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FINDINGS OF THE TWENTIETH ANNUAL
BUSINESS ADVISORY PANEL
FEBRUARY 21, 2019

Pursuant to Article XI, Section 20-61, of the Montgomery County Code, the
Department of Finance (Finance) convened the twentieth annual meeting of the Business
Advisory Panel (BAP) on February 21, 2019. The County Council of Montgomery
County established the BAP in 1999 to seek the advice of industry experts in key sectors
of the County’s business community concerning the current and future state of the
County’s economy. The law requires that the Director of Finance convene the panel
annually and relay the panel’s advice to the County Executive and County Council. This
report provides such advice.

The BAP members representing real estate, finance, health services, government,
economic development, and trade associations, were joined by the County Executive,
Marc Elrich.

The meeting was structured to allow all participants to provide a briefing on the
local, state, and regional economic trends and to share their insights about future
economic prospects in the County. The participants also discussed Finance’s economic
assumptions for the next six fiscal years. For purposes of this report, the results of the
discussions are presented in three parts. The first part discusses Finance’s economic
assumptions and the Director of the Bureau of Revenue Estimates’ (BRE), Comptroller
of Maryland, outlook for the Maryland economy and an update on the individual income
tax. The second section discusses the participants’ discussion of the presentations by
Finance and BRE. The third and final section discusses issues about the local and
regional economies.

The County Executive opened the meeting by addressing the goal of reforming
how the County conducts business. Such topics included a review of the building codes,
reducing the time to issue permits, and no waivers on environmental requirements. An
issue the County Executive mentioned is to generate more small business centers
throughout the County, such as an incubator program, for non-high-tech businesses.

L Current Economic Conditions and Future Economic Assumptions

Finance asked the participants to provide comments to a paper prepared by staff
that analyzed the County’s economy and provided assumptions about the economic
outlook for the next six years. The paper analyzed several economic indicators including
employment, personal income, real estate, inflation, construction, and interest rates. A
detailed report on the County’s economy and economic assumptions follows these
findings. The following is a summary of those assumptions:

Payroll Employment. Payroll employment will continue to increase from CY2018 to
CY2025 and grow at an average annual rate of 0.8 percent over that period. This is




the same average annual growth rate of 0.8 percent experienced between CY2011 and
CY2018.

Resident Employment. Resident employment will also increase at an average annual
rate of 0.8 percent from CY2018 to CY2025. However, that rate is slightly below the
average annual rate of 1.0 percent between CY2011 and CY2018.

Wage and Salary Income. Wage and salary income will grow at an average annual
rate of 3.6 percent between CY2017, the latest date for which actual data are available
from the Bureau of Economic Analysis, U.S. Department of Commerce, and CY2025.
Total wage and salary income are estimated to reach $50.7 billion by CY2025.

Personal Income. Total personal income in Montgomery County will grow at an
average annual rate of 4.1 percent from CY2017 to CY2025. By CY2025, total
personal income will reach $125.4 billion.

Inflation_(annual_average). The overall regional inflation index will steadily
increase from 2.04 percent in CY2018 to 2.70 percent by CY2025.

Interest Rates. The target rates were increased three times in 2017 by 25 basis points
to reach 1.25-1.50 by December 2017 and four times in 2018 to reach 2.25-2.50 by
December 2018. Since the yield on the County’s short-term investments is highly
correlated with the federal funds rate, the County earned an average of 0.39 percent in
investment income on its short-term portfolio for FY2016, an average of 0.71 percent
in FY2017, and an average of 1.34 percent in FY2018 with estimated increases to
2.30 percent for FY2019 and to 2.45 percent by FY2025. This assumption is based
on no rate increases in the targeted federal funds rate by the FOMC for the remainder
of FY2019.

Maryland Economy

The Director of BRE presented an economic outlook on the national economy, the
Maryland economy, BRE’s economic forecast for the Maryland economy, and selected
income tax data to the County Executive and the participants. A copy of the BRE

Director’s presentation is included in this report. Highlights of that presentation are:

o Economic and Demographic Data

o While the post-Great Recession recovery and expansion is currently 116
months old, it has experienced slower growth in gross domestic product
(GDP) compared to the previous post-recession recoveries and expansion
cycles.

o Because of the length of the current recovery and expansion cycle, there is
discussion of a risk of a recession. BRE noted that “nobody can predict
recessions with any sort of accuracy.” However, if a recession would
occur, it could reduce State revenues by 4 to 6 percent.



o National GDP is expected to grow at an average annual rate of 2.4 percent

between CY2018 and CY2022. This rate is greater than the average
annual growth rate of 1.9 percent between CY2000 and CY2009 and
greater than the average annual growth rate of 2.2 percent between
CY2010 and CY2017. The rate between CY2018 and CY2022 is
attributed to growth in employment of 0.9 percent and in labor
productivity of 1.4 percent.

