3 1.0 1.5 1.7
May Standard 1.1 1.2 1.0 0.4 1.3 1.7
JABE Pessimistic 0.7 1.4

  Construction and Mining (5%) Official (Nov '13) (1.1) (1.9) 1.7 3.0 3.7 5.3
May Standard (1.1) (1.9) (1.0) 0.7 5.1 5.2
JABE Pessimistic 2.5 3.6

  Manufacturing (6%) Official (Nov '13) (1.3) 0.7 0.1 (0.1) 1.9 1.7
May Standard (1.3) 0.6 (0.1) (0.4) 1.7 1.7
JABE Pessimistic (0.9) 1.3

  Trade, Transportation, and Utilities (17%) Official (Nov '13) 1.1 0.9 1.1 0.9 0.6 0.7
May Standard 1.1 0.9 0.5 0.8 0.3 0.6
JABE Pessimistic 0.8 0.6

  Financial Activities (5%) Official (Nov '13) 1.4 2.5 3.2 (1.0) 0.2 (0.1)
May Standard 1.4 2.6 3.0 1.4 1.0 (0.1)
JABE Pessimistic 0.8 (0.1)

  Professional and Business Services (18%) Official (Nov '13) 2.9 2.0 0.8 1.0 2.7 3.2
May Standard 2.9 2.0 1.3 (1.8) 1.8 3.2
JABE Pessimistic 1.0 3.0

  Education and Health Services (13%) Official (Nov '13) 2.1 1.6 2.3 1.4 1.2 2.0
May Standard 2.2 1.3 3.0 2.8 1.8 2.0
JABE Pessimistic 1.8 2.0

  Leisure and Hospitality (10%) Official (Nov '13) 1.8 2.5 3.1 0.1 1.5 0.9
May Standard 1.8 2.5 2.5 1.0 1.1 0.9
JABE Pessimistic 1.6 0.9

  Government (19%) Official (Nov '13) 0.3 0.9 0.5 (0.1) 1.7 1.4
May Standard 0.3 0.8 (0.2) (0.0) 1.1 1.4
JABE Pessimistic (0.2) 1.1

Unemployment Rate (%) Official (Nov '13) 6.7 6.2 5.6 5.0 4.9 4.8
May Standard 6.7 6.2 5.7 5.2 4.9 4.8
JABE Pessimistic 4.9 4.8

The May Standard forecast from the Department of Taxation is based on IHS Economics' May 2014 U.S. standard forecast.

The JABE Pessimistic forecast from the Department of Taxation is based on recommendations from the JABE participants.  

Table 3 - Fiscal Years 2011-2016 Official, May Standard and JABE Pessimistic Forecasts
Virginia Economic Forecasts - Employment and Labor Markets

The Official forecast is based on IHS Economics' November 2013 U.S. standard forecast.
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FY11 FY12 FY13 FY14 FY15 FY16
Income (% Change)

Total Personal Income Official (Nov '13) 5.1 4.7 3.0 2.9 4.3 4.4
May Standard 5.1 4.7 3.0 1.6 4.8 4.4
JABE Pessimistic 3.7 3.8

  Wages and Salaries (53%) Official (Nov '13) 3.4 2.7 3.0 2.6 4.0 4.2
May Standard 3.4 2.7 2.9 1.1 4.2 4.2
JABE Pessimistic 3.2 3.6

    Average Wage Official (Nov '13) 2.3 1.5 1.7 1.6 2.5 2.5
May Standard 2.3 1.5 1.8 0.8 2.9 2.5
JABE Pessimistic 2.5 2.1

  Dividends, Interest, and Rent (20%) Official (Nov '13) 7.3 7.9 4.8 4.7 5.1 4.5
May Standard 7.3 7.9 4.7 4.2 4.7 4.5
JABE Pessimistic 4.7 4.5

  Supplements to Wages and Salaries (12%) Official (Nov '13) 0.3 2.0 2.5 2.1 4.5 6.9
May Standard 0.3 2.0 2.4 1.1 4.5 6.9
JABE Pessimistic 4.5 6.9

  Proprietor's Income (7%) Official (Nov '13) 11.1 13.4 6.7 3.8 2.1 0.7
May Standard 11.1 13.4 6.7 11.0 (3.7) 0.7
JABE Pessimistic 2.4 0.7

  Net Transfer Payments (6%) Official (Nov '13) 16.4 9.5 (2.2) (1.6) 7.2 4.5
May Standard 16.4 9.5 (2.0) (0.8) 10.8 4.6
JABE Pessimistic 5.5 1.0

The May Standard forecast from the Department of Taxation is based on IHS Economics' May 2014 U.S. standard forecast.

