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ATTACHMENT D 
2011-2012 Mid-Biennium Budget Update 

 
General Fund Economic Forecast 

 
Economic Update and Revenue Forecast 
Recession beginnings and endings are generally measured by Gross Domestic Product (GDP) 
and by that measure; the “Great Recession” began in December 2007 and ended June 2009 
according to the National Bureau of Economic Research.   Despite being out of recession for 
over two years, the economy has stagnated, with little improvement to many economic 
fundamentals that drive our economy such as employment and consumer confidence.  
 
Since the recession ended, the world has seen a steady procession of events destabilizing the 
economy, such as sovereign debt problems in Europe, the Tsunami and ensuing nuclear crisis in 
Japan, revolution in Libya, National Debt ceiling debate and the subsequent credit rating down 
grade of the US Debt by Standard and Poor’s.  These events individually have not been enough 
to derail the economic recovery but taken as a whole they have caused the economy to stall.  In 
recent months economists locally and nationally have revised forecasts to reflect the stagnation 
being seen now and a further delay of when pre-recession consumer spending, GDP and 
employment, will return. 

 The most recent Unemployment figure for the Seattle/Tacoma/Bellevue Metropolitan 
area is 9.1% for August 2011 (seasonally adjusted).  Since the unemployment rate peaked 
at 9.6% in September 2009 unemployment has dipped below 9% only five times.   

 Puget Sound region Taxable Retail Sales dropped from their peak in 2007 by 17% to 
their low in 2009.  Taxable Retail Sales appear to have stabilized for the region, 
remaining flat for 2009 to 2010.  At the beginning of 2011 the consensus from local 
economists was that the recovery would begin to pick up in the third and fourth quarters 
of 2011, but since then all have revised their projections down forecasting a slower 
recovery. 

 The economy is in a Catch 22 situation.  Companies are not hiring due to the weak 
demand for goods and services.  Demand for goods and services are weak because 
unemployment is high and people are concerned they may be laid off.  According to the 
Puget Sound Economic Forecaster, Puget Sound average home values are down 23% 
since 2007, and in the same time frame the S&P 500, a broad measure of the Stock 
Market as a whole, also lost 20% of its value.  These factors combined result in a 
decrease to personal wealth which contributes to the low demand for goods and service. 
 

Chart 1 provides a national picture of consumer spending and Gross Domestic Product (GDP).  
The chart shows spending has fallen along with GDP but has not recovered at the same rate.   
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Chart 2 represents the City of Bellevue retail sales compared to King County Personal Income.  
The chart shows that spending has fallen since the recession started but personal income has 
merely remained flattened.  The disparity shown between spending and personal income in chart 
2 helps illustrate the problem the recession has caused, where personal income has not declined 
but consumers are feeling the loss of value of their investments in the equity and real estate 
markets so they cut back on spending.  
 

 
 
Past recessions have shown that the rates at which an economy falls into recession usually mirror 
the rates at which they recover.  This recession seems to be an exception to this rule; recovery is 
expected to be a long, slow process.  The current factors that are holding our economy back will 
take some time to work out.  Home prices will remain in decline as long as the inventory is high. 
Mortgage delinquency rates are beginning to taper off, which will result in reduced housing 
inventory and stabilizing home prices.  The August job creation numbers were a shock to the 
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economy, showing a net zero creation of jobs. The job numbers reveal that the private sector had 
positive job creation in healthcare and the industrial sector but the public sector shed an equal 
amount of jobs.  The general consensus of local economists is that we will see low growth 
economic activity in the next year with moderate growth to follow. 
 
General Fund Revenue: 
The City’s revenue stream is fairly diverse but not without exposure to economic risk.  Sales tax 
and B&O tax, in particular, are highly exposed to economic risk.  As chart 3 shows, General 
Fund sales and B&O tax constitute 38% of the City’s General Fund revenue stream.  It is also 
worth noting that both sales and B&O tax had the largest downturn of any revenue stream, 
illustrating how significantly they are affected by the recession. 
 

 
 
General Property Tax 
General property tax is levied on the value of real and personal property.  The tax is calculated 
by dividing the levy amount by the assessed value.  This method for determining the property tax 
means the rate may fluctuate dependent on the assessed value, but the actual amount paid will 
not be affected unless the levy is increased or decreased.  Property tax consists of several 
components, of which the City component is only a fraction.  The City is allowed to increase the 
levy annually by the lesser of 1% or the implicit price deflator (IPD), or may bank the allowable 
increase for later use.  In the last ten years the City Council has approved three increases to the 
levy, 2% each year in 2007 and 2008 and 3% in 2009.  Property tax is fairly consistent and does 
not fluctuate in significant amounts unless the levy is adjusted by the City Council. 
 
Retail Sales/Use Tax 
The City collects a 0.85% tax on retail goods and services.  Sales tax revenue is the most volatile 
revenue the City collects.  This volatility is due to its exposure to spending habits of individuals 
as wells as construction activity within the City.  Sales tax is reported to the City by sectors. The 

Chart 3 
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major sectors for Bellevue are retail sales, construction, and auto sales, which together comprise 
nearly 75% of sales tax revenue; all other retail sales tax sectors make up the balance. 

