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The League will be periodically producing Revenue Reports such as the one below throughout 

the year. They are intended as an update on and a lead-in to the League’s annual forecast of 

state-collected local revenues, produced in the spring of every year. If you have any questions 

about anything related to this report, please email League Director of Research & Strategic 

Initiatives Chris Nida. 

This Revenue Report is the first since the League’s annual forecast of state-collected local 

revenues was published in March, and many of the trends detailed there remain consistent 

today. The economy as a whole continues to grow steadily but somewhat slowly. Sales tax 

revenue growth continues to be strong at the state level, though there is of course local variation 

in just how much of the growth is being experienced. Revenues related to utility sales are more 

mixed, but there are positive indications related to both alcohol and solid waste taxes. 

One note – for the purposes of this report (and for the League’s annual forecast), the League 

assumes that revenues are accrued for 90 days. This means that sales tax distributions 

received in July – which generally represent April sales – are considered to be part of the 

revenues from Fiscal Year 2016-17. The same can be said for utility sales tax distributions, 

which roughly trail sales by a similar three-month period. This will hopefully explain to new 

readers of the League’s revenue forecasts references to FY16-17 made below, despite the fact 

that FY2017-18 began July 1. 

LOCAL GOVERNMENT SALES TAXES 

The chart below shows two different year-over-year comparisons in regards to local distributions 

of Article 39 sales tax revenues. The blue line represents the change in one month’s sales tax 

distributions as compared to the same month in the previous fiscal year. The red line represents 

the sum of the previous three months’ distributions as compared to the same three months in 

the previous fiscal year. 
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http://www.nclm.org/SiteCollectionDocuments/Legislative/2016%20Revenue%20Projections/FY%2016-17%20Revenue%20Projections%20Memo.pdf
http://www.nclm.org/SiteCollectionDocuments/Legislative/2016%20Revenue%20Projections/FY%2016-17%20Revenue%20Projections%20Memo.pdf
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NCLM | Revenue Report: July 2017 3 

 

Following some volatility in the spring and summer of 2016 after the expansion of the state’s 

sales tax base, sales tax revenues had settled in to a pattern of strong growth for much of the 

winter of 2016 and calendar year 2017. The rolling three-month average had dipped slightly in 

recent months from where it was to start 2017, but it had still hovered around 5 percent for each 

of the last three months. With just two months of sales remaining in the 2016-17 fiscal year, 

Article 39 distributions were up 4.9 percent from the previous fiscal year, and 92 of 100 counties 

were experiencing sales tax growth. 

The one possible area of concern is the decline in the most recent month’s growth. That 

distribution – representing May collections, which are generally April sales – was up just 1.4 

percent over the previous year, the lowest growth percentage since distributions from August 

2016 collections. It is only a single month’s worth of data, but the year over year growth rate 

going forward bears watching now that it likely reflects full implementation of 2016’s sales tax 

base expansion. 

The slowed growth could be an indication of some mixed news regarding North Carolina’s 

housing market. As shown in the table below, construction-related sales in the state dipped 

sharply in May 2017, though the three-month rolling average is still up nearly 10 percent from 

the same period last year. The good news was that building permits issued for the month of May 

were up over 9 percent from the previous May. The downside is that May housing starts 

declined 8.6 percent from May 2016, and the Bureau of Labor Statistics reported a 2,000-job 

decline in the construction industry from May to June. 
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ECONOMIC INDICATORS 

Projections of “sustained but moderate” growth have been commonplace for North Carolina in 

recent months, and recent data has done little to cause experts to deviate from those 

projections. Dr. Michael Walden’s Index of North Carolina Leading Economic Indicators 

increased 1.7 percent in May, with Dr. Walden writing that “slow steady gains are the most likely 

future path.” Dr. John Connaughton of UNC Charlotte issued his mid-year economic update in 

June; that update projects 2.4 percent growth in Gross State Product in 2017 and 2.2 percent in 

2018. The most recent Carolinas Survey of Business Activity from the Federal Reserve Bank of 

Richmond remained positive, though the index of results for general business conditions and 

sales decreased from June to July. Results on the employment front were also generally 

upbeat, with the one exception being availability of skills needed for employees. Wells Fargo 

noted that North Carolina’s unemployment rate has now declined for five consecutive months 

and is lower than that of the national rate for the first time since August 2014. The size of the 

labor force is growing faster than the national average as well. 

One piece of economic research published in recent months that drew some attention was a 

paper from Dr. Walden entitled “North Carolina’s ‘U-Turn’ and Alternative Economic Paths of the 

State’s Regions.” In the paper Dr. Walden details North Carolina’s recent decrease in relative 

per capita income and relative per worker earnings and attributes much of that decrease to the 

phenomenon of “hollowing-out,” which he defines as an increase of high-paying and low-paying 

jobs and a reduction or small expansion in middle-paying jobs. Dr. Walden finds that North 

Carolina is experiencing this phenomenon to a greater degree than much of the nation, but it is 

not being experienced equally across the state. The map on the next page and the 

accompanying paper may help provide some additional context to your local community’s labor 

market. 

https://ag-econ.ncsu.edu/wp-content/uploads/2015/11/nceconomy-percapitay.pdf
https://ag-econ.ncsu.edu/wp-content/uploads/2015/11/nceconomy-percapitay.pdf
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Source: Dr. Michael Walden, https://ag-econ.ncsu.edu/wp-content/uploads/2015/11/nceconomy-percapitay.pdf 

 

UTILITY SALES TAXES 

The Department of Revenue quarterly distributes sales tax revenues related to four separate 

utilities – electricity, natural gas, telecommunication services, and video programming. Here is a 

quick look at the most recent quarterly distribution for each of them. 