BRE’s forecast for selected economic indicators from the Board of
Revenue’s December 2018 report are:

= Personal income: 4.2 percent (CY2019), 4.0 percent (CY2020), 3.8
percent (CY2021), and 3.9 percent (CY2022),

= Payroll employment: 0.8 percent (CY2019), 0.6 percent (CY2020),
0.4 percent (CY2021), and 0.5 percent (CY2022); and

*  Average Wage: 4.0 percent (CY2019), 3.9 percent (CY2020), 3.3
percent (CY2021), and 3.5 percent (CY2022).

o BRE’s conclusions;

= Near-term outlook looks strong given a moderate correction at the end
of 2018.

* Because of heading to the “peak” of the business cycle, optimistic
economic indicators have growth decelerating to 2.0 percent annual
growth.

= Because of the length of the recovery and expansion, the risk of a
recession is heightened.

Income Tax Data.

o Intax year 2017, 2,759 Maryland taxpayers representing 0.1 percent of the

total number of taxpayers also represented 8.5 percent of total Maryland
income tax collections. Of the total of nearly 27,600 Maryland taxpayers
representing 1.0 percent of the total number of Maryland taxpayers, they
represented 21.0 percent of total income tax collections.

Quarterly estimated payments statewide declined 32 percent during the
fourth quarter of tax year 2018 from the fourth quarter of tax year 2017.
In comparison, quarterly estimated payments increased over 30 percent
during the fourth quarter of 2017 from the fourth quarter of 2016. BRE
suggests that the dramatic change in the estimated payments in TY2017
and T'Y2018 could be attributed to taxpayer behavior in response to the
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Tax Cut and Jobs Act of 2017 and the stock market correction during the
latter part of CY2018.

o BRE presented an analysis of the economic impact of the federal
government shutdown between December 22, 2018 and January 25, 2019
— the longest period for a shutdown. BRE’s analysis is presented on chart
30 of BRE presentation that accompanies this report.

o According to data provided by BRE, the average federal adjusted gross
income and adjusted for inflation for Montgomery County income tax
returns was $105,000 compared to less than $70,000 statewide, excluding
Montgomery County in TY2017. Median federal adjusted gross income
and adjusted for inflation for Montgomery County income tax was
approximately $52,500 compared to approximately $43,000 statewide,
excluding Montgomery County in TY2017.

o The share of Montgomery County taxpayers claiming the refundable
earned income tax credit was 8 percent starting in TY2009 compared to
over 10 percent statewide, excluding Montgomery County.

Discussion of Presentations

The breakdown of new construction residential units
o During the past five years, the number of residential starts for multi-family
housing units represented 73 percent of the total new residential
construction starts in Montgomery County compared to 27 percent of
single-family units (Source: Dodge Data and Analytics, McGraw-Hill).

Mobility of sales of homes — “in” versus “out” growth
o The Greater Capital Area Association of Realtors (GCAAR) and the
Metropolitan Regional Information System (MRIS) provide monthly and
annual data on the sales of existing homes and average and median sales
prices. However, data on mobility are not available through these sources.

Resident employment — share of proprietor employment
e In 2007, proprietor employment represented 24.1 percent of total resident
employment in Montgomery County. By 2017, that latest date for which
data are available, proprietor employment represented 28.6 percent of total
employment (Source: Bureau of Economic Analysis, U.S. Department of
Commerce).

Resident employment — 25-54 age cohort as a share of total population is declining
while the elderly share of the total population is increasing.
e The share of total employment in the 25-54 age cohort for Montgomery
County declined from 68.6 percent in CY2007 to 64.4 percent in CY2017
(Source: American Community Survey, Bureau of the Census).



o Resident employment — the issue about the value of the increase in employment,
concern that they are lower paying jobs, less mixed-use and more retail jobs, and
different types of employment by sector.

e The Maryland Department of Labor, Licensing and Regulation (DLLR)
provides wage data by occupation. For 2017, the median wage for all
occupations in Montgomery County was $52,600. DLLR provides wage
data for 22 occupation groups. From those data, one could determine if
the growth in employment in the County is in lower paying jobs (Source:
Occupational Employment and Wages, Montgomery Workforce Region).