The JABE Pessimistic forecast from the Department of Taxation is based recommendations from the JABE participants.  

Table 4 - Fiscal Years 2011-2016 Official, May Standard and JABE Pessimistic Forecasts
Virginia Economic Forecasts - Income

The Official forecast is based on IHS Economics' November 2013 U.S. standard forecast.
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Table 5 - Fiscal Years 2011-2016 May Standard Forecast
Virginia Economic Forecast - Regional Employment

FY11 FY12 FY13 FY14 FY15 FY16
Region by Sector (% Change)

Northern Virginia (37%) * Total Nonagricultural Employment 2.0 1.9 1.5 0.4 1.3 1.7

  Construction and Mining (5%) ** 0.1 (0.0) 0.5 3.4 3.0 (0.1)

  Trade, Transportation, and Utilities (15%) 1.8 1.3 0.8 0.8 0.5 0.7

  Financial Activities (5%) 1.5 1.1 2.9 1.7 1.7 0.1

  Professional and Business Services (28%) 3.2 2.6 1.1 (1.3) 1.8 2.6

  Education and Health Services (10%) 3.4 3.4 2.7 1.3 1.2 2.5

  Leisure and Hospitality (9%) 3.2 3.7 3.7 0.9 0.6 1.1

  Government (17%) 1.2 1.0 1.1 0.9 2.3 2.4

Hampton Roads (20%) Total Nonagricultural Employment 0.1 0.6 1.2 0.4 1.6 1.6

  Construction and Mining (5%) (2.5) (4.5) 0.4 (1.7) 5.2 9.4

  Trade, Transportation, and Utilities (17%) 0.2 (0.6) (0.1) 1.3 0.7 0.8

  Financial Activities (5%) 0.2 1.2 1.6 (2.9) (1.3) (0.3)

  Professional and Business Services (13%) 0.5 0.8 2.3 (0.4) 3.7 4.4

  Education and Health Services (13%) 2.4 2.8 3.7 3.9 2.0 1.8

  Leisure and Hospitality (12%) 0.6 0.2 1.1 0.9 1.8 0.8

  Government (21%) (0.1) 0.8 (1.0) (0.9) 1.2 0.4

Richmond (17%) Total Nonagricultural Employment 0.8 1.9 1.9 1.7 1.9 1.9

  Construction and Mining (6%) (2.2) (0.9) 2.9 4.1 7.3 6.5

  Trade, Transportation, and Utilities (18%) 1.1 2.1 2.8 2.0 0.4 1.1

  Financial Activities (7%) 1.0 5.9 4.0 2.4 1.0 (0.2)

  Professional and Business Services (16%) 3.9 2.7 1.7 (0.5) 2.1 3.3

  Education and Health Services (14%) 0.9 3.2 3.1 2.3 1.8 2.2

  Leisure and Hospitality (9%) 1.7 5.5 3.4 3.1 3.2 0.9

  Government (19%) (0.1) 0.1 (0.9) 0.8 1.4 1.9

Balance (27%) Total Nonagricultural Employment 0.8 0.3 (0.1) (0.4) 0.7 1.5

  Construction and Mining (5%) (0.8) (3.2) (6.2) (3.5) 6.5 8.8

  Trade, Transportation, and Utilities (19%) 0.8 1.0 (1.0) (0.5) (0.1) 0.2

  Financial Activities (4%) 3.1 3.0 3.1 3.9 1.9 (0.3)

  Professional and Business Services (10%) 3.4 0.4 0.8 (6.3) (0.4) 4.1

  Education and Health Services (15%) 1.7 (2.7) 2.6 3.9 2.3 1.6

  Leisure and Hospitality (9%) 1.1 1.5 1.6 (0.2) (0.3) 0.8

  Government (20%) (0.1) 0.9 (0.8) (1.0) (0.6) 0.6

The May Standard forecast from the Department of Taxation is based on IHS Economics' May 2014 U.S. standard forecast.

