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HAVE WE HIT BOTTOM? 
December local option sales tax distribution for 2009 is only down -1.4%, 
significant improvement from the previous few months. 

Finally some good information for local government budgets.  Okay maybe not good information, but less bad news. 

The past eight months Utah’s local option sales tax revenue has declined 10% or more from the same month in 2008. 

December’s 2009 distribution (October sales) is only down 1.4% from December’s distribution in 2008. This may 

indicate that the worst of the economic recession hit Utah’s economy during the last summer and the economy is now 

beginning a slow rebound.  Keep in mind that the improvement with the December 2009 distribution is being compared 

to December 2008, which was down 7.5% from 2007. Which means we are still 8 to 9 percent below sales tax 

collections for the same month in 2007.  This continues to indicate that FY2011 budgets will look more like the budgets 

from FY2007 for many communities. 

Distribution for the next couple of months will be very important to watch with a couple of key questions. First, is 

December’s improvement an aberration or a definite sign toward recovery? Second, February’s distribution (available late 

February) reflects sales in December, the largest taxable sales month of the year. 
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Sales Tax Base
Nominal Gross Taxable Sales Changes

Indicators of Utah’s Economy 
Year-over % Change, 1983 - 2009

    Sales tax is the most relied upon tax revenue 
source for Utah’s cities and towns.  This volatile 
tax has been a blessing and a curse to Utah’s 
municipalities.  The chart to the left illustrates 
the cyclical nature of sales tax collections 
during periods of economic boom and bust. 
The recent recession however, has been far 
worse than any experienced previously since 
the inception of the sales tax after the Great 
Depression. 

Sales	 Tax	 Reviewed	 

   Employment, wage, and real personal income 
are critical indicators determining demand for 
personal consumption.  In our attempt to better 
understand and forecast sales tax revenue it is 
important to accurately track and understand 
employment and wage data for Utah. 
   The chart to the left illustrates these important 
economic indicators for Utah since 1983. This 
data demonstrates the close relationship 
between wage, income, employment and sales 
tax.  It also appears that real personal income 
appears to be moving up (green line), hopefully 
meaning that an increase in taxable sales will 
soon follow. 

    In order to comprehend more fully how the 
latest monthly distributions compare to each 
other and to levels in prior years it is useful to 
examine them without any monthly seasonal 
variation.  We have calculated monthly 
seasonal factors and have divided these factors 
into each month’s distribution revenue.  For 
example, the factor for February’s distribution, 
representing December sales, is 1.218, or 
21.8% higher than average.

     The resulting seasonally adjusted series 
indicates how far Utah cities’ number one 
revenue source has dropped during this 
recession.  Indeed, the 1% tax yield fell 27.7% 
from a high of $42.44 million in May 2007 to a 
low of $30.69 million in November 2009.  After 
December’s smaller decrease, however, the 
drop narrowed to 15.5 percent at $35.86 
million.

Source: Utah Legislative Research and General Counsel

Source: Utah Legislative Research and General Counsel

Local 1% Sales Tax, seasonally adjusted 
Dec. distribution up 16.8% from Nov
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2010 --- Flat is the new up. 
2009 was one of the worst and most difficult economic years in American 

history.  And likewise Utah’s economy cooled off from the hot pace it was on 
during 2005 to 2007 and saw significant drops is employment, trade, sales, and 
even tourism (see the table to the left). So what can we expect for 2010? Certainly 
there are signs (slowing job loss, improving sales one month with an almost level 
sales volume compared to last year, slowing in construction value loss) that the 
economy is recovering from the worst recession since the Great Depression. But 
all indications are that this recovery is going to be slow.  Just because we have 
now (we hope) experienced the bottom trough of this deep recession does not 
mean (unfortunately) that we will experience significant economic growth right 
away. Maybe for 2010 the most realistic hope is that we return to flat level and 
stop the significant declines, flat is the new up and something to be optimistic 
about at this point. 

