Revenue Estimates and Analysis

OVERVIEW

The FY19 Recommended Budget is supported by
$3.29 billion in total revenue, an increase of
$138.5 million, or 4.4%, from budgeted FY18
total revenue. The FY19 recommended budget
includes $3.26 billion in recurring revenue and
$40.0 million in non-recurring revenue,

Over the past decade, the City's revenue
structure has shifted toward a growing reliance
on property tax. Property tax, excise taxes, and
license and permit revenue lead local revenue
growth and are driven by an expanding
economy. 96% percent of tax revenue growth is
from locally derived sources such as property
tax and other local revenue. So while the City is
projected to experience robust property tax
growth in FY19, that growth is offset by sluggish
and unpredictable State revenue growth.

State revenue, the City’s second largest single
revenue source, never recovered following the
last recession. As Figure 1 illustrates, the share
of net property tax as a portion of total revenue
has increased dramatically since FY08 as the
share of State aid has steadily decreased.

In FY19, Boston’s State revenue is still $46.9
million, or 9.5%, lower than Boston’s State aid in
FY(8. While Boston’s spending on education has
increased substantially in recent years, Boston’s
State education funding has not kept pace. The
Chapter 70 education aid formula does not work
for Boston. Boston’s Chapter 70 aid is projected
to grow by only 0.6%, or $1.3 million, in the FY19
budget, a stark contrast to the $72 million more
Boston expects to spend on education in FY19.

Additionally, while Boston’s charter school
assessment has risen by 184% since the
enactment of the 2010 Achievement Gap
Legislation, the State’s statutory obligation to
fund charter school reimbursement has not

kept pace. As a result, the City of Boston is
projected to lose $27 million in the FY19 budget,
bringing the total lost revenue to $100 million
over five years (FY15 — FY19).

If recent trends hold - rising charter school
assessment and declining charter school
reimbursement and stagnant Chapter 70- it’s
likely that in three years Boston will receive no
education aid from the State. This will mean
Boston's 57,000 students will be entirely funded
by the City’s General Fund.

Mayor Walsh has raised concerns about this
trend since taking office and has been proactive
in addressing the underlying challenges of the
State’s education aid system. In 2017, the Mayor
filed comprehensive education finance reform
legislation that aims to invest equitably and
expand access to high-quality public education
for students of all ages. By proposing a creative
revenue solution to provide every Boston four-
year-old a high-quality seat, fixing the broken
charter school transition funding model, and
increasing reimbursements for the highest-need
students, the proposals would increase annual
education funding to Boston by $35 million in
its first year of implementation. The proposal
would also position Boston to receive $150
million in additional annual Chapter 70 aid
within a few years if the State identifies a new
revenue source for education. The Mayor
continues to advocate for these common sense
pieces of legislation, as well as full funding of
local aid reimbursement accounts.

Local receipts, which include revenues such as
excises, fees, fines, and permits, are projected
to grow at $14.5 million (3.1%). Boston is
projecting strong room occupancy and meals
excise revenue as well as increased revenue
from parking fines and departmental revenue.
The FY19 budget also includes $2.25 million in
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revenue for the first time from the recreational
marijuana local option excise tax.
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Figure 1 - Categories of Recurring Revenue
FY08 & FY14-FY19
Percentages may not add due to rounding

This chapter begins with a review of national,
State, and local economic trends that impact
the Boston area economy and the City’s
revenue. That is followed by a discussion of
recent State budget trends and development of
the FY19 State budget. Following these sections
is a discussion of the City’s FY19 revenue
estimates by major category including: the
property tax levy -- the City’s largest single
revenue source, State aid, and local receipts.
This is followed by a brief discussion of non-
recurring revenue,

The National Economy

Mayor Walsh continues to strive to grow jobs,
housing and the economy for all Bostonians. But
the city is subject to market forces limiting its
ability to effect economic condition in the near
term. And a city’s economic condition can
positively or negatively affect its ability to raise
revenue. As such, the State and national
economies are of great importance to the City’s
well-being.

The nation’s economic recovery is now ten years
removed from a deep recession. Since the
recession, the U.S. economy has grown in fits
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and starts since June 2009 as evidenced by GDP
growth, Accommodative monetary policy and
extended unemployment insurance back-
stopped any slide back into recession. The
labor market has continued to strengthen and
economic activity has been rising moderately.
Recently, job gains have been strong and the
unemployment rate has remained low.

Overall economic value as measured by real
Gross Domestic Product (GDP) has been
positive, but growth has been relatively slow.
For all but two of the thirty-two quarters after
the recession’s official end in the second
quarter of 2009 through the fourth quarter of
2017, real GDP growth has been positive but
only averaging 0.5%. The Federal Reserve
reaffirmed estimates of moderate economic
growth, with real GDP forecast to grow between
2.5% to 8.0% for the calendar year 2018 and 2.0%
to 2.8% for 2019,
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Figure 2 - Real Gross Domestic Product
Growth (Chained 2009 dollars)

2007Q4-2017Q4 & NBER dated recession

The seasonally adjusted unemployment rate in
the U.S. has been steadily decreasing since the
end of the recession. The unemployment rate
was 4.1% in February 2018. According to Federal
Reserve estimates, the unemployment rate is
expected to continue improving, falling to a
range 3.6% to 4.0% in calendar year 2018 and to
arange of 3.3% to 4.2% in 2019.
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Figure 3 - Unemployment Rates
January 2011-December 2017
Seasonally Adjusted

Inflation has been below the Federal Reserve’s
target of 2%. The Federal Reserve projects that
inflation will range from 1.8% to 2.1% in 2018
and range from 1.9% to 2.3% in 2019.

