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A. Macroeconomic Environment 

Even though a month has passed since our March update, the macroeconomic environment still has 

some unknowns related to recent events.  The full extent of impacts from the natural disaster in Japan is 

still unfolding.  Supply chain disruptions are beginning to show up for U.S. manufacturers, especially in 

the automotive industry.  Questions surround the cleanup efforts at the Fukushima-Daiichi nuclear 

power plant.  And on April 7, another large earthquake shook the coast of Japan.  Half way around the 

globe from Japan, the uncertainties in the Middle East and the stalemate in Libya are adding price 

pressures to oil.  As global recovery is raising demand for commodities, the threat of inflation may slow 

this spreading recovery.  The European Central Bank has raised interest rates and financial markets 

wonder if the Federal Reserve System will follow suit. 

 

The upshot of this past month’s political and economic events adds a bit of uncertainty to the strength of 

the economic recovery.  IHS Global Insight has slightly lowered their outlook this year for the U.S. 

economy and increased the chances of a pessimistic outlook – an outlook that is lower growth compared 

to their baseline outlook.  The projections still call for the recovery to continue and the March U.S. job 

report has added confidence to this view.  The headwinds mentioned above have added a touch more 

uncertainty to this outcome.   

 

Oregon’s Governors Council of Economic Advisors generally agrees with this view, with some 

members more optimistic and others more pessimistic.  While they believe the economic recovery has 

gained momentum, they also emphasize greater uncertainty surrounding this outlook.   

 

Impacts from the natural disaster in Japan are expected to have small but temporary impact on Oregon’s 

economy.  Japan exports are 7.8 percent of Oregon’s total exports in 2010 and these are expected to be 

temporarily disrupted as port activity is delaying shipping into Japan.  Once the reconstruction phase 

begins, Oregon could see a small and temporary bump up in exports to Japan.  Supply chain disruptions 

may occur for various firms but Intel states that their production process should be able to continue with 

short-term sourcing from other suppliers, if that need arises.   

 

The macroeconomic environment has the positive force of the recovery on “firmer footing” with the 

negative of slightly more uncertainty due to the nature disaster in Japan, geopolitical concerns in the 

Middle East, and global inflationary fears. 
 

B. Oregon Employment: Recent Conditions 

 

The March employment report, released April 12th, indicated that Oregon lost 2,500 jobs during the 

month, following an essentially unrevised gain of 9,700 in February. The unemployment rate in March 

decreased from 10.2 to 10.0 percent. This is the lowest unemployment rate in Oregon since January 

2009. For the first quarter of the year, employment in Oregon increased by 15,800 compared to the 

fourth quarter of 2010. This represents a 0.98% increase (4.0% at an annualized rate). In percentage 

terms, the most recent quarter is the largest increase since the second quarter of 2004, which also 

happened to be the largest quarterly growth during the last economic expansion. The graph below shows 

quarterly employment growth rates since 1990. While the current rate of growth is certainly strong 

relative to the past decade, it could be classified as average growth when compared to Oregon’s growth 

in the mid-1990s. 

 



 
 

 

Taking a look at the industry-by-industry numbers reveals a very broad based gain across nearly all 

sectors over the quarter, which is the type of gain one likes to see. Only Information did not register 

gains during the previous three months. Overall, no one sector is leading the economy out of the 

recession, with most benefiting from the overall economic recovery. Over the past six months, 

employment gains in Oregon have averaged 4,500 per month. The graph below illustrates the 

employment gains by sector over the past quarter for both the number of actual jobs and the percentage 

increases these represent. Overall, the first quarter was very strong in terms of employment growth. 
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C. Oregon Employment: Forecast Tracking 

 

For the first quarter, the employment gains were substantially above our office’s most recent forecast. 

The reasons for this are threefold, with the first two being technical in nature. First, the December 

employment numbers, which were preliminary at the time of our last forecast, were revised upward once 

a more complete data sample was in place. The preliminary December estimate indicated 1,800 jobs 

were lost during the month, while the revised figures show a gain of 4,000. Second, the annual 

benchmark revision for 2010 employment was also positive, meaning all of the original monthly 

estimates released throughout the year for 2010 were lower than the actual number of jobs in the state. 