o Resident employment — the GDP value of the jobs

o The value of real gross domestic product for the County was $186,600 per
total payroll employment in CY2012 and increased to $188,800 by
CY2015 (the latest date for which County real GDP are available).
However, there are differences by industry sector. The GDP/Employment
ratio for the services-producing sector increased from $192,800 in
CY2012 to $196,200 in CY2015. However, GDP/Employment for the
goods-producing sector declined from $163,000 in CY2012 to $156,000 in
CY2015.

o Employment/Income — average wage growth has recently outpaced inflation, but
historical trend in wages is flat with fewer workers in the highest pay groups replaced
by younger workers with lower pay.

o Starts in office construction — flat but an increase in value
e In CY2017, the number of office and banking construction starts were 84
and the added value of the new construction was $250.4 million. In
CY2018, the number of starts decreased to 77 but the added value of the
new construction was $716.5 million (Source: Dodge Data and Analytics,
McGraw-Hill).

o Building block chain technology.

o Capital gains — 50 percent of capital gains come from 260 households.
¢ For the five years from CY2012 to CY2016, capital gains in Montgomery
County represented 41.1 percent of total statewide capital gains.
However, in CY2016, the County’s capital gains decreased 13.4 percent
from $4.171 billion to $3.613 billion.

III.  Specific Industry Sectors

The representative from Visit Montgomery stated that there was an increase in hotel-
motel occupancy and a 3.8 percent growth in hotel-motel revenues in 2017. Thereisa
preference for lodging in the County for Airbnb accommodations.



The representative from the health services industry noted that hospitals are under a
revenue cap. There is an incentive to merge utilization of facilities due to either a
penalty or reward for total cost of care. The future of health care in Montgomery
County is the health sector working together with such programs, community-based
health, and encouraging residents to remain in nursing homes rather than rotating
back and forth to a hospital. The hiring of experienced nurses has been difficult as
well as overall hiring of medical professionals.

Representatives from the real estate, financial industry, and regional government
association commented on the current outlook for housing/real estate:

There is a need for more affordable housing

An issue in residential real estate is the issue of vacant home insurance
Sales are sluggish in the down County

There is an option to provide a housing voucher

The regional impact on housing from the Amazon HQ2 Headquarters in
Crystal City to outlying jurisdictions such as Arlington County, District of
Columbia and Montgomery County.

Representatives from the chamber of commerce and the department for economic
development. discussed the impact to federal contractors, private businesses from
impact of government shutdown:

Federal government shutdown resulted in lost income to federal contractors
(Please see BRE’s presentation in Chart #30 for a discussion and analysis
of the impact of the federal government shutdown);

There was an additional loss for the commercial/retail business such as
restaurants; and

Good news is that federal contractors are expanding into the commercial
market.

Finally, participants discussed the outlook for employment and jobs in the County:

There is an increase in jobs but at a lower income level; and

Among the growth in private sectors jobs, hospitality ranks second among
non-federal government jobs and educational services ranks third. Both
sectors are leading the business and professional services.

1V. Conclusion

The representatives expressed cautious optimism regarding the region’s and
County’s economy. While the economic forecasts by Finance show growth in
employment and income, the major issues discussed by the participants are the types of
jobs created in the County, the lack of affordable housing, the decline in the working age
population between the ages of 25 and 54, the percent of income tax from high income
taxpayers and capital gains, and the risk of a recession.
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Pursuant to Article XI, Section 20-61, of the Montgomery County Code, the
Department of Finance (Finance) convened the twentieth annual meeting of the Business
Advisory Panel (BAP) on February 21, 2019. The County Council of Montgomery
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assumptions and the Director of the Bureau of Revenue Estimates’ (BRE), Comptroller
of Maryland, outlook for the Maryland economy and an update on the individual income
tax. The second section discusses the participants’ discussion of the presentations by
Finance and BRE. The third and final section discusses issues about the local and
regional economies.

The County Executive opened the meeting by addressing the goal of reforming
how the County conducts business. Such topics included a review of the building codes,
reducing the time to issue permits, and no waivers on environmental requirements. An
issue the County Executive mentioned is to generate more small business centers
throughout the County, such as an incubator program, for non-high-tech businesses.

| Current Economic Conditions and Future Economic Assumptions

Finance asked the participants to provide comments to a paper prepared by staff
that analyzed the County’s economy and provided assumptions about the economic
outlook for the next six years. The paper analyzed several economic indicators including
employment, personal income, real estate, inflation, construction, and interest rates. A
detailed report on the County’s economy and economic assumptions follows these
findings. The following is a summary of those assumptions:

Payroll Employment. Payroll employment will continue to increase from CY2018 to
CY2025 and grow at an average annual rate of 0.8 percent over that period. This is




the same average annual growth rate of 0.8 percent experienced between CY2011 and
CY2018.