Despite the improvements in the labor market
and the expectation that inflation would rise to
its target of 2%, the Federal Reserve forecasts
that economic conditions will evolve in a
manner that will warrant only gradual increases
to the federal funds rate. In December 2015, for
the first time since 2008, the Federal Reserve
increased the Federal Funds target rate by
0.25%, to a target range of 0.26% to 0.50%. Most
recently, the Federal Reserve increased the
Federal Funds target rate in June 2018 by
0.25%, to a target range of 1.75% to 2%. The
Fed’s benchmark rate, after these modest
increases, is still quite low by historical
standards.
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Figure 4 - Federal Funds Rate Changes
June 2006-March 2018

The State and City Economies

During the period of 2007 to 2016,
Massachusetts’ annualized growth rate of 1.3%
in real Gross Domestic Product (GDP) by state
ranked 14" out of all 50 states and DC,
according to the Bureau of Economic Analysis
(BEA). The state remains one of the wealthiest
in terms of its GDP per capita - $65,281 in 2016
— 2" in the nation and 129% of the national

average.
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Figure 5 - Real Gross Product Growth
2004-2016
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The unemployment rate had been decreasing
for both Massachusetts and Boston. The rate in
Massachusetts has since fallen to 3.5% as of
December 2017, which is still higher than the
2.6% seen in the year 2000; however, this is due
to growth in the labor force. The State and local
economies have regained all jobs lost during the
recent recessions, Boston’s unemployment rate
is at 3.2% as of December 2017.

Massachusetts wage and salary income in the
fourth quarter of 2017 rose 6.3% over the same
quarter 2016, continuing a trend of positive
year-over-year quarterly growth rates since first
quarter 2010. Earnings growth by industry
grouping over the period of the last quarter in
2016 to 2017 was strongest in “Finance and
Insurance” and “Utilities”, while “Government
and Government Enterprises” and “State and
Local” showed the weakest growth during the
same period.

Massachusetts’ seasonally adjusted total
personal income rose 4.9% from 2016 to 2017, 9
out of the 50 states and DC in terms of growth
and above the national average of 4.0%.

(See Boston’s People & Economy section of
Volume I for more detail on Boston’s population
and labor force trends)

The Commonwealth Budget

State aid to the City represents its second
largest single source of general fund revenue,
although for over a decade it has been declining
as a share of recurring revenue. The State also
provides many grants that support City
programs and expenditures. Often, changes to
law or policy recommendations that affect City
expenditures and revenue generating capacity
occur within or alongside budget language. As a
result, the State budget is of great interest to
the City.

Recent State Budget History

Since the economic downturn in June 2009, the
State has faced several years of ups and downs
in managing their structural balance. While
State revenue growth, especially income tax,
has rebounded considerably, large variances in
quarterly and yearly revenue collections have
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made budget decisions difficult at the state
level. As a result, the State has made use of its
stabilization or “rainy day” fund in addition to
reductions in expenditures and increases in
revenue to deal with its structural imbalance. At
the close of FY08, the stabilization fund balance
was approximately $2.1 billion. The State had
drawn down the balance considerably by the
close of FY10 to a low of about $670 million
before revenues began to increase again in
FY11. The fund has since increased and stood at
about $1.30 billion at the close of FY17. The
remaining balance at the end of FY18 is
expected to be $1.31 billion,

The FY19 State Budget

The City’s FY19 state aid estimate is generally
based on the Governor’s proposed budget, with
some updated information through the State’s
legislature budget process, which was not final
at the time the City resubmitted its final budget
in June.

The FY19 adopted budget includes a modest
increase in state aid of 1.8%, or $5.9 million. The
FY19 Unrestricted General Government Aid
(UGGA) increased by 3.5%, or $6.6 million.
UGGA is the main driver in the increase in State
aid in FY19, while Chapter 70 education aid only
grew by 0.6%, or $1.3 million and charter school
reimbursements declined by $321 thousand, or
1.4%.

While Boston's charter school assessment has
risen by 184% since the enactment of the 2010
Achievement Gap Legislation, the State's
statutory obligation to fund charter school
reimbursement has not kept pace. As a result,
the City of Boston will lose $100 million over
five years (FY15 - FY19). Boston is projected to
lose $27 million alone in FY19. Without a
change in how the State funds this critical local
aid line item, the City of Boston will be left to
make difficult budgetary decisions that will
impact the quality of life for not only our
residents but for the hundreds of thousands
more who work and visit the city every day.

In a very short time, Boston will reach a turning
point in educational financing when none of the
Boston Public Schools budget will be funded
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with state education aid. With no change,
Boston’s net charter school assessment (its
charter school tuition and facilities charges less
charter school reimbursement) will exceed
Boston’s Chapter 70 education aid. With this
crossroad approaching, during the remaining
months of the legislative session and after its
conclusion on July 31st, 2018, the Mayor and the
Boston Public Schools will focus its advocacy on
passage of a more equitable and
transformational financing formula for
education aid and increase support for quality
Pre-Kindergarten seats. During the remainder
of FY18 the Mayor and the Boston Public
Schools will also advocate for full funding of
Boston’s current year charter school
reimbursement underfunded by over $25
million.

During 2017 and early 2018 Mayor Walsh’s
education finance reform legislation made its
way through the Commonwealth’s biennial
legislative process with the City and Boston
Public Schools jointly advocating for the
Legislature’s support of the reform package that
provides an equitable investment in public
education and expands access to high quality
education for students of all ages.

To address the growing challenges of decreasing
net education revenue and increasing education
costs, the legislative package includes a fix to
the broken charter school finance model, more
fully funds the cost of the Commonwealth’s
highest need students, redirects existing tax
revenue produced in Boston back to its
residents and, if additional funding for
education became available, the City’s proposed
change would increase education funding for
Boston by $150 million within several years,

One of the bills in the Mayor’s education
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