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The Honorable Matthew G. Bevin 
Governor 
Commonwealth of Kentucky 
State Capitol Building 
Frankfort, KY  40601 
 
Re:  Quarterly Economic and Revenue Report 
 
Dear Governor Bevin: 
 
The Quarterly Economic and Revenue Report Annual Edition summarizes Kentucky’s 
revenue and economic statistics for the fourth quarter of Fiscal Year 2017 (FY17).  It also 
includes an analysis of FY17 totals and an interim economic and revenue forecast for the 
first three quarters of FY18. 
 
Revenue 
 
In FY17, Kentucky’s General Fund receipts rose for the seventh consecutive year. Final 
FY17 General Fund revenues were $10,477.8 million or 1.3 percent more than FY16 
collections.  General Fund revenues were $138.5 million or 1.3 percent less than the official 
revenue estimate which had projected 2.7 percent growth. 
 
Road Fund revenues for FY17 were $1,508.0 million, an increase of 1.7 percent from the 
previous fiscal year.  Total receipts were $25.5 million more than FY16 and $51.1 million 
more than the official estimate for FY17.  Total Road Fund collections grew in three of the 
four quarters of FY17 and put an end to the two consecutive fiscal year declines in Road 
Fund receipts. 
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Looking into to the new fiscal year, the latest OSBD staff estimates predict General Fund 
growth of 2.5 percent in the first three quarters of FY18 compared to FY 17.  The Consensus 
Forecasting Group (CFG) had predicted 2.4 percent growth in FY18 over the FY17 amounts 
that they had projected.  That official estimate was made in December 2015. The FY17 
revenue shortfall of $138.5 million has now made the FY18 forecast a difficult hurdle to 
attain.  Growth of 3.8 percent over FY17 actual receipts would be required to meet that 
official FY18 estimate. The CFG meets again on August 11 to formulate the budget planning 
estimates and to start the process of determining an official revenue estimate for FY19 and 
FY20.  Those estimates will be important as we move towards the 2018 Budget Session that 
starts in January. 
 
The Economy 
 
After subdued growth in the third fiscal quarter of 2017, real GDP is generally projected to 
improve in the first three fiscal quarters of 2018 by 2.5 percent, relative to the same period 
in FY17. The growth is expected to be driven by consumer spending and real investment, as 
consumer confidence remains mostly strong.  Continued low unemployment, modestly rising 
disposable income, and increasing household net worth should allow consumers to improve 
their real consumption.  
 
Kentucky appears poised to continue its recent run of positive economic growth in the areas 
of wages and income.  Personal incomes of Kentuckians are on pace to grow 4.4 percent over 
the next three quarters, slightly outperforming what seems to be predicted as the national 
average of 4.2 percent.  
 
Kentucky’s Tax Base  
 
Finally, FY17 demonstrated the need to build more elasticity into the Kentucky tax base 
through tax reform.  The two largest General Fund taxes (individual income and sales and 
use) constitute over 75 percent of the General Fund.  When one (or both) of these revenue 
sources fails to keep pace with economic growth, the remaining taxes have been struggling 
to pick up the slack.    
 
We will be providing a more detailed analysis of the economy and revenue projections in 
connection with the CFG meetings that begin in August and in the next quarterly report.   
 
Sincerely, 

 
John E. Chilton 
State Budget Director 
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Executive Summary . . . . . . . . . . . . . . . . 
 
In accordance with KRS 48.400(2), the Office of State Budget Director (OSBD) has 
prepared a Quarterly Economic and Revenue Report for the fourth quarter of Fiscal 
Year 2017 (FY17). This report includes a synopsis of the current economic and fiscal 
conditions of the Commonwealth, as well as an outlook for the next three fiscal 
quarters. 
 
The fourth quarter edition of the Quarterly Report is typically the longest report of 
the year due to the reporting of both quarterly and annual data. The Annual Edition 
also includes the latest interim projections and an expanded statistical appendix 
containing a 10-year history of the major General Fund and Road Fund accounts with 
a corresponding history of growth rates. 
 