Reasons for Optimism  

• December (October sales) sales tax distribution down only 1.4%  

• Utah unemployment claims have been slowly dropping since peak 

in April 2009 

Reasons for Concern 

• 2010 home values in Utah expected to still decline 4 to 5% 

• National retail sales for December dropped slightly from 

November (indicating consumers may still be holding back)

IMPORTANT UTAH ECONOMIC 
INDICATORS

CHANGE 
FROM 

2008 TO 
2009

Employment change -4.3%

Construction employment -14.2%

Utah unemployment rate 6.5%

Utah nominal GDP up 0.8%

Retail trade nondurables (food, 
apparel)

-8.3%

Retail trade durables (cars, 
furniture)  

-20.7%

Sales and use tax revenue (state) -11.0%

Motor fuel tax revenue -6.1%

UT merchandise exports -10.1%

Residential construction value -15.8%

Total Spending by Tourists in Utah -10.0%

KEY ECONOMIC 
DRIVERS (SOURCE: 

DOUG MACDONALD & GOPB)

FY 2008 FY 2009 FY 2010
FY 2011  

PESSIMISTIC 

Utah Residential 
Construction Values

-43.5% -34.4% -8.6% 6.0%

Utah Employment 4.1% -2.6% -4.5% 0.0%

Utah Average Wages 2.2% 1.3% -0.4% 2.0%

Utah Total Wages 6.4% -1.3% -4.9% 2.0%

U.S. Equipment & 
Software Purchases 

1.8% -11.9% -5.8% 6.1%

U.S. Savings Rate 1.9% 3.8% 4.3% 3.2%

U.S. Consumer 
Sentiment Index 

-16.8% -15.8% 4.8% 0.0%

Utah Taxable Sales 
(based on 1% local)

3.5% -8.5% -5.1%
ULCT forecast 

2.4%
ULCT forecast

Fiscal year to date -11.2%

Utah Taxable Sales  0.5% -10.6% -7.7%
GOPB forecast (calendar year) 

2.6%
GOPB (calendar year)
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Inflation	 adjusted	 percent	 change	 in	 State	 revenue	 

The State of Utah, like nearly every other state 

government during this recession, has experienced 

significant budget shortfalls.  The above bar chart 

illustrates the inflation adjusted percent change in revenue 

for the State of Utah since 1971.  The impact of this great 

recession is illustrated by three consecutive years of 

decline in state tax revenue, the first time this has 

occurred for the state of Utah in decades.  Fiscal year 

2009 was hit with the sharpest decline in tax revenue at 

-13.5%.  This bar chart clearly illustrates just how much 

the fiscal condition of the state of Utah has deteriorated in 

the last two years.  Recovery from this recession will likely 

be prolonged and uneven with a slow recovery. 

This recovery will likely be sluggish for a couple of key 

reasons. First, job loss is still very high and some economists 

are forecasting a potential jobless national recovery.  

Second, there are significant pressures to fund and replenish 

retiree pension systems that experienced considerable loss 

during the downturn. In addition, health care (Medicaid) 

spending continues to increase, using up more and more of 

general fund revenue.  In sum, it may take years to reach the 

economic spending levels of 2006 and 2007. Remember 

those levels were largely attainted with a lot of borrowed 

money. 

2009 3RD QUARTER RETAIL 
SALES    SOURCE: UT TAX COMMISSION

GENERAL 
RETAIL 

MOTOR 
VEHICLE

HOTEL 
LODGING

WHOLESALE 
DURABLES 

Up 9.9% from 3rd 
quarter 2008

General retail (most 
big box type stores) 
represents 12% of 
all taxable sales in 
Utah. 

Down 11.6% from 
3rd quarter 2008 

Statewide car sales 
in the 3rd quarter 
has dropped over 
$400 million from 
2007. 

Down 11.3% from 
3rd quarter 2008 

Hotel lodging 
represents only 2% 
of total sales, but it 
is an important 
indicator of tourism. 

Down 26% from 
3rd quarter 2008

Wholesale durables 
have dropped from 
over $1.1 billion in 
sales in ‘07 to $700 
million in ‘09. 

Prepare for a Slow Recovery 
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Reforming the Utah Retirement System 
The Utah State Retirement System (URS) has seen fund losses for 2008-09 of approximately $5 billion (compound losses now 

equal $6.4 billion) or 24% of the total URS portfolio value.
For the general health of the state's and local government’s budgets and in order to maintain an actuarially sound retirement 

system, we are anticipating steady increases in the retirement contribution rates that will be required of public employers to 
maintain the current benefit package for public employees. At this point we can only speculate about future increases in state and 
local government retirement funding obligations, but most experts believe we will witness increases for at least the next 3-5 years. 

Because the budget impact could be quite large, many state and local government lawmakers have expressed concern about 
the funding liability that the current system may require. In light of this concern, the Utah League of Cities and Towns (ULCT), 
Utah Association of Counties and the Utah Association of Special Districts have been meeting with members of local government 
employee groups, peace officer groups, firefighter associations, city and county management associations, local government 
finance officers, and the staff of the URS to discuss possible alterations to the system.