Resident Employment. Resident employment will also increase at an average annual
rate of 0.8 percent from CY2018 to CY2025. However, that rate is slightly below the
average annual rate of 1.0 percent between CY2011 and CY2018.

Wage and Salary Income. Wage and salary income will grow at an average annual
rate of 3.6 percent between CY2017, the latest date for which actual data are available
from the Bureau of Economic Analysis, U.S. Department of Commerce, and CY2025.
Total wage and salary income are estimated to reach $50.7 billion by CY2025.

Personal Income. Total personal income in Montgomery County will grow at an
average annual rate of 4.1 percent from CY2017 to CY2025. By CY2025, total
personal income will reach $125.4 billion.

Inflation (annual average). The overall regional inflation index will steadily
increase from 2.04 percent in CY2018 to 2.70 percent by CY2025.

Interest Rates. The target rates were increased three times in 2017 by 25 basis points
to reach 1.25-1.50 by December 2017 and four times in 2018 to reach 2.25-2.50 by
December 2018. Since the yield on the County’s short-term investments is highly
correlated with the federal funds rate, the County earned an average of 0.39 percent in
investment income on its short-term portfolio for FY2016, an average of 0.71 percent
in FY2017, and an average of 1.34 percent in FY2018 with estimated increases to
2.30 percent for FY2019 and to 2.45 percent by FY2025. This assumption is based
on no rate increases in the targeted federal funds rate by the FOMC for the remainder
of FY2019.

Maryland Economy

The Director of BRE presented an economic outlook on the national economy, the
Maryland economy, BRE’s economic forecast for the Maryland economy, and selected
income tax data to the County Executive and the participants. A copy of the BRE

Director’s presentation is included in this report. Highlights of that presentation are:

o Economic and Demographic Data

o While the post-Great Recession recovery and expansion is currently 116
months old, it has experienced slower growth in gross domestic product
(GDP) compared to the previous post-recession recoveries and expansion
cycles.

o Because of the length of the current recovery and expansion cycle, there is
discussion of a risk of a recession. BRE noted that “nobody can predict
recessions with any sort of accuracy.” However, if a recession would
occur, it could reduce State revenues by 4 to 6 percent.



o National GDP is expected to grow at an average annual rate of 2.4 percent
between CY2018 and CY2022. This rate is greater than the average
annual growth rate of 1.9 percent between CY2000 and CY2009 and
greater than the average annual growth rate of 2.2 percent between
CY2010 and CY2017. The rate between CY2018 and CY2022 is
attributed to growth in employment of 0.9 percent and in labor
productivity of 1.4 percent.

o BRE’s forecast for selected economic indicators from the Board of
Revenue’s December 2018 report are:

»  Personal income: 4.2 percent (CY2019), 4.0 percent (CY2020), 3.8
percent (CY2021), and 3.9 percent (CY2022);

=  Payroll employment: 0.8 percent (CY2019), 0.6 percent (CY2020),
0.4 percent (CY2021), and 0.5 percent (CY2022); and

=  Average Wage: 4.0 percent (CY2019), 3.9 percent (CY2020), 3.3
percent (CY2021), and 3.5 percent (CY2022).

o BRE’s conclusions:

= Near-term outlook looks strong given a moderate correction at the end
of 2018.

= Because of heading to the “peak” of the business cycle, optimistic
economic indicators have growth decelerating to 2.0 percent annual
growth.

= Because of the length of the recovery and expansion, the risk of a
recession is heightened.

o Income Tax Data.

o Intax year 2017, 2,759 Maryland taxpayers representing 0.1 percent of the
total number of taxpayers also represented 8.5 percent of total Maryland
income tax collections. Of the total of nearly 27,600 Maryland taxpayers
representing 1.0 percent of the total number of Maryland taxpayers, they
represented 21.0 percent of total income tax collections.

o Quarterly estimated payments statewide declined 32 percent during the
fourth quarter of tax year 2018 from the fourth quarter of tax year 2017.
In comparison, quarterly estimated payments increased over 30 percent
during the fourth quarter of 2017 from the fourth quarter of 2016. BRE
suggests that the dramatic change in the estimated payments in TY2017
and TY2018 could be attributed to taxpayer behavior in response to the
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Tax Cut and Jobs Act of 2017 and the stock market correction during the
latter part of CY2018.

o BRE presented an analysis of the economic impact of the federal
government shutdown between December 22, 2018 and January 25, 2019
— the longest period for a shutdown. BRE’s analysis is presented on chart
30 of BRE presentation that accompanies this report.

o According to data provided by BRE, the average federal adjusted gross
income and adjusted for inflation for Montgomery County income tax
returns was $105,000 compared to less than $70,000 statewide, excluding
Montgomery County in TY2017. Median federal adjusted gross income
and adjusted for inflation for Montgomery County income tax was
approximately $52,500 compared to approximately $43,000 statewide,
excluding Montgomery County in TY2017.

o The share of Montgomery County taxpayers claiming the refundable
earned income tax credit was 8 percent starting in TY2009 compared to
over 10 percent statewide, excluding Montgomery County.