Kentucky’s General Fund receipts rose for the seventh consecutive year for the fiscal 
year that ended June 30, 2017 (FY17). General Fund receipts totaled $10,477.8 
million or 1.3 percent more than FY16 collections.  Final FY17 General Fund 
revenues were $138.5 million, or 1.3 percent, less than the official revenue estimate 
which had projected 2.7 percent growth. The Consensus Forecasting Group estimate 
for FY18 had called for growth of 2.4 percent over the projected FY17 ending balance. 
Taking into account the actual FY17 revenue total, the official estimate for FY18 of 
$10,874.4 million can be obtained with growth of 3.8 percent. 
 
Road Fund revenues for FY17 totaled $1,508.0 million, an increase of 1.7 percent from 
the previous fiscal year. Total receipts were $25.5 million more than FY16 levels as 
no single account had a significant change. Total Road Fund collections grew in three 
of the four quarters and halted a two-year decline in revenues.  
 
Major points that will be discussed in this report include the following: 
  
 Projected General Fund revenues are shown in Table 14.  As the table 

indicates, General Fund growth is projected to be 2.5 percent over the first 
three quarters of FY18.   
 

 Real Gross Domestic Product (real GDP) grew by 2.4 percent in the fourth 
quarter.  That is the fastest year-over-year growth since the fourth quarter of 
FY15.  Despite this improvement, 2.4 percent growth is historically a low level 
of growth for an expansion period.  On an adjacent-quarter basis, real GDP has 
grown 0.7 percent over the third quarter of FY17.  This too, is an improvement 
over the last few quarters. 
 

 Kentucky personal income grew by 4.2 percent in the fourth quarter of FY17.  
On an adjacent quarter basis, Kentucky personal income grew by 1.1 percent 
over the third quarter.  Kentucky personal income growth has been strong for 
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the last 14 quarters in a row.  Quarter-over-same-quarter-last year growth in 
each of those quarters has been above 2.0 percent, with most quarters over 4.2 
percent. 
 

 After subdued growth in the third fiscal quarter of 2017, real GDP is projected 
to strengthen for the first three fiscal quarters of 2018 to 2.5 percent, relative 
to the same period in FY17. The growth is expected to be driven by consumer 
spending and real investment, as consumer confidence remains strong.  
Continued low unemployment, rising disposable income, and increasing 
household net worth should allow consumers to improve their real 
consumption.  

 
 Kentucky appears poised to continue its recent run of positive economic growth 

in the areas of wages and income.  Personal incomes of Kentuckians are on 
pace to grow 4.4 percent over the next three quarters, slightly outperforming 
the national average of 4.2 percent.  Kentucky wages and salaries are projected 
to maintain a steady pace of growth, estimated at 4.2 percent over the same 
horizon.   Overall, the Kentucky economy experienced a favorable year in FY17 
with respect to the rate of personal income growth.   

 
 Employment is projected to grow in nine of the eleven supersector groups over 

the course of the next three quarters, suggesting optimism will be on the rise 
as it is associated with growth in Kentuckian’s incomes and employment 
prospects. 
 

 The FY17 revenue shortfall of $138.5 million has made the FY18 forecast 
hurdle more formidable. The interim forecast for the first three quarters of 
FY18 calls for General Fund growth of 2.5 percent.  The current official forecast 
for FY18 would require 3.8 percent growth to meet the estimate. The largest 
two General Fund taxes (individual income and sales and use) constitute over 
75 percent of the General Fund.  When one (or both) of these revenue sources 
falters relative to the economy, the remaining taxes have been struggling to 
pick up the slack.  In FY17, the individual income tax grew 2.6 percent while 
the sales tax grew only 0.7 percent.  Together these revenue sources produced 
$134.3 million in revenue growth over FY16.  The remaining accounts 
collectively accounted for $4.7 million in new revenue over FY16. 

 
 Road Fund revenues are forecasted to decline for the third time in the past four 

years as the demand for automobiles is expected to weaken in FY18. Total Road 
Fund revenues grew 1.7 percent in FY17 after declining in each of the previous 
two fiscal years.  The increase in total Road Fund collections in FY17 was 
primarily due to increases in the major revenue accounts; motor fuels and 
motor vehicle usage taxes.  Together, these two accounts increased $25.9 
million while the remaining accounts declined by $0.5 million. Motor fuels tax 
receipts rebounded in FY17 after a precipitous drop in FY16 due to a decline 
in the tax rate.   
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Revenue Receipts . . . . . . . . . . . . . . . . . . 
 