The May employment forecast will incorporate these revisions and will therefore begin from a higher 

base than did the March outlook. Third, and most importantly, the Oregon economy is simply generating 

a larger number of new jobs than our office was forecasting last month. This is good news for the state 

economy as it translates directly into a higher level of aggregate wages and additional consumer 

spending. 

 

Although the news in recent months has been positive, with the state’s employment picture having 

improved substantially, the labor market is still a long distance from being healthy. The graph below 

illustrates the job loss and recovery in Oregon across post-World War II recessions. Oregon lost 148,100 

jobs during the most recent recession and still remains 116,800 jobs (6.7%) below pre-recession levels. 

 

 
 

The upward benchmark revision together with the strong job gains in recent months have also improved 

Oregon’s relative ranking among all states. During the depths of the recession, Oregon was consistently 

in the bottom five states in terms of job growth. In January, Oregon’s employment growth ranked 15th 

best and in February, Oregon ranked 5th best. With March being a down month, Oregon’s relative 

ranking undoubtedly fell somewhat, however the growth in the state is still much stronger than the 

average state over the past 12 months as Oregon’s year-over-year growth is 1.72% and the nation’s is 

1.00%. 

 



II. PERSONAL INCOME TAX REVENUE FORECAST  

 

A. Recent Collections 

 

Personal income tax collections have picked up noticeably in 2011 in step with the improvement in labor 

market conditions. After employment bottomed out at the end of 2009, growth in personal income tax 

collections turned the corner. Revenue growth then stalled along with job gains as the economy entered 

into a soft patch during the summer of 2010. Improvement in revenue growth returned along with hiring 

early in 2011. Double-digit revenue growth is now being recorded for both withholdings out of wages 

and salaries, and for year-end tax payments. Although some of the strength in withholdings can be 

traced to changes in the 2011 withholding schedules rather than to increases in tax liability, underlying 

growth in taxable income is easily the strongest Oregon has seen since the housing boom. 

 

 
 

With April year-end tax returns now flowing in to the Department of Revenue, we are starting to get 

some early details on the nature of taxable income in 2010. Details from tax returns are still limited, but 

point to a few factors that are contributing to the recent strength in tax collections. Notably, taxable 

individual retirement account (IRA) distributions are up sharply to date. This is particularly true among 

high income households, for which the number of filers claiming taxable IRA distributions has doubled, 

and the average claim has increased by 40%.  No doubt, much of the growth in taxable IRA distributions 

can be traced to a 2010 federal program that allowed standard IRAs to be converted into Roth IRAs for 

which taxes are not deferred. The March forecast incorporated assumptions based on adjusted Joint 

Committee on Taxation estimates for 2010 IRA conversions. As more returns are processed, and we get 
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a better idea about the degree of participation in the IRA conversion program, these assumptions will be 

revisited.  

 

In addition to taxable IRA distributions, taxable capital gains are also up sharply among high income 

households. For other income groups, taxable capital gains are still falling, in part due to losses incurred 

in housing markets.  However, high income filers account for a large majority of overall taxable capital 

gains.  

 

Among filers in Oregon’s top tax bracket (those affected by Measure 66), taxable capital gains have 

increased threefold. Once more, however, these early details from 2010 tax returns are based on very 

limited data. Although around half of all tax returns from full-year filers have now been processed, only 

about 10% of taxable capital gains have been accounted for, with many of the wealthiest households 

typically waiting to file extended returns. 

 

Although the data is limited, it also appears that the number of filers in the highest income bracket is 

returning to trend. Of the five thousand 2010 full-year returns subject to Measure 66 that have been 

processed to date, 2,300 are from filers who did not reach the Measure 66 income threshold (or did not 

file a return) in 2009. 

 

B. March 2011 Forecast Tracking 

 

In the average fiscal year, 68.2% of all personal income tax revenues are collected by March. According 

to the March 2011 forecast, collections are running somewhat behind this pace, with only 65.0% having 

been received to date. Even so, no revisions to the near term outlook are called for at this time. 
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The fact that the share of collections received through March appears to be below its historical average 

is not surprising. With economic conditions having improved, and revenue growth having accelerated as 

the fiscal year progressed, it can be expected that year-end collections will be relatively large. The 

outlook for the last few months of the fiscal year looks very much like what was seen after turning 

points in recent business cycles (e.g. fiscal years 2005-07). 