Discussion of Presentations

The breakdown of new construction residential units
e During the past five years, the number of residential starts for multi-family
housing units represented 73 percent of the total new residential
construction starts in Montgomery County compared to 27 percent of
single-family units (Source: Dodge Data and Analytics, McGraw-Hill).
Mobility of sales of homes — “in” versus “out” growth
e The Greater Capital Area Association of Realtors (GCAAR) and the
Metropolitan Regional Information System (MRIS) provide monthly and
annual data on the sales of existing homes and average and median sales
prices. However, data on mobility are not available through these sources.

Resident employment — share of proprietor employment
e In 2007, proprietor employment represented 24.1 percent of total resident
employment in Montgomery County. By 2017, that latest date for which
data are available, proprietor employment represented 28.6 percent of total
employment (Source: Bureau of Economic Analysis, U.S. Department of
Commerce).

Resident employment — 25-54 age cohort as a share of total population is declining
while the elderly share of the total population is increasing.
o The share of total employment in the 25-54 age cohort for Montgomery
County declined from 68.6 percent in CY2007 to 64.4 percent in CY2017
(Source: American Community Survey, Bureau of the Census).



o Resident employment — the issue about the value of the increase in employment,
concern that they are lower paying jobs, less mixed-use and more retail jobs, and
different types of employment by sector.

e The Maryland Department of Labor, Licensing and Regulation (DLLR)
provides wage data by occupation. For 2017, the median wage for all
occupations in Montgomery County was $52,600. DLLR provides wage
data for 22 occupation groups. From those data, one could determine if
the growth in employment in the County is in lower paying jobs (Source:
Occupational Employment and Wages, Montgomery Workforce Region).

o Resident employment — the GDP value of the jobs

e The value of real gross domestic product for the County was $186,600 per
total payroll employment in CY2012 and increased to $188,800 by
CY2015 (the latest date for which County real GDP are available).
However, there are differences by industry sector. The GDP/Employment
ratio for the services-producing sector increased from $192,800 in
CY2012 to $196,200 in CY2015. However, GDP/Employment for the
goods-producing sector declined from $163,000 in CY2012 to $156,000 in
CY2015.

o Employment/Income — average wage growth has recently outpaced inflation, but
historical trend in wages is flat with fewer workers in the highest pay groups replaced
by younger workers with lower pay.

o Starts in office construction — flat but an increase in value
e In CY2017, the number of office and banking construction starts were 84
and the added value of the new construction was $250.4 million. In
CY2018, the number of starts decreased to 77 but the added value of the
new construction was $716.5 million (Source: Dodge Data and Analytics,
McGraw-Hill).

o Building block chain technology.

o Capital gains — 50 percent of capital gains come from 260 households.
e For the five years from CY2012 to CY2016, capital gains in Montgomery
County represented 41.1 percent of total statewide capital gains.
However, in CY2016, the County’s capital gains decreased 13.4 percent
from $4.171 billion to $3.613 billion.

III.  Specific Industry Sectors

The representative from Visit Montgomery stated that there was an increase in hotel-
motel occupancy and a 3.8 percent growth in hotel-motel revenues in 2017. There is a
preference for lodging in the County for Airbnb accommodations.



The representative from the health services industry noted that hospitals are under a
revenue cap. There is an incentive to merge utilization of facilities due to either a
penalty or reward for total cost of care. The future of health care in Montgomery
County is the health sector working together with such programs, community-based
health, and encouraging residents to remain in nursing homes rather than rotating
back and forth to a hospital. The hiring of experienced nurses has been difficult as
well as overall hiring of medical professionals.

Representatives from the real estate, financial industry, and regional government
association commented on the current outlook for housing and real estate:

There is a need for more affordable housing

An issue in residential real estate is the issue of vacant home insurance
Sales are sluggish in the down County

There is an option to provide a housing voucher

The regional impact on housing from the Amazon HQ2 Headquarters in
Crystal City to outlying jurisdictions such as Arlington County, District of
Columbia and Montgomery County.