GENERAL FUND 
Fourth Quarter, FY17 
 
General Fund receipts in the fourth quarter of FY17 totaled $2,873.8 million 
compared to $2,824.9 million in the fourth quarter of FY16, an increase of 1.7 percent. 
Collections in the major revenue categories are shown in summary form in Table 1.  
Detailed information on these and other accounts is available in Appendix A. 

 
Individual income tax receipts 
increased 3.1 percent in the fourth 
quarter of FY17 compared to collections 
in the fourth quarter of FY16.  Receipts 
of $1,291.7 million were $39.4 million 
more than collected in the fourth 
quarter of the previous fiscal year.   
 
The sales and use tax posted an 
increase of 0.9 percent in the fourth 
quarter of FY17.   Receipts of $907.0 
million compare to the $899.1 million 
collected in the fourth quarter of FY16.  
While the fourth quarter closed FY17 

sales and use tax receipts on a positive note, the 13-quarter growth run following 
FY13 experienced a disruption as result of declines in two of the four fiscal quarters. 
 
Property tax collections increased 16.7 percent in the fourth quarter of FY17. 
Collections of $69.8 million compared to $59.8 million collected in the fourth quarter 
of the prior fiscal year.  The positive growth reflected in the fourth quarter marks the 
eighth consecutive quarter of growth in property tax collections following FY15, 
where property tax fell in three of the four fiscal quarters. 
 
Corporation income collections decreased 3.7 percent in the fourth quarter of FY17.  
Receipts totaled $199.4 million and were $7.7 million less than collected a year 
earlier.  
 
The limited liability entity tax (LLET) receipts increased 11.1 percent, or $9.7 million 
in the fourth quarter of FY17 with revenues of $97.0 million compared to $87.3 
million.  
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Coal severance tax receipts experienced growth in the fourth quarter as receipts 
increased 0.3 percent. Receipts of $23.1 million compare to $23.0 million collected in 
the fourth quarter of FY16. The growth reflected in the final two quarters of FY17 
marks the first shift to positive growth in coal severance tax receipts since the third 
quarter of FY12.  Albeit by a de minimis amount, the presence of positive growth is a 
welcomed shift. 
 
Cigarette taxes increased in the fourth quarter, following a typical pattern of 
quarterly fluctuations observed in the rise and fall of cigarette tax receipts.  Receipts 
of $58.1 million were 1.2 percent more than collected in the fourth quarter of FY16.  
 
Lottery receipts decreased 9.7 percent, or $7.0 million, in the fourth quarter of FY17 
with revenues of $65.5 million compared to $72.5 million collected in the fourth 
quarter of FY16.  The fourth quarter of FY16 was inflated due to a strong run in the 
Powerball game, so the base of comparison was artificially inflated.  Although the 
dividends from the Kentucky Lottery Corporation declined slightly for the whole 
fiscal year, the dividend exceeded the official estimate by $5.6 million for FY17. 
 
The “Other” category represents the remaining accounts in the General Fund, and 
collections in this account decreased 2.6 percent from FY16. Fourth quarter receipts 
for FY17 were $162.1 million and compare to $166.4 million in FY16.  
 
Figure A details the composition of fourth quarter General Fund receipts by tax type.  
Seventy-seven percent of General Fund revenues were in the areas of the individual 
income tax and the sales tax.  The next-largest source of revenue was the corporation 
income category at seven percent followed by the “Other” accounted for six percent.  
The largest components in this category include the insurance premium tax, bank 
franchise tax, beer wholesale tax and the telecommunications tax.  The LLET and 
lottery receipts accounted for three percent and two percent, respectively.  Property 
and cigarette taxes accounted for two percent each, followed by coal severance taxes 
accounting for one percent of General Fund revenues collected in the fourth quarter 
of FY17. 
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ROAD FUND 
Fourth Quarter, FY17 
 
Road Fund receipts grew 1.5 percent in the fourth quarter of FY17. Receipts totaled 
$389.0 million compared to the $383.1 million received in the fourth quarter of FY16.  
Total Road Fund collections grew in three of the four quarters to post positive net 
growth for FY17, thereby breaking an unfortunate string of two annual declines in 
Road Fund receipts.  Growth rates for the four quarters were 3.6 percent, -3.6 percent, 
5.4 percent and 1.5 percent, respectively.  Summary data are contained in Table 2 
and detailed data are shown in Appendix A. 