 

In addition to the acceleration of growth during the fiscal year, filing delays also suggest that we can 

expect a relatively strong year’s end for tax collections. Due in part to uncertainty surrounding whether 

Oregon would be connected to recent federal tax law changes, personal income tax filing has been 

running somewhat behind its pace of last year. 

 

Although the forecast has proven very accurate over the past several months, and no revisions to the 

near-term outlook are called for at this time, there is still a significant amount of uncertainty surrounding 

revenues as the 2009-11 biennium winds down.  During the average biennium, 38% of final personal 

income tax payments and 22% of personal income tax refunds are received in the last three months.   

 

Similarly, an average of 23% of total corporate income tax collections are received during the last three 

months of the biennium. Given that such a large share of corporate tax payments remain outstanding, 

and that corporate tax collections have closely matched the Close of Session forecast to date, a 

significant shortfall or a corporate kicker payment both remain in play for this biennium should 

conditions change rapidly. 

 

C. Tracking the 2009 Close of Session Forecast   

 

For the first quarter of 2011, personal income tax collections came in $16 million above what was 

assumed in the 2009 Close of Session forecast. As such, the cumulative error over the biennium as a 

whole has fallen somewhat to $708 million. Most of this overall error arose when year-end returns for 

2009 were filed, with tax payments reflecting the large income losses that households had incurred in 

housing and equity markets. Recent forecasts now reflect the altered landscape, and are not expected to 

change much in the May update. However, the Close of Session forecast will continue to overestimate 

revenue at the end of the biennium, since it is based on outdated income assumptions from two years 

ago.  



 
 

D. Looking Ahead to 2011-13 

 

Given how closely revenues are tracking the March forecast, there is not a compelling reason to change 

the revenue outlook for the rest of the 2009-11 biennium at this time. However, a large share of total 

payments will be processed over the next few weeks, suggesting that we are not out of the woods quite 

yet.  

 

May revisions to the revenue outlook for 2011-13 will reflect the changing economic environment. For 

the nation and world as a whole, the economic outlook has been downgraded in recent weeks due to 

several adverse shocks (e.g. oil prices, European monetary tightening and the disaster in Japan). Now, 

aggregate upside and downside risks are evenly weighted in the macroeconomic outlook, and 

expectations of how long it will take the U.S. economy to replace all of its lost jobs have been pushed 

out by three months. 

 

While the macroeconomic outlook has been downgraded, Oregon’s regional economic outlook is 

looking stronger. Despite a lackluster hiring report for March, job counts in Oregon have significantly 

outperformed expectations in recent months. With job gains representing the final piece of the puzzle, 

Oregon’s fragile economic recovery finally appears to have transitioned into a self-sustaining economic 

expansion.  

 

These mixed signals emanating from Oregon’s regional economy and the broader market will be 

discussed and reconciled at the April 22
nd

 meeting of the Governor’s Council of Economic Advisors. 

Preliminary discussions with the Advisors group last week suggest that the consensus outlook for 

employment growth in Oregon has become somewhat stronger on net. However, several members have 
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expressed growing concern about the mounting macroeconomic risks that threaten to derail the 

expansion. 

 

Putting the potential revisions to the economic outlook into perspective, we have seen roughly 10,000 

more job gains (excluding technical revisions) in the data than were expected when the March forecast 

was produced. Using rough rules of thumb, these additional jobs (if maintained) will result in an 

additional $65 to $85 million in income tax revenues over the next biennium, all else being equal.  

 

Should the Governor’s Economic Advisors support an upgraded growth outlook, the revenue picture 

will improve further. According to the March forecast, Oregon was expected to net an average of nearly 

3,000 jobs per month while statewide employment recovers to its pre-recession level. This would 

represent a modest pace of growth relative to past recessions, as the economy still faces significant 

headwinds (e.g. housing, oil prices, cutbacks at all levels of government and a lack of available credit 

for small businesses). If Oregon’s labor market recovery were to match the pace seen in other recent 

business cycles, the state would instead net an average of 3,500 jobs per month. Over the course of a 

biennium, this employment growth differential would yield roughly $60 million in additional income tax 

revenues, all else being equal. 

 

We will continue to monitor both economic and revenue data closely throughout the peak processing 

season. The updated forecast will be released on May 12.  Our next tracking update is scheduled for 

June 15, 2011.   

 