This complex policy issue has engaged a number of individuals for nearly the entire legislative interim.  As a result there are 
now four separate bills being drafted to address the primary concerns of financial sustainability. 

1. Current employees -- Public employees already currently enrolled in the Utah Retirement System are legally obligated to 
the current benefit structure. However, the Legislature is considering some long-term changes like phasing into higher 
minimum retirement service years (depending on current years of service). 

2. Prospective hires -- Since little can be changed for current employees much of the legislative discussion is focused on 
future hires. New public employees will likely enter a hybrid system couples with a defined contribution (DC) plan. This new 
plan will enhance employee portability, while reducing financial exposure and liability for the public sector.  There are some 
potential human resources concerns with small pension benefit packages.  Increasing salaries to offset the declining benefits is 
an important element to continue viability of the public sector to compete with private business for top employees. 

3. Retired, rehired issue -- The Office of the Legislative Auditor in review of the retired rehired pension issue called for an end  
to the current incentives for public employees to retire early and return to work. “Premature retirement means retirees begin 
drawing their allowance earlier than anticipated, which results in a negative financial impact on the retirement system.” Current  
proposals would still allow employees to retire early and return to work, but their pension payments will be suspended when 
they are rehired. Additionally, the service credit cap for public employees will be removed. 

4. Changes to the state 401(k) contributions -- Legislation is being drafted that would remove the state 1.5% 401(k) 
contribution for public employees. This money will then be used to help fund and offset defined benefit system rate increases 
for the state.

The Utah Retirement 
System’s actuaries 
project a 7.75% return on 
investments.  If 
investments continue to 
hit this level, with no 
change the employer 
contribution rate (locking 
at the 13.25% rate) the 
URS system will 
bankrupt with 0 assets in 
40 years  (see graph to 
the right). 
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1. Budget, budget, budget -- The State Legislature will focus on revising a FY2010 budget 

with a new $183 million shortfall and a FY2011 budget with over $500 million shortfall.  

There are a couple of key issues to follow: a) To what extent should the rainy day fund (with 

currently $418.5 million) be used to balance the budget? b) Will there be any tax increases 

(tobacco, sales tax on food reinstated)? and c) What will the February revenue forecast look 

like (things improving significantly, slightly or declining). 

2. Retirement reform -- see previous page. 

3. Water Issues -- There are several water bills this year that will have an impact on 

municipal water service and rights.  Issues ranging from the change application process, tax 

treatment of public water suppliers and domestic use water rights preference will all be 

debated.  Please keep up to speed on these issues by participating in the ULCT policy 

meetings and regularly checking the ULCT webpage (www.ulct.org) where frequent 

updates will be posted

4. Anti-Trust  -- In recent history there have been a few cases where a private industry is 

challenging a city’s ability to regulate an activity of which the city is also a provider.  In 

these cases, a claim of anti-competitive or anti-trust has been made.  Due to recent 

questions raised by the Utah Supreme Court on the issue, we are running legislation this 

year to provide clarity in state law regarding the current exemption from anti-trust litigation 

that has been granted to cities and towns.  

5. Local option transportation funding -- While we expect little change this session 

regarding enhanced funding of transportation, there is a major transportation recodification 

effort underway to ensure the implementation of local option transportation taxes is 

uniform among the various available options. SB-30 has been filed to address this issue.  

Currently the bill is simply a recodification effort, but we will be watching it closely for any 

modification that could have either a negative or positive affect on our ability to utilize 

local option taxes for the funding of transportation and mass transit projects.

45 DAY COUNTDOWN BEGINS SOON...FIVE 
ISSUES TO WATCH

Keep up with the League: 
just click on the link...

Twitter	 

Economic	 Blog	 (Neil)

Legislative	 Blog	 (Lincoln)

Podcasts	 

ULCT Economic and Policy 
Research Staff 
• Neil Abercrombie
• Matt Christensen 
• Doug Macdonald 
• Roger Tew 

Questions, Comments, 
Suggestions? 
Please feel free to contact us,  call Neil 
at 801-328-1601 or email: 
nabercrombie@ulct.org 

UTAH LEAGUE OF 
CITIES AND TOWNS
50 South 600 East                   
Salt Lake City, UT  84109 

phone: (801) 328-1601 

www.ulct.org 
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