* Represents the percentage share of Virginia in f iscal year 2013.

** Represents the percentage share of total employment w ithin the region in f iscal year 2013.
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FY11 FY12 FY13 FY14 FY15 FY16
Region by Sector (% Change)

Northern Virginia (37%) * Total Nonagricultural Employment 2.0 1.9 1.5 0.4 0.6 1.4

  Construction and Mining (5%) ** 0.1 (0.0) 0.5 3.4 1.6 (1.5)

  Trade, Transportation, and Utilities (15%) 1.8 1.3 0.8 0.8 1.4 0.7

  Financial Activities (5%) 1.5 1.1 2.9 1.7 1.7 0.1

  Professional and Business Services (28%) 3.2 2.6 1.1 (1.3) 0.8 2.3

  Education and Health Services (10%) 3.4 3.4 2.7 1.3 1.2 2.5

  Leisure and Hospitality (9%) 3.2 3.7 3.7 0.9 2.2 1.0

  Government (17%) 1.2 1.0 1.1 0.9 (0.1) 1.6

Hampton Roads (20%) Total Nonagricultural Employment 0.1 0.6 1.2 0.4 0.9 1.3

  Construction and Mining (5%) (2.5) (4.5) 0.4 (1.7) 3.8 3.9

  Trade, Transportation, and Utilities (17%) 0.2 (0.6) (0.1) 1.3 0.7 0.8

  Financial Activities (5%) 0.2 1.2 1.6 (2.9) (1.3) (0.3)

  Professional and Business Services (13%) 0.5 0.8 2.3 (0.4) 2.0 4.2

  Education and Health Services (13%) 2.4 2.8 3.7 3.9 2.0 1.8

  Leisure and Hospitality (12%) 0.6 0.2 1.1 0.9 1.8 0.8

  Government (21%) (0.1) 0.8 (1.0) (0.9) 0.5 0.4

Richmond (17%) Total Nonagricultural Employment 0.8 1.9 1.9 1.7 1.4 1.8

  Construction and Mining (6%) (2.2) (0.9) 2.9 4.1 5.0 6.6

  Trade, Transportation, and Utilities (18%) 1.1 2.1 2.8 2.0 0.4 1.1

  Financial Activities (7%) 1.0 5.9 4.0 2.4 1.0 (0.2)

  Professional and Business Services (16%) 3.9 2.7 1.7 (0.5) 2.1 3.3

  Education and Health Services (14%) 0.9 3.2 3.1 2.3 1.8 2.2

  Leisure and Hospitality (9%) 1.7 5.5 3.4 3.1 3.2 0.9

  Government (19%) (0.1) 0.1 (0.9) 0.8 0.1 1.5

Balance (27%) Total Nonagricultural Employment 0.8 0.3 (0.1) (0.4) 0.1 1.4

  Construction and Mining (5%) (0.8) (3.2) (6.2) (3.5) 1.1 8.5

  Trade, Transportation, and Utilities (19%) 0.8 1.0 (1.0) (0.5) 0.4 0.2

  Financial Activities (4%) 3.1 3.0 3.1 3.9 0.6 (0.3)

  Professional and Business Services (9%) 3.4 0.4 0.8 (6.3) (0.4) 4.1

  Education and Health Services (15%) 1.7 (2.7) 2.6 3.9 2.3 1.6

  Leisure and Hospitality (9%) 1.1 1.5 1.6 (0.2) (0.3) 0.8

  Government (21%) (0.1) 0.9 (0.8) (1.0) (1.0) 0.6

The JABE Pessimistic forecast from the Department of Taxation is based recommendations from the JABE participants.  

* Represents the percentage share of Virginia in f iscal year 2013.

** Represents the percentage share of total employment w ithin the region in f iscal year 2013.

Table 6 - Fiscal Years 2011-2016 May JABE Pessimistic Scenario
Virginia Economic Forecast - Regional Employment
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Section 3 
General Fund Revenues 

 
 
 
General Fund Revenues 
 
 This section reviews general fund revenue collections for fiscal year 2014, comparing 
preliminary actual results with the official forecast for the year.  Following this review, two 
revised general fund revenue forecasts are presented, the interim standard forecast and the 
JABE pessimistic forecast.  The interim standard forecast is based on the updated economic 
outlook presented in the first two sections – the May 2014 standard forecast for the U.S. and 
Virginia.  The basis for the alternative forecast is the May 2014 pessimistic scenario for 
Virginia, with upward adjustments to employment and income as recommended by the 
Governor’s Joint Advisory Board of Economists (JABE).  The official forecast is based on 
the November 2013 IHS Economics’ standard outlook and the corresponding Virginia state 
forecast developed by the Department of Taxation, and reflects actions of the 2014 General 
Assembly.  All revenue data are preliminary. 
 