Representatives from the chamber of commerce and the department for economic
development. discussed the impact to federal contractors and private businesses from
impact of government shutdown:

Federal government shutdown resulted in lost income to federal contractors
(Please see BRE’s presentation in Chart #30 for a discussion and analysis
of the impact of the federal government shutdown);

There was an additional loss for the commercial/retail business such as
restaurants; and

Good news is that federal contractors are expanding into the commercial
market.

Finally, participants discussed the outlook for employment and jobs in the County:

There is an increase in jobs but at a lower income level; and

Among the growth in private sectors jobs, hospitality ranks second among
non-federal government jobs and educational services ranks third. Both
sectors are leading the business and professional services.

1V. Conclusion

The representatives expressed cautious optimism regarding the region’s and
County’s economy. While the economic forecasts by Finance show growth in
employment and income, the major issues discussed by the participants are the types of
jobs created in the County, the lack of affordable housing, the decline in the working age
population between the ages of 25 and 54, the percent of income tax from high income
taxpayers and capital gains, and the risk of a recession.
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ECONOMIC CONDITIONS AND OUTLOOK

Montgomery County’s economy generally experienced positive economic performance
during 2018. Some of the areas of strength included an increase in resident employment, a decline
in the unemployment rate, an increase in the median sales price for an existing home, an increase
in the construction of residential housing, an increase in the added values of new construction for
residential and non-residential properties, and a modest increase in retail sales. However, partially
offsetting those increases, the County experienced a decline in the number of sales of existing
homes.

Employment Situation

Based on data from the Maryland Department of Labor, Licensing and Regulation (DLLR) and
the Bureau of Labor Statistics, U.S. Department of Labor, resident employment (labor force
series and not seasonally adjusted) in 2018 increased by nearly 4,300 from 2017 (10.8%). The
County’s unemployment rate at 3.3 percent was the lowest rate and remained at its lowest level
in the past ten years
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Construction Activity

The construction of new residential units increased nearly 43 percent in 2018 and total
value added increased from $664.7 million in 2017 to $972.6 million in 2018 (146.3%). The total
value added from non-residential projects increased from $965.8 million in 2017 to $1,581.2
million (163.7%).
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Residential Real Estate

During calendar year 2018, existing home sales decreased 4.3 percent which followed a modest
0.3 percent decrease in 2017. The median sales price for existing homes increased 4.8 percent in
2018 following an increase of 2.5 percent in 2017.
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Retail Sales

Using sales tax receipts as a measure of retail sales activity in the County, retail sales,
including assessment collections, increased 0.8 percent in 2018 from 2017. Purchases of
nondurable goods, which include food and beverage, apparel, general merchandise, and utilities
and transportation, increased a modest 0.1 percent during this period while sales of durable goods
were up 2.8 percent. The increase in nondurable goods purchases was solely attributed to the
increase in apparel goods (14.8%), while the increase in purchases of durable goods was largely



attributed to an increase in automobile sales and products (15.7%), and building and industrial
supplies (13.7%).

CONCLUSION

The major economic indicators confirm that the County’s economy experienced generally
positive performance during 2018. That performance included a strong increase in residential
employment, a decline in the unemployment rate, and an increase in the median sales price for an
existing home, and increases in added value of new residential and non-residential construction
but partially offset by a decline in the number of sales of existing homes.

ECONOMIC OUTLOOK

The Department of Finance (Finance) forecasts that Montgomery County’s economy will
continue to improve through the next six years.

Employment. Finance assumes payroll employment will continue to increase from CY2018
to CY2025 and grow at an average annual rate of 0.8 percent over that period. This is the same
average annual growth rate of 0.8 percent experienced between CY2011 and CY2018.
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Finance assumes that resident employment will also increase at an average annual rate of 0.8
percent from CY2018 to CY2025. However, that rate is slightly below the average annual rate
of 1.0 percent between CY2011 and CY2018.




Resident Employme nt
Montgomery County

7000

6000

500.0

400.0

3000

Employment
(Thousands)

2000

1000

0.0

© ~ ©
— — —
o o o
I3y iy 159

2021 est.
2022 est.
2023 est.
2024 est.
2025¢est.

Calendar Year

SOURCES: Maryland Department of Labor, Licensingand Regulation
Montgomery County Department of Finance

Personal Income. Finance assumes that total personal income in Montgomery County will
grow at an average annual rate of 4.1 percent from CY2015 to CY2024. By CY2025, total
personal income will reach $125.4 billion.

Wage and Salary Income. Finance assumes that wage and salary income will grow at an
average annual rate of 3.6 percent between CY2017 and CY2025. Total wage and salary
income are estimated to reach $50.7 billion by CY2025.