 Electricity: Effective with the 2014-15 Fiscal Year, the General Assembly changed how 

the revenues from electricity and natural gas were distributed to municipalities. The 

https://ag-econ.ncsu.edu/wp-content/uploads/2015/11/nceconomy-percapitay.pdf


NCLM | Revenue Report: July 2017 6 

 

franchise tax was eliminated, and municipalities are now distributed a percentage of the 

general sales tax that is applied to the sale of electricity and natural gas. 

 

Revenues from electricity sales continue to decline on a year over year basis. While they 

remain higher than what municipalities received prior to the change in distribution 

method, this is the sixth consecutive quarter in which total distributions were below that 

of the corresponding quarter in the previous year. With one quarter remaining in FY16-

17 distributions, electricity distributions for the year are down 3.6 percent from the first 

three quarters of FY15-16. This remains a revenue source subject to fluctuation based 

on variable factors like the weather and energy costs, so particularly high summer 

temperatures could lead to a rebound. For now, though, electricity revenues appear to 

be consistently lower than they were in the initial months after the change in distribution. 

 

 Natural gas: The trend in natural gas revenues is in some respects the inverse of that in 

electricity. Whereas natural gas revenues have consistently been lower under the new 

distribution method than they were previously, there has been recent positive 

indications. The most recent distribution of natural gas revenues was over 15 percent 

higher than that in the previous year. For the past three months, total distributions are 

1.5 percent below that of the previous year. As with electricity, temperature and price 

can play a role in natural gas sales and the resulting revenues. The final distribution of 

the fiscal year will reflect April-June consumption. 

 

 Telecommunication services: Tax revenue from telecommunication services has 

generally declined in recent years, and the most recent quarter’s distribution is no 

exception. Revenues from the quarter ending in March decreased just over 7 percent 

from the same quarter in 2016. For the fiscal year, telecommunication revenues are up 

year over year by 2.4 percent, but that is largely due to a refund processed during FY15-

16 that decreased last year’s revenues. 

 

 Video programming: Like telecommunication revenues, video programming revenues 

have largely declined in recent years as well, though not as steadily. The most recent 

distribution of these revenues was down roughly 3.5 percent from the corresponding 

quarter in 2016, though thanks in part to the same refund affecting telecommunication 

revenues they were still up 2 percent for the first three quarters of FY16-17. 

 

BEER & WINE TAXES 

When the League published its forecast of state-collected local revenues in March, indications 

were that the upcoming distribution of beer and wine taxes was likely to be roughly the same as 

that made in 2016. It was a pleasant surprise, then, when the statewide total for cities and 

counties came in at more than $39.5 million, which represented a nearly 7 percent increase 

over the 2016 distribution and was the highest total distribution in at least a decade. State 

collections of alcohol taxes have increased in recent months as compared to the previous year, 

which will hopefully be a good sign for future distributions of this revenue source as well. 
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POWELL BILL 

The Powell Bill is now an appropriation from the state and not tied to any specific revenue 

source, so there is nothing to base any projection of future revenues on. It may be worth noting, 

however, that the State budget passed by the General Assembly in June calls for maintaining 

the current level of Powell Bill funding at $147.5 million statewide in both FY17-18 and 2018-19. 

Legislators will have the opportunity to adjust the budget when they return in the spring of next 

year for their 2018 session. 

 

SOLID WASTE DISPOSAL TAX  

Solid waste disposal tax revenues continue a recent trend of increasing. The most recent 

quarter’s distribution represented a 2.2 percent increase over the same quarter in FY15-16. 

Overall the past three quarters of revenue had increased more than 6 percent from the 

corresponding three quarters last year. The aforementioned State budget passed last month 

does call for the Environmental Review Commission to study the solid waste disposal tax, 

including “a detailed history of expenditures by the Department of Environmental Quality and by 

local governments of tax proceeds received to date…” The League will be monitoring this study 

and will inform its members of any findings or recommendations that may affect this revenue 

source going forward. 

 

RESOURCES 

 Local government revenue distribution data can be found on the N.C. Department of 

Revenue website. 

 

 The N.C. Association of County Commissioners has been providing a helpful monthly 

breakdown of sales tax distributions on its County Research Pulse blog. 

 

 Information on economic indicators used in this report can be found in the following 

locations: 

 

o Federal Reserve Bank of Richmond 
 

o Wells Fargo 
 

o Dr. Michael Walden of N.C. State University 
 

o Dr. John Connaughton of UNC-Charlotte 

http://www.dornc.com/publications/reimbursement.html
http://www.dornc.com/publications/reimbursement.html
http://www.ncacc.org/Blog.aspx?CID=7
https://www.richmondfed.org/
https://www.wellsfargo.com/com/insights/economics/regional-reports/
https://ag-econ.ncsu.edu/people/michael-l-walden-ph-d/
http://belkcollege.uncc.edu/community-engagement/economic-forecast

