


reason to believe, however, that both of these figures are overstated. Among the factors 
leading to this conclusion is individual income tax withholding (perhaps one of the most 
timely economic indicators), which has grown only at 2.1 % for calendar year 2008. 

As with the national economy, signs of weakness are widespread, and there are 
few positive indicators. Sales of existing homes have declined for 34 coi~secutive 
months, prices have dropped 12 months straight, and inventories are at a record high. 
Business bankruptcies have doubled over the last year, and personal bankruptcies have 
increased by 36%. Employment of Maryland manufactures is declining at an 
accelerating rate, the finance sector has lost jobs since late 2006 (though it appears the 
bottom may have passed), and the construction industry is also in decline. What little 
good news exists is that two of Maryland's largest and highest-paying industries, 
professional and business services and education and health services, are performing 
relatively well, and government employment continues to grow. 

Given the struggling national economy, weakness in many Maryland industries, 
housing market conditions and low consumer confidence, the economy is expected to 
remain very sluggish through the middle of next year. As economic growth resumes 
nationally, Maryland's housing market reaches equilibrium, and consumers are less 
uncertain about the course of the economy, relatively healthy economic growth should 
resume in 20 10. 

Maryland Economic Forecast 

2008 2009 201 0 
Employment 0.6% 0.3% 1.2% 
Personal Income 4.4% 3.4% 4.9% 
Wage & Salary Income 3.8% 3.3% 4.5% 

The drawn-out slowdown has a substantial impact on our expectations for the 
individual income tax and the sales tax. Individual income tax receipts are expected to 
increase 5.3% in fiscal year 2009 to $7.3 10 billion, a writedown of $135.0 million. 
Growth of 5.3% in 2010, to $7.698 billion, is forecast. Adjusted for tax changes enacted 
over the last year, baseline general fund growth of only 3.8% is forecast for 2009, 
followed by 4.8% growth in 2010. Collections will be boosted in fiscal year 2009 by the 
new brackets enacted during the 2007 Special Session and the 2008 regular session, 
although the effect of those brackets is mitigated by the increased personal exemptions 
and refundable earned income credit. Income tax withholding, adjusted for these 
changes, is expected to decelerate a full percentage point in fiscal year 2009 to 3.8%, 
before accelerating only modestly to 4.1 % in 201 0. Estimated payments are forecast to 
grow in low single digits with the slow economy and very low growth in capital gains. 

The weaknesses in Maryland's economy appear likely to have the greatest impact 
on sales tax collections. General fund sales tax collections are forecast to grow 3.1% in 
fiscal year 2009 to $3.787 billion, a reduction in the forecast of $265.3 million. In fiscal 
year 2010, growth of 3.8% to $3.933 billion is expected. Baseline receipts are expected 
to drop 1.8% in 2009, but will increase by 4.8% in 2010. The recent increase from 5% to 



6%, along with changes to the distribution of sales tax revenues, adds almost five 
percentage points of growth to general fund receipts for fiscal year 2009. 

Record high prices for gasoline and surging food prices have resulted in a 
redirection of consumer spending fiom taxable goods to these necessities, while 
plummeting housing starts will continue to put pressure on collections from both 
construction activities and large consumer purchases such as appliances and furniture. 
Adjusted for the rate increase from 5% to 6% effective January 3,2008, receipts fiom 
consumer purchases are expected to be flat in fiscal year 2009 before increasing at a 4.7% 
rate in 201 0, while construction-related revenues are forecast to drop by double-digits in 
2009 but will rebound in 2010, growing at 8.1%. 

General fund lottery revenues are expected to decline 0.4% to $495.2 million in 
fiscal year 2009, a reduction in the estimate of $1 6.1 million. Because of abnormally low 
prize payouts, revenues exceeded the forecast in fiscal year 2008 even though sales were 
$35.4 short of the forecast. A lower sales forecast for Pick 3, Pick 4 and KenoJRacetrax 
and a return to normal prize payouts are responsible for the reduced forecast. Modest 
sales growth is expected for fiscal year 2010, resulting in a 2.5% increase in general fund 
revenues. Tobacco tax revenues are expected to grow 15.1 % in fiscal year 2009 to 
$433.0 million, although that figure is $18.0 million below the prior forecast. The $1 .OO 
per pack increase in the cigarette tax effective January 1,2008, resulted in a greater 
decline in sales than had been expected, which has been accounted for in the revised 
estimates. In fiscal year 2010, after the distortions caused by the rate increase have 
passed, revenues are expected to resume their long-term trend decline. 

Changes to the estimates for other revenue sources result primarily fiom fiscal 
year 2008 results. General fund revenue growth of 4.0% is now forecast for fiscal year 
2009, and general fund revenues are expected to increase 4.3% in fiscal year 2010. We 
will keep you apprised of any major developments. 

Peter Franchot 

Nancy 

T. Eloise Foster 



Maryland General Fund Revenues 
Fiscal Years 2008 - 2010 

INCOME TAXES 
Individual 
Corporations 

Total 

SALES AND USE TAXES 

STATE LOTTERY RECEIPTS 

OTHERREVENUES 
Business Franchise Taxes 
Tax on Insurance Companies 

Death Taxes 

Tobacco Tax 
Alcoholic Beverages Excises 
Motor Vehicle Fuel Tax 

District Courts 
Clerks of Court 

Hospital Patient Recoveries 
Interest on Investments 
Miscellaneous 

Total 

TOTALCURRENTREVENUES 

FY 2009 FY 201 0 

FY 2008 Current September September 
Actual Estimate Estimate Difference % Growth Estimate % Growth 

Board of Revenue Estimates, September 9. 2008 
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