Inflation (annual average). Finance assumes that the overall regional inflation index will
steadily increase from 2.04 percent in CY2018 to 2.70 percent by CY2025.

Change in Consumer Price Index
Washington Metropolitan Statistical Area
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Interest Rates. The target rates were increased three times in 2017 by 25 basis points to reach
1.25-1.50 by December 2017 and four times in 2018 to reach 2.25-2.50 by December 2018.
Since the yield on the County’s short-term investments is highly correlated with the federal
funds rate, the County earned an average of 0.39 percent in investment income on its short-
term portfolio for fiscal year (FY) 2016, an average of 0.71 percent in FY2017, and an average
of 1.34 percent in FY2018 with estimated increases to 2.30 percent for FY2019 and to 2.45
percent by FY2025. This assumption is based on no rate increases in the targeted federal funds
rate by the FOMC for the remainder of FY19.

Yield on Investment Income
Montgomery County
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DISCUSSION FRAMEWORK

The economic assumptions provide a framework for the Department of Finance’s revenue
projections for FY2019 through FY2025. The following issues create the framework for the
discussion that is the focus of the Business Advisory Panel. In order to gain a better understanding
of the direction of the major industrial sectors in our county and region, it would be helpful if the
participants of the Business Advisory Panel comment on our assumptions and discuss the major
economic trends in the next six years that affect their industry sector. The following list of items,
if applicable to your sector, may be used to focus your discussion:

Risk to the Forecasts (Assumptions)

» Recession Risk in 2020
» Impact of federal government shutdown — both short term and long term
> Federal and state government fiscal policies in response to Tax Cuts and Jobs Act
» Employment, both government and private
> Interest rate policy by FOMC
> Inflation outlook
» Domestic stock market volatility and impact to non-wage income
» Health insurance changes
Income

» Tax Cuts and Jobs Act (H.R. 1)

» Capital gains

> Estimated payments

» Tax Policy Changes: Federal and State

» Demographic Shifts: Aging of the Population and Migration

Real Estate

Residential construction

Commercial construction

Prices/rents

Vacancy rates and office space

Loan conditions — residential and commercial sectors
Affordable housing

VVVVVYY
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National Employment, Productivity, GDP -- 3 Year Moving Average
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Employment History
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Total Employment - QCEW - Region
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MD Employment History QCEW v CES
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Total Employment - QCEW - Region
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Federal Employment - QCEW - Region
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Aggregate Wage History
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Median Income Growth
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Econ Outlook from December Forecast

(% growth)
R
Year Employment | Income |te Wages| Wage Gains
Dec 18 Dec 18 Dec 18 Dec 18 Dec 18
2016 1.2 3.7 2.9 1.6 -11.3
2017 1.1 4.1 3.5 2.4 23.1
2018 0.8 3.7 3.9 3.1 12.1
2019 0.8 4.2 4.0 3.2 4.6
2020 0.6 4.0 3.9 3.3 -3.6
2021 0.4 3.8 3.3 2.9 -1.9
2022 0.5 3.9 3.5 3.0 0.0

Almost unchanged from our prior outlook — In fact, we’ve been
expecting wage growth to accelerate to +3.0% in 2018 since 2013!



)

Risks Abound A

We Do Not Predict
Recessions

- Nobody can predict recessions with any sort of accuracy

- If we did, a recession would cut the revenues by 4% to 6%
- That would lead to significant budget cuts, often erroneously

- Instead, we warn of heightened risk

- It is up to the budgeter to register that risk and react
accordingly



Expansion Headed to Unprecedented Tenure

Historic Recessions -- % of Previous Peak GDP (Quarterly)
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Can the Bull keep running??

Measuring Bull & Bear Markets - Indexing Each

Grey Bars Are Recessions
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Can the Bull keep running??

Historical Bull Markets - Indexed
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On Top of Raising Rates — FRB Unwinding Balance Sheet
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Perspective: ~$36,000 per Household!!!
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Various Unemployment Rates - Leading Indicators??
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Conclusion

- The near-term looks strong, even with a moderate market
correction

- We may finally be heading up the upward slope of a
business cycle

- Optimistic scenarios have growth slowing to 2% -
smoothly

- Risk of recession is heightened
- Many potential points of failure — lots of pressure on FRB

- If we are indeed in for a near-term boost in revenue, then
It may make sense to grow reserves for
Inevitable correction