 
Fiscal Year 2014 in Review (Preliminary) 
 
 In fiscal year 2014, total general fund revenues fell 1.6 percent to $16,410.9 million, 
falling short of the official forecast (1.0 percent growth) by $438.5 million.  This marks the 
first time that revenues have declined outside of a national recession.  Adjusting for the 
accelerated sales tax program, total revenues fell 0.6 percent, trailing the economic-base 
forecast of 2.1 percent growth.       
 
 All major sources except the insurance premiums tax and individual income tax 
refunds contributed to the deficit, however, collections of individual nonwithholding 
accounted for most of the shortfall in fiscal year 2014.  Collections in this source were 
$401.1 million below the estimate, a variance of -13.7 percent.  Payroll withholding and 
sales tax collections, 83 percent of total revenues and closely related to economic activity, 
finished a combined 0.6 percent below forecast.  Taken together, the two sources were 
$78.9 million behind the forecast.  Two major sources contributed positively to collections.  
Individual refunds were $51.3 million lower than forecast, a net positive for the 
Commonwealth, and insurance premiums taxes finished the year with a $31.0 million 
surplus.  Collectively, the five major sources ended the year $476.8 million below the 
forecast (2.9 percent variance).  Also, collections of miscellaneous taxes and other revenues 
were $38.3 million ahead of the forecast in fiscal year 2014 (5.8 percent variance).   
  

Table 3.1 on the next page compares actual revenues for fiscal year 2014 with the 
official forecast.  The official revenue forecast was based on the November 2013 IHS 
Economics’ standard U.S. forecast, the corresponding Virginia economic forecast developed 
by the Department of Taxation, historical revenue collections data, and actions of the 2014 
General Assembly.   
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Individual Income Taxes 
 
 Collections of net individual income taxes (69 percent of total revenues) fell 0.8 
percent in fiscal year 2014, trailing the annual forecast of 2.9 percent growth.  Receipts of 
$11,253.4 million were $415.7 million below the official estimate, a variance of 3.6 percent 
from the forecast.  Although refunds were lower than expected, both withholding and 
nonwithholding fell short of their estimates, with nonwithholding accounting for the bulk of 
the shortfall.   
 
Withholding:  In fiscal year 2014, withholding receipts (64 percent of total revenues) 
increased 2.3 percent, trailing the forecast growth rate of 2.9 percent.  Collections of 
$10,484.2 million were $66.0 million below the forecast, a forecast variance of -0.6 percent.  
Payroll withholding for the public sector has been slowing, while payments by federal 
contractors declined 2.6 percent in fiscal year 2013 and 6.4 percent in fiscal year 2014. 

 
Nonwithholding:  Collections of individual nonwithholding (15 percent of total revenues) fell 
10.1 percent in fiscal year 2014, far below the annual forecast of 4.2 percent growth.  
Receipts of $2,524.9 million were $401.1 million below the annual estimate, a forecast 
variance of -13.7 percent. 

 
 The annual deficit in nonwithholding was a result of lower-than-expected individual 
final payments, which fell by 23.5 percent compared with expectations of no growth.  These 
payments are historically tied to non-wage income sources – mainly the financial markets.  
Despite record breaking increases in the stock market, it appears that the uncertainty of the 
federal fiscal cliff in December 2012/January 2013 shifted more realized capital gains from 
2013 into 2012 than expected.      
 
Refunds:    Individual income tax refunds totaled $1,755.8 million in fiscal year 2014, $51.3 
million less than expected. They rose by 2.1 percent compared with the forecast of 5.1 
percent growth.  During the main filing season of January through June, TAX issued 2.6 
million refunds, about the same number as last year.  The average check size was down 3% 
($549 versus $566).   
 