 
Motor fuels tax receipts increased 0.7 percent during the fourth quarter of FY17.  
Receipts were $194.0 million and compare to $192.6 million collected during the 
fourth quarter last year. The positive growth observed in the fourth fiscal quarter 
marks the fifth consecutive quarter of growth for motor fuels tax collections.  
 
Motor vehicle usage tax receipts grew 2.0 percent during the fourth quarter of FY17.  
Receipts of $126.0 million compared to $123.6 million received during the same period 
last year.  
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Motor vehicle license tax receipts 
increased 3.4 percent during the 
fourth quarter of FY17. Receipts 
of $35.3 million compare to $34.2 
million received during the 
fourth quarter of FY16. 
 
Motor vehicle operator’s license 
fees totaled $4.3 million, a 2.3 
percent increase compared to the 
level observed a year ago. 
 
Weight distance tax receipts 

totaled $20.2 million, an increase of 1.9 percent or $400,000 from the fourth quarter 
of last year.  The fourth fiscal quarter growth marks the eighth consecutive quarter 
of growth in weight distance tax collections, following the decline experienced in the 
fourth quarter of FY15. 
 
Investment income was down 2.1 percent in the fourth quarter of FY17, yielding $1.0 
million in tax receipts.   
 
The remainder of the accounts in the Road Fund combined for an increase of 5.2 
percent.  Receipts for the “Other” category totaled $8.2 million during the fourth 
quarter, compared to $7.8 million in the fourth quarter of FY16.   
 
Figure B details the composition of Road Fund revenues by tax type in the fourth 
quarter of FY17.  Motor fuels taxes and motor vehicle usage taxes comprised 83.0 
percent of Road Fund revenues in the fourth quarter.  The next largest source of 
revenue was the motor vehicle license tax with nine percent, followed by weight 
distance taxes with five percent.  The “Other” category accounted for two percent and 
motor vehicle operators accounted for one percent. Income on investment accounted 
for a negligible amount of the total Road Fund receipts.    
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ANNUAL TOTALS, FY17 
General Fund 
 
The General Fund receipts totaled $10,477.8 million, which is $139.0 million or 1.3 
percent more than FY16 receipts. General Fund revenue collections grew in three of 
the four quarters in FY17 with the third quarter being the outlier.  The first two 
quarters exhibited relatively strong growth; however, receipts took a downturn in the 
third quarter before rebounding slightly in the final three months.  Growth rates for 
the four quarters were 3.4 percent, 3.3 percent, -3.2 percent and 1.7 percent, 
respectively. Due in large part to the third quarter decline, General Fund revenues 
fell $138.5 million below the official estimate for FY17.  
 
For the year, six accounts were below estimated totals while three exceeded 
forecasted values. The deviations ranged from negative $81.9 million in the 
corporation income account to a positive $21.9 million in the LLET. The two largest 
revenue sources, sales and use and individual income, were extremely close to 
budgeted levels as each were within 1.5 percent of the target. Combined, the deviation 
from the estimate was less than 1.0 percent. The remaining seven accounts were 
below the official estimate by a combined $66.7 million. On a percentage basis, six of 
the nine accounts were within three percent of the estimate.   
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Sales and use tax receipts grew $22.5 million, or 0.7 percent, in FY17. Collections in 
this account have grown for four consecutive years but the rate of growth for FY17 is 
the lowest since a decline in FY13. Receipts grew strongly in the first quarter but 
were weak for the remaining three quarters of the fiscal year. Quarterly growth rates 
were 4.2 percent, -0.5 percent, -2.1 percent and 0.9 percent, respectively. 
 
Individual income tax receipts posted the largest net increase over FY16 levels, 
growing $111.8 million. Withholding was the only component of the tax to increase, 
rising $138.7 million. The remaining components; declarations, net balances on 
returns and fiduciary showed small declines. Growth in this tax of 2.6 percent is the 
lowest since FY14. Growth rates for the four quarters were 4.8 percent, 3.7 percent, 
-1.7 percent and 3.1 percent, respectively. 
 