REVENUE VOLATILITY

Structural and Exogenous



December Estimates — Many Exogenous Estimates

TCIA
Personal Income Tax
Corporate Income Tax

Remote Sales - Wayfair Desc

Sales Tax

Total Incr

MGA Responses
Standard Deduction Incr
Kirwan DownPay

Description of Extraordinary Explicit Revenue Adjustments

FY19 FY20 FY21
397,355,607 300,650,704 309,858,959
76,556,610 58,931,254 102,102,286
FY19 FY20 FY21
62,864,261 99,115,999 109,941,430
536,776,479 458,697,958 521,902,675
FY19 FY20 FY21
(56,587,000) (44,228,000) (49,748,000)
(200,000,000)
Baselining Attempt
Estimated  Adj For Above
FY18 4.4% 4.4%
FY19 5.6% 2.9%
FY20 2.6% 2.7%
Fy21 3.5% 3.6%
FY22 3.7% 3.8%
FY23 3.5% 3.6%

FY22
319,239,828
146,837,052

FY22
114,508,543

580,585,423

FY22
(55,441,000)

FY23
328,890,767
146,837,052

FY23
119,534,655

595,262,474

FY23
(61,473,000)



Qurterly Estimated Payment Growth and Final Tax Year Estimated Result
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Income Concentration & Taxpayer Behavior

Average | Share| Cum

Federal Share

Net Gross State
Maryland | Income Net Tax

Percentile Tax ($) &) (%)

Top 0.01% 275 238,768 18,329 3.1 3.1
>0.01% & <=0.1% 2,484 416,034 3,484 5.4 8.5
>0.1% & <=1.0% 24,833 959,918 819 12.5 21.0
>1.0% & <=5.0% 110,370 1,446,786 304 18.8 39.9
>5.0% & <=10.0% 137,963 1,045,145 191 13.6 53.5
>10.0% & <=25.0% 413,887 1,836,857 123 23.9 77.4
>25.0% & <=50.0% 689,813 1,461,326 67 19.0 96.4
>50.0% & <=75.0% 689,813 439,434 34 5.7 102.2
>75.0% & <=100.0% 689,813 -165,207 12 -2.2 100.0
Total 2,759,251 7,679,061 81 100 100

Notes: (1) Dollars in Thousands; (2) Ordered by State Net Tax; (3) Tax Year 2017
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Maryland Income Tax Collections - Growth Top 0.1% Payers Compared To Rest

=—Top 0.1%

== All Else

/
Notes: Not the official estimate, simply a rendering of statistical expectations
Source: Maryland Comptroller's Office, Bureau of Revenue Estimates
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Maryland Income Tax Collections from Top 0.1% Payers
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We Have A Volatility Hedge — Great Policy

Revenue Volatility Distributions: Flow of Non-Withholding Amount that Exceeds Cap
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Federal Government Shutdown (Dec 22, 2018 - Jan 25, 2019)

e  Many direct federal jobs in DC are held by Maryland residents
o Between 230,000 and 245,000 federal jobs held by Maryland residents
o Around 90,000 were furloughed or working without pay
o Assuming their average wage is the same as all federal employees:
o Each missed biweekly paycheck was a temporary loss of $408m
o That income is estimated to typically support around $51m in taxable consumption
e  Contractors
o No source for how many are employed by the federal government or any agency detail
o Paul Light of NYU estimated ratio of 1.8 contractors per direct federal employee in 2015
o Assume 163,000 are working at unfunded agencies — 82,000 lose hours/wages
o Each missed biweekly paycheck is a loss of $369M
e  Each missed biweekly payroll is estimated to be worth:
= S$57.5m in withholding collections
= S$3.1min sales tax collections
e  Since shutdown ended:
o Direct federal employees were eventually paid — most of the decline in income and consumption would be
delayed rather than foregone
o Uncertainty for impacts or repayments for contractors

e  (CBO estimated impact on US economy
o Delayed $18 billion in discretionary spending
o Reduced GDP by $11 billion from 2018Q4 — 2019Q1
= S8 billion of GDP delayed, $3 billion foregone



MONTGOMERY COUNTY

Comparison to State with Tax Data



Count - Taxpayers
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Average Federal Adjusted Gross Income - Inflation Adjusted

130,000
120,000
110,000
100,000

90,000

e Statewide — e €MoCO s State ExclMoCo

80,000

70,000

60,000

50,000

40,000
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017



Median Federal Adjusted Gross Income - Inflation Adjusted
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Share Taxpayers Claiming Refundable Earned Income Credit
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Since 2002, the number of tax returns in
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MoCo claiming a REIC has increased
4.2% annually; statewide, excluding
2.0% MoCo, that annual growth rate is 2.7%
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Thank You

Andrew Schaufele

Comptroller of Maryland

Director, Bureau of Revenue Estimates
410.260.7450
aschaufele@comp.state.md.us
andrewschaufele@gmail.com
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