Sales Taxes 
  
 Collections of sales and use taxes (19 percent of total revenues) were $3,066.5 
million in fiscal year 2014, $12.9 million below the forecast, a forecast variance of 0.4 
percent.  Collections fell 4.8 percent for the year compared with the forecast of a 4.4 percent 
decline.  Adjusting for accelerated sales tax payments received in June, sales tax collections 
grew 0.6 percent in fiscal year 2014, compared with the economic-base forecast of a 1.6 
percent increase.  Monthly growth rates were below the annual forecast in 6 out of the 12 
months as Virginia consumers have shown restraint in the face of federal government 
layoffs and spending cuts.  
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Corporate Income Taxes 
 
 Corporate income tax collections (5 percent of total revenues), historically the most 
volatile revenue source, fell short of the forecast.  Collections of $757.5 million were $12.4 
million below expectations, a forecast variance of 1.6 percent.  The fiscal year decrease of 
4.9 percent trailed the forecast of a 3.4 percent decline. 
 
 Wills, Suits, Deeds, and Contract Fees 
 
 Wills, Suits, Deeds, and Contract Fees (2 percent of total revenues), of which the 
primary component is the recordation tax, were well behind the forecast in fiscal year 2014.  
The sluggish recovery of the housing market slowed recordation receipts and caused a 
deficit in this source of $66.7 million, a variance of -17.7 percent.  Collections finished the 
year at $310.8 million, a 17.7 percent drop from fiscal year 2013 and far below the official 
forecast of 0.0 percent growth.   
 
Insurance Premiums Taxes 
 
 One major source to see a surplus, collections of taxes on the premiums of insurance 
companies (2 percent of total revenues) were $320.4 million in fiscal year 2014 – $31.0 
million above the annual estimate.  Growth in the commercial real estate market and 
improving home values led to a rebound in insurance premiums tax collections.  
 
Miscellaneous Taxes and Other Revenues 
 
 Collectively, minor revenue sources finished the fiscal year $38.3 million above the 
annual forecast.   Collections of $702.4 million were 2.0 percent above fiscal year 2013, and 
ahead of the forecast of a 3.5 percent decline.  Most minor sources finished the year at or 
above forecast. 
 
The Revised General Fund Revenue Forecast for Fiscal Years 2014-2016 
 
 Section 2.2-1503.3 of the Code of Virginia requires a re-estimate of general fund 
revenues if the sum of collections of net individual income, sales, and corporate income tax 
are 1.0 percent or more below the official forecast.  Based on the sum of the three sources 
for fiscal year 2014, the 1.0 percent threshold is equal to $155.2 million.  Actual collections 
in these sources finished $441.1 million below the official forecast in fiscal year 2014.   
 
 Two forecasts are presented for your consideration, the interim standard forecast 
based on the May standard economic scenario and the JABE pessimistic forecast based on 
the May pessimistic scenario adjusted per JABE recommendations.  The JABE met July 9, 
2014 to discuss the economic outlook for fiscal years 2015-2016.  JABE considered the May 
standard and alternative pessimistic economic forecasts.  Members considered the Virginia 
standard forecast to be too optimistic, but most agreed that employment and income growth 
in the pessimistic alternative forecast were too low.  Recommendations from the Board were 
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incorporated into the pessimistic scenario which serves as the basis for the JABE 
pessimistic forecast.   
 
The Interim Standard Forecast for Fiscal Years 2015 - 2018 
 
 Table 3.2 on the following pages provides a comparison of the interim standard 
revenue forecast with the official forecast.  The official forecast is based on the November 
2013 IHS Economics’ U.S. standard outlook and the corresponding Virginia forecast 
developed by the Department of Taxation. It reflects adjustments by the 2014 General 
Assembly, Chapter 2. The official forecast also serves as the basis for the current 
Appropriations Act. 
 
 In the interim standard forecast, total general fund revenues have been decreased by 
$576.5 million in fiscal year 2015.  The reduction from the official forecast comes mainly 
from a downward revision to individual nonwithholding.  Revenues are now expected to 
grow by 4.5 percent in fiscal year 2015, compared with 5.2 percent in the official forecast.   
 
 The 2014-2016 biennium has been reduced by $1.3 billion from the official estimate.  
Growth in fiscal year 2016 is now expected to be 3.7 percent compared with 4.1 percent in 
the official forecast.  Following is an analysis of the interim standard general fund revenue 
forecast.  The revised forecast focuses exclusively on the five major revenue sources. 
 