Corporation income tax collections declined $29.2 million compared to last year. This 
is the second consecutive annual decline after five years of strong growth. A poor 
second half of the year offset stout first half growth. Quarterly growth rates were 9.3 
percent, 32.5 percent, -71.6 percent and -3.7 percent, respectively. 
 
The limited liability entity tax (LLET) just missed reaching an all-time high with 
gross collections of $245.6 million. The 21.0 percent growth, or $42.6 million increase, 
was largely concentrated in the second and third quarters. Growth rates for the four 
quarters were -16.8 percent, 69.4 percent, 44.4 percent and 11.1 percent, respectively. 
Payment of the LLET is allowed as a non-refundable payment credit against 
corporate and individual income tax, so the net benefit to the General Fund is actually 
less than what gross LLET collections exhibit. 
 
Coal severance tax collections declined for the fifth consecutive year, reaching an all-
time low of $100.5 million. The decline has been dramatic considering this account 
reached an all-time high in FY12 with collections of $298.3 million. Tax collections in 
the second half of the year improved; a welcomed change of fortune compared to the 
recent free-fall in receipts. Quarterly growth rates for this account were -36.6 percent, 
-24.3 percent, 7.7 percent and 0.3 percent, respectively. 
 
Cigarette tax receipts reverted to their long-run downward trend, after increasing in 
FY16. Collections fell $2.9 million, or 1.3 percent in FY17. Quarterly growth rates for 
the year were -1.5 percent, -5.5 percent, 0.7 percent and 1.2 percent, respectively. 
 
Total property taxes increased 4.3 percent or $24.5 million, during the fiscal year.  
The public service and tangible personal property components were the primary 
drivers for the increase. Growth rates for the four quarters were 11.7 percent, 2.5 
percent, 0.5 percent and 16.7 percent, respectively. Property taxes were $16.9 million, 
or 2.9 percent greater than forecasted. 
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Lottery receipts declined 0.1 percent, or $200,000, from the previous year.  The 
Lottery dividend exceeded the official estimate by $5.6 million.  Strength in the Keno 
game and instant ticket sales propelled the Lottery over the estimate despite 
weakness in multi-state online games like Powerball and Mega-Millions.   
  
The “Other” category, which includes multiple other taxes and fees such as 
investment income, bank franchise taxes, and insurance premium taxes, decreased 
1.4 percent or $10.1 million compared to FY16. Quarterly growth rates for the “Other” 
account were -3.7 percent, -2.5 percent, 1.2 percent and -2.6 percent, respectively. The 
“Other” category taxes were 1.1 percent below the official estimate, or $7.8 million. 

 
Figure C details the composition of FY17 General Fund receipts by tax type.  Seventy-
five percent of General Fund revenues were in the areas of the individual income tax 
and the sales tax.  The next largest source of revenue was the “Other" category 
accounted for seven percent. The largest components in this category include 
insurance premium tax, bank franchise tax, beer wholesale tax and the 
telecommunications tax.  Property taxes made up six percent of the General Fund 
followed by corporation income, which accounted for five percent. Cigarette tax, 
lottery and LLET each accounted for two percent of General Fund revenues. Finally, 
coal severance taxes accounted for one percent. 
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ANNUAL TOTALS, FY17 
Road Fund 
 
Road Fund revenues for FY17 totaled $1,508.0 million, an increase of 1.7 percent from 
the previous fiscal year. Total receipts were $25.5 million more than FY16 levels as 
no single account had a significant change. Motor vehicle usage and motor fuels tax 
collections increased a combined $25.9 million. On net, the five remaining accounts 
decreased $500,000 compared to FY16 levels. 
 
Total Road Fund collections grew in three of the four quarters of FY17 and put an 
end to the two consecutive fiscal year declines in Road Fund receipts. 
 
Growth rates for the four quarters were 3.6 percent, -3.6 percent, 5.4 percent and 1.5 
percent, respectively.  Road Fund collections are detailed in Table 7. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Motor fuels tax receipts rebounded from their $100.2 million decline in FY16 to 
increase $10.5 million in FY17. The FY16 decline was the result of a lower tax rate 
but with a constant rate throughout FY17.  Collections reflected only a change in the 
consumption of motor fuels. Quarterly growth rates for motor fuels taxes were 1.1 
percent, 3.3 percent, 0.5 percent and 0.7 percent, respectively. 
 