 Construction has been a driving force in the City’s revenue growth leading up to the 
recession of 2007.  Before the recession, construction accounted for 22% of sales tax 
revenue, but only 12% in 2010. Having such a large portion of the City’s revenue subject 
to this volatility presents some challenges..  

 Retail Sales is a broad category that is comprised of both durable and non-durable goods.  
Bellevue is a regional hub for retail shops,  and many big box retailers as well as the 
downtown core containing the BellevueSquare. 

 Auto sales are a sub-set of retail sales, but due to the relative size of auto purchases are 
separated to track and forecast separately.    

 
Overall, sales tax revenue is forecasted to grow at 2.6% in 2011 and 1.6% in 2012.  Collections 
in 2011 include $996,000 of state one-time amnesty funding, which was a program allowing 
delinquent accounts to pay sales tax directly to the state without penalty.  It is important to 
understand how the amnesty receipts obscure the bigger picture for Sales Tax revenue.  When 
the one time amnesty funds are factored out, 2011 Sales Tax revenue remains flat from 2010 to 
2011, while the 2012 forecast is a 4.0% increase over 2011 base sales tax. 
 
Business & Occupation Tax 
Business and Occupation (B&O) tax is made up of two parts, gross receipts and square footage.  
This revenue, like sales tax, is subject to volatility brought on by economic risk.  If the economy 
falters so will Business and Occupation tax.  B&O tax will follow sales tax but is somewhat less 
volatile.  Over the last 5 years B&O tax accounts for 14% of the City’s General Fund revenue. 
2011 B&O tax collection are seeing no growth from 2010 levels, reflecting what is going on in 
sales tax revenue.  Because B&O tax and sales tax are so similar it is assumed that they would 
have the same level of growth between 2011 and 2012 at 4%. 
 
Utility Tax 
Utility tax is collected from eight types of utility services: electric, gas, garbage, telephone, 
cellular phone, water, sewer and storm water.   Aside from telephone and cellular phone taxes, 
utility taxes are fairly constant, rarely declining from year to year.  Telephone and cellular are 
different in that they are viewed as less essential and thus more elastic than the other utilities.  
Telephone and cellular phones also are affectd by the new practice of bundling services, where 
service providers combine several services thus lowering customers’ overall bills.  Bundling is 
an attempt to gain market share by lower customer combined bills while exploiting structural 
efficiencies.  Due to the elasticity of demand and cost reductions through the use of bundling 
Telephone and Cellular tax collections are falling below budget by $0.66 Million.   
 
In total, utility tax comprise 16% of total General Fund revenue.  Despite reductions in telephone 
and cellular tax, 2011 utility tax is expected to rise by 4.4% over 2010 levels.  2012 revenue for 
the Utilities is expected to grow by 3.8% from 2011 levels.  The increase from 2010 to 2011 is 
largely due to rate increases from the various utilities. 
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Other Revenue 
Other revenue consists of dozens of small revenues collected from various sources.  Some of 
these revenues are: 

 Excise Taxes 
 Penalty/Interest Delinquent Tax 
 Licenses and Permits 
 Intergovernmental 

o State 
o Other Cities 

 Charges for Goods and Services 
o Interfund/Department Services 

 Fines/Forfeits 
 Miscellaneous. 
 

The two largest Other Revenue contributions to the General Fund are Intergovernmental and 
Interfund/Department Services.  Intergovernmental consists of state revenue collected from 
Cities to which we provide services such as police and fire.  State funding, sometime referred to 
as State Shared Funds, are distributions from State taxes such as liquor excise tax and liquor 
board profits.  Governor Gregoire has included reductions in liquor excise tax and liquor board 
profits on the list of potential state budget reductions that she presented on October 27.  The 
Governor’s formal budget proposal will be presented to the Legislature on November 28.  The 
impacts of the recent voter approved Initiative 1183, the liquor privatization initiative, and the 
Governor’s potential state budget reductions are being evaluated.  
 
Summary of General Fund Forecast 
As discussed above, since the 2011-12 biennium budget was originally adopted, revenue has not 
recovered as was expected leaving a gap between revenue and expenditures.  Major tax revenue 
projections for 2012 are $4.9 million or 4.4% lower than adopted budget projections.  

 
 The decrease is primarily due to a:  

o projected decline in sales taxes ($2.7 million) because of the drop in consumer 
and business activity, and  

o projected decline in Business and Occupation taxes ($1.9 million). 
 

In addition the economy has affected the expenditure side by concurrently increasing 
expenditures.  Higher inflation increased 2012 costs by $1.6 million.  The adopted budget 
assumed a June to June CPI-W:  Seattle-Tacoma-Bremerton of 1.6% in 2012; actual CPI-W 
Seattle –Tacoma-Bremerton increased by 3.7%, increasing anticipated General Fund salary 
adjustments by $1.6 million for 2012 over the adopted 2012 General Fund Budget. 
 
With the stagnation of the economy, without change, the forecasted expenditures exceed 
revenues as shown in Chart 4. 
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