Net Individual Income Taxes 
 
 The outlook for net individual income taxes in fiscal year 2015 has been revised 
downward from the official forecast, as the projected increase is expected to be $491.3 
million less than the official forecast in fiscal year 2015. 
 
Withholding 
 
 The withholding revenue model is based on a direct relationship with wages and 
salaries (53 percent of total personal income) and net transfer payments (6 percent of total 
personal income) in Virginia.  Withholding in the interim standard forecast has been lowered 
by $67.5 million in fiscal year 2015 for growth of 4.5 percent.  Withholding collections are 
projected to increase by 4.2 percent in fiscal year 2016.   
 
Nonwithholding 
 
 The revenue model for nonwithholding considers estimated and final payments 
independently.  Estimated payments are modeled as a function of total proprietor’s income, 
dividends, interest, and rental income, and the S&P 500 index, while final payments are 
driven solely by growth in the S&P 500 index. 
 
 Due to the significant shortfall in nonwithholding in fiscal year 2014, this source 
accounts for most of the reduction in general fund revenues in the interim forecast.  The 
interim standard forecast for nonwithholding in fiscal year 2015 lowers growth from 9.7 
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percent to 7.7 percent, resulting in a $489.9 million reduction from the official forecast.  The 
forecast predicts 3.0 percent growth in fiscal year 2016, half that of the official forecast.   
 
Refunds 
 
 The forecast methodology for individual refunds relies on the revised outlook for 
withholding and nonwithholding, comparing taxable year individual income tax with taxable 
year refunds for the first and second half of a taxable year.  Historic data are adjusted for the 
land preservation tax credit and the low-income credit.  Future values of these credits are 
estimated and these amounts are added to the base refund forecast. 
 

In the interim standard revenue forecast, individual refunds are projected to grow 3.6 
percent in fiscal year 2015 compared with the official forecast of a 4.3 percent increase.  
The interim forecast takes $66.0 million from refunds in fiscal year 2015, reflecting the 
downward revision to individual withholding taxes. Land preservation credits are projected to 
be $100 million each year, below last year’s level of $112.5 million.  The outlook for low 
income credits is $115 million in fiscal year 2015, and $100 million in fiscal year 2016. 
 
Sales 
 
 The sales tax revenue model is based on a direct relationship with total personal 
income in Virginia.  The interim standard forecast for sales tax collections was reduced by 
only $8.5 million in fiscal year 2015 for growth of 4.4 percent.  Growth in this source is 
expected to be 4.4 percent in fiscal year 2016.  
 
Corporate 
 
 The corporate revenue model considers gross payments and refunds separately.  
Gross payments are modeled as a function of Virginia specific pre-tax corporate profits and 
the S&P 500 index.  The interim standard forecast lowers corporate income tax collections 
by $72.4 million from the official forecast in fiscal year 2015.  Collections are expected to fall 
by 1.8 percent in fiscal year 2015 and and rise by 1.1 percent in 2016.    
 
Wills, Suits, Deeds, and Contracts (Recordation) 
 
 The revenue model for wills, suits, deeds and contracts is based on mortgage 
originations and median home prices in Virginia, along with the yield on 30-year treasury 
bonds.  The outlook for recordation taxes drives the other components of this source.  
Growth in this source has seen double-digit decreases for the last six months. The interim 
standard forecast for collections in this source is 1.2 percent growth, a downward revision of 
$63.0 million.  The estimate assumes no growth over the forecast horizon. 
 
 
 
 
Insurance 
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 Collections in this source rose by 22.2 percent in fiscal year 2014, and finished the 
year with a $31.0 million surplus.  Based on higher collections, the interim standard forecast 
for insurance premiums is for growth of 9.1 percent in fiscal year 2015, an increase of $58.8 
million.  The model calls for a 3.8 percent decline in fiscal year 2016.    
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JABE Pessimistic General Fund Revenue Forecast 
 
 Table 3.3 at the end of this section compares the official and the JABE pessimistic 
general fund forecast.  The JABE pessimistic scenario reduces the forecast by $794.5 
million in fiscal year 2015, as growth falls from a 5.2 percent increase in the official forecast 
to a 3.1 percent increase.  The alternative forecast projects total revenue growth of 2.9 
percent in fiscal year 2016.  The JABE pessimistic forecast reduces projected revenue by 
$1.8 billion over the biennium. 
 
Net Individual Income Taxes 
 
 In the JABE pessimistic forecast, the outlook for net individual income taxes in fiscal 
year 2015 has been revised downward from the official forecast, as the projected increase is 
expected to be $648.3 million less than the official forecast in fiscal year 2015 and $872.9 
million less in fiscal year 2016. 
 
Withholding 
 
 The withholding revenue model is based on a direct relationship with wages and 
salaries (53 percent of total personal income) and net transfer payments (6 percent of total 
personal income) in Virginia.  Withholding in the JABE pessimistic forecast has been 
lowered by $190.3 million in fiscal year 2015 for growth of 3.3 percent, compared with the 
official forecast of 4.5 percent growth.  Under this scenario, withholding collections are 
projected to increase by 3.4 percent in fiscal year 2016.   
 
Nonwithholding 
 
 The revenue model for nonwithholding considers estimated and final payments 
independently.  Estimated payments are modeled as a function of total proprietor’s income, 
dividends, interest, and rental income, and the S&P 500 index, while final payments are 
driven solely by growth in the S&P 500 index. 
 

Due to the shortfall in nonwithholding in fiscal year 2014, reductions in this source 
provide most of the reduction in general fund revenues in the pessimistic forecast.  The 
JABE pessimistic forecast for nonwithholding in fiscal year 2015 lowers growth from 9.7 
percent to 6.3 percent, resulting in a $524.1 million reduction from the official forecast.  The 
forecast predicts 2.3 percent growth in fiscal year 2016, compared with 6.0 percent growth 
in the official forecast.   
 
Refunds 
 
 The forecast methodology for individual refunds relies on the revised outlook for 
withholding and nonwithholding, comparing taxable year individual income tax with taxable 
year refunds for the first and second half of a taxable year.  Historic data are adjusted for the 
land preservation tax credit and the low-income credit.  Future values of these credits are 
estimated and these amounts are added to the base refund forecast. 
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In the JABE pessimistic revenue forecast, individual refunds are projected to grow 3.6 
percent in fiscal year 2015 compared with the official forecast of a 4.3 percent increase.  
The forecast takes $66.0 million from refunds in fiscal year 2015, reflecting the downward 
revision to individual withholding taxes.  Land preservation credits are projected to be $100 
million each year, below last year’s level of $112.5 million.  The outlook for low income 
credits is $115 million in fiscal year 2015, and $100 million in fiscal year 2016. 

 
Sales 
 
 The sales tax revenue model is based on a direct relationship with total personal 
income in Virginia.  The JABE pessimistic forecast for sales tax collections reduces the 
official forecast by $58.9 million in fiscal year 2015 for growth of 2.8 percent.  Growth in this 
source is expected to be 3.6 percent in fiscal year 2016.  
 
Corporate 
 
 The corporate revenue model considers gross payments and refunds separately.  
Gross payments are modeled as a function of Virginia specific pre-tax corporate profits and 
the S&P 500 index.  The JABE pessimistic forecast lowers corporate income tax collections 
by $77.7 million from the official forecast in fiscal year 2015.  Collections are expected to fall 
by 2.5 percent in fiscal year 2015 and rise by 0.7 percent in 2016.    
 
Wills, Suits, Deeds, and Contracts (Recordation) 
 
 The revenue model for wills, suits, deeds and contracts is based on refinancing 
activity and median home prices in Virginia, along with the yield on 30-year treasury bonds.  
The outlook for recordation taxes drives the other components of this source.  Growth in this 
source has seen double-digit decreases for the last six months. The JABE pessimistic 
forecast for collections in this source is the same as the interim standard -- 1.2 percent 
growth, a downward revision of $63.0 million.  The estimate assumes no growth over the 
forecast horizon. 
 
Insurance 
 
 Collections in this source rose by 22.2 percent in fiscal year 2014, and finished the 
year with a $31.0 million surplus.  Based on higher collections, the JABE pessimistic 
forecast for insurance premiums is for growth of 7.5 percent in fiscal year 2015, an increase 
of $53.5 million.  The model calls for a 4.1percent decline in fiscal year 2016.    
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APPENDIX A
ECONOMIC DATA
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