Motor vehicle usage taxes grew $15.4 million, or 3.2 percent, in FY17. Growth rates 
for the four quarters were 7.3 percent, -10.6 percent, 15.5 percent and 2.0 percent, 
respectively as timing issues affected the quarterly growth rates. 
 
The weight distance tax exceeded the receipts on record for FY16 of $81.4 million by 
1.9 percent, resulting in $82.9 million collected in FY17.  Growth rates for the four 
quarters were 1.5 percent, 1.5 percent, 2.5 percent and 1.9 percent, respectively. The 
weight distance tax was $800,000, or 1.0 percent, greater than forecasted. 
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Motor vehicle license receipts fell $1.2 million while motor vehicle operators’ receipts 
declined by $200,000. Investment income declined $800,000 and “other” income rose 
by $300,000. 
 
Road Fund collections for FY17 exceeded the official consensus estimate by $51.1 
million, or 3.5 percent, as shown in Table 8.  Six of the seven of the Road Fund 
accounts were above forecasted levels with only one account slightly below target. 
The motor vehicle usage tax had the largest deviation from the estimate. It was $30.3 
million, or 6.5 percent, over the official estimate. Motor fuels receipts had the second 
largest deviation (in dollar terms) exceeding the estimate by $13.2 million or 1.8 
percent. All other accounts, taken together, were $7.6 million over forecasted levels. 
 

 
Figure E details the composition of FY17 Road Fund receipts by tax type.  Eighty-
four percent of the Road Fund comes from motor vehicle usage and motor fuels taxes.  
The motor vehicle license tax accounted for seven percent and the weight distance 
tax accounted for six percent.  “Other” taxes combined to account for two percent. 
Motor vehicle operators’ revenue accounted for one percent.  
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The Economy 
Fourth Quarter FY17. . . . . . . . . . . . . . . 

 
NATIONAL ECONOMY 
 
Real Gross Domestic Product (real GDP) grew by 2.4 percent in the fourth quarter of 
FY17.  That is the fastest year-over-year growth since the fourth quarter of FY15.  
Despite this improvement, 2.4 percent growth is historically a low level of growth for 
an expansion period.  On an adjacent-quarter basis, real GDP has grown 0.7 percent 
over the third quarter of FY17.  This too, is an improvement over the last few 
quarters. But historically, it is low. In the expansion following the 1969 recession, 
average adjacent-quarter growth was 1.3 percent. The average growth following the 
1973 recession was 1.1 percent. The average growth following the dual recessions of 
1980-1 was 1.0 percent. The average growth following the 1990 recession was 0.9 
percent. The average growth after the 2001 recession was 0.7 percent.  So historically, 
the growth that occurred during the expansion following the 2001 recession was 
significantly slower than the previous four expansion periods. The average growth 
since the end of the 2007 recession has been 0.5 percent!  In those 32 quarters, growth 
was 1.0 percent or higher in just six quarters.   This expansion has been the slowest 
in more than five decades.   
 
Real consumption grew by 2.6 percent in the fourth quarter of FY17.  Real 
consumption growth has tapered slightly in the last couple of quarters.  Real 
consumption grew by 3.1 percent in the second quarter of FY17 and by 2.8 percent in 
the third quarter of FY17.  Real consumption was responsible for almost three-
quarters of the growth in real GDP over the last year: $298 billion out of $404 billion.  
(See Table 12)  Real consumption made up 69.3 percent of real GDP in the fourth 
quarter of FY17.   
 
Real investment grew by 5.6 percent in the fourth quarter of FY17.  Real investment 
is made up of three major categories: non-residential fixed investment, residential 
fixed investment, and the change in private inventories.  Non-residential fixed 
investment includes the purchase of structures, equipment, intellectual property, and 
the like by firms for a commercial purpose.  Residential fixed investment includes the 
purchase of structures and equipment for single and multi-family dwellings.  Non-
residential fixed investment makes up approximately three-quarters of total real 
investment.  On an adjacent-quarter basis, the last three quarters of FY16 were poor 
for real investment, losing 0.6, 0.8, and 2.0 percent respectively.  Adjacent-quarter 
growth in FY17 has been better, but not great, growing 0.8, 2.3, 1.2, and 1.3 percent, 
respectively.  Real investment made up 17.2 percent of real GDP in the fourth quarter 
of FY17.   
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Real government expenditures were flat for the fourth quarter of FY17.  Adjacent-
quarter growth in the fourth quarter was 0.1 percent.  Adjacent-quarter growth in 
the last five quarters has been substantially lower than the previous five quarters.  
Growth in the last five quarters averaged -0.1 percent, while growth in the previous 
five quarters averaged 0.5 percent.  The current expansion can be described as 
atypical and non-monotonic.  That is, government expenditures, which are typically 
countercyclical, have displayed two different patterns during the current expansion.  
Following the end of the 2007 recession, government expenditures contracted, as 
would be expected until the third quarter of FY14 when government expenditures 
reached a bottom and then started to rise.  Since 2014, government expenditures have 
risen a net $77.9 billion.  While this is a small net change, it is unusual because 
normally government expenditures trend downward during expansions.  Real 
Government expenditures have risen (adjacent-quarter basis) in 10 of the last 13 
quarters. Real government expenditures made up 17.2 percent of real GDP in the 
fourth quarter of FY17.   
 
So while government expenditures have been flat for the last four quarters, federal 
outlays have increased by 4.1 percent.  Federal outlays increased by a net $168 billion 
over the last four quarters.  On a percentage basis, Aid to Foreign Governments was 
the fastest growing outlay category over the last four quarters.  It grew by 10.7 
percent, or a net $5.1 billion increase.  On an absolute basis, the Interest on Debt was 
the largest outlay increase, which grew by a net $32.5 billion since the fourth quarter 
of FY16.  The next two largest growth categories were Social Security and Medicare, 
which grew by $29.4 billion and $28.9 billion, respectively during the last year.    
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1 Working population is the group of persons who are 16 years or older, non-institutionalized, not in prison, 

not in an old-age home and not engaged in active military duty. It is meant to capture those persons who 
are capable of working and could work if suitable employment were found. Working population figures are 
listed in millions.  

2  Civilian Labor Force is a subset of the working population who are currently employed or are actively looking 
for employment. 

3 Employed is a subset of the civilian labor force who are employed regardless of industry or profession. This 
is therefore different than non-farm employment, which explicitly does not include those persons employed 
in the agricultural sector. 

4 Unemployed is a subset of the civilian labor force who are not currently employed but are actively seeking 
employment.  

5  Not in Labor Force is a subset of the working population who have decided not to be employed nor seek 
employment. 

6  Labor Force Participation Rate is computed as the Civilian Labor Force divided by the Working Population.  
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Real exports grew by 2.7 percent in the fourth quarter of FY17.  The first quarter of 
FY17 was a really good quarter for US exports, as they grew 2.4 percent compared to 
the fourth quarter of FY16.  Constrastingly, the other nine of the last 10 quarters 
have been very poor.  Adjacent-quarter growth rates for the last 10 quarters 
were - 1.5, 0.7, -0.7, -0.7, -0.2, 0.4, 2.4, -1.1, 1.4, and 0.0, respectively.  In the absence 
of that stellar first quarter of FY17, US exports would have lost ground over that 10-
quarter period.  US imports' growth has been mostly positive, growing an average of 
0.6 percent over the last 10 quarters.  Real imports grew by 4.0 percent in the fourth 
quarter of FY17.  That is an increase of 0.3 percent over the third quarter of FY17.  
As a result, the balance of trade grew worse in the fourth quarter, falling to -$607.4 
billion. The trade balance has been steadily declining for the last three years. In the 
second quarter of FY14, the trade balance was -$368.1 billion.  This is only a 
statement about the current position of net exports; it does not indicate any standing 
debt owed to any nation as the name might insinuate.  
 
The consumer price index (CPI) grew by 2.0 percent in the fourth quarter of FY17.  
Growth in the CPI is also called the inflation rate.  The consumer price index is 
computed by measuring the prices of a 'basket of goods' over a period of time.  So from 
this, we can determine that prices have increased in every quarter but one over eight 
years. The inflation rate has increased in nine of the last 10 quarters. Energy prices 
have played a significant role in increasing the CPI for the last two quarters; when 
the energy CPI grew 12.5 and 6.3 percent, respectively. Housing prices hold a high 
weight in the 'basket' computation, so the CPI is heavily influenced by residential 
and rental housing prices.  The core CPI, which excludes food and energy costs, rose 
by 1.9 percent, nearly the same amount as the total CPI.  
 
US personal income grew by 3.4 percent in the fourth quarter of FY17.  Year-over-
year growth has been above 3.0 percent every quarter for the last 14 quarters.  Every 
component of personal income grew robustly in the fourth quarter.  US wages and 
salary income makes up 51.1 percent of total US personal income.  US wages and 
salaries grew by 3.3 percent in the fourth quarter.  Social insurance (which is a 
deduction from personal income) and proprietor's income both grew by 3.8 percent, 
which were the highest growing components of US personal income in the fourth 
quarter.  
 
US non-farm employment grew by 1.5 percent in the fourth quarter of FY17.  Growth 
has been relatively steady in FY17.  On an adjacent-quarter basis, US non-farm 
employment grew 0.5, 0.4, 0.4, and 0.3 percent, respectively over the last four 
quarters.  That is roughly the same range that quarter-to-quarter growth has been 
occurring for the last four years.  Average growth since the end of the recession has 
been 0.3 percent.  Mining employment was the fastest growing sector in the fourth 
quarter, growing 4.7 percent off of a very small base.  Also notably, business services 
employment grew 3.1 percent in the fourth quarter.  Business services employment 
is one of the few bright spots where growth has been consistent and robust since the 
recession ended in the fourth quarter of FY09.   
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Information services employment fell by 1.5 percent in the fourth quarter. That is the 
only major sector which declined in the fourth quarter.  Information services 
employment has been struggling recently; on an adjacent-quarter basis, employment 
has declined in four of the last five quarters.  Information services has been trending 
(slowly, but consistently) downward since the beginning of the 2001 recession.  
Information services reached a high watermark in the third quarter of 2001 when 
employment was 3.7 million workers.  Today information services employs 2.7 million 
workers.  
 
KENTUCKY ECONOMY 
 
Kentucky personal income grew by 4.2 percent in the fourth quarter of FY17.  On an 
adjacent quarter basis, Kentucky personal income grew by 1.1 percent over the third 
quarter.  Kentucky personal income growth has been strong for the last 14 quarters 
in a row.  Quarter-over-same-quarter-last year growth in each of those quarters has 
been above 2.0 percent, with most quarters over 4.2 percent.  This high growth came 
from several sources.  Wages and salaries income grew by 4.7 percent in the fourth 
quarter of FY17 over the fourth quarter of FY16.   Supplements to wages and salaries, 
or what is known as fringe benefits, rose by 5.0 percent in the fourth quarter.  Wages 
and salaries income makes up 50.7 percent of Kentucky personal income.  
Supplements to wages and salaries income makes up 13.0 percent of personal income.   
 
Over the last four years, Kentucky personal income grew by a net 15.7 percent.  
Transfer payments were the fastest growing component of personal income during 
that time, growing a net 19.4 percent. Wages and salaries income grew by 17.4 
percent. Dividends, interest, and rents income grew by 12.8 percent.  Supplements to 
income grew by 12.3 percent. Proprietor's income grew by 3.3 percent.  Social 
insurance, which is a deduction from personal income, grew by 15.9 percent.   
 
In the last 16 years, transfer payments rose significantly faster than any other 
component of income.  In 2001, transfer payments made up 17.4 percent of Kentucky 
personal income. In the fourth quarter of FY17, transfer payments made up 24.3 
percent.   The crowding out effect largely impacted wages and salaries income and 
dividends, interest, and rents income.  Wages and salaries income share fell from 53.7 
percent to 50.7 percent, while dividends, interest, and rents income share declined 
from 17.8 percent to 15.1 percent.   
 
Kentucky non-farm employment rose by 1.3 percent in the fourth quarter of FY17.  
On an adjacent-quarter basis, non-farm employment declined by 0.1 percent in the 
fourth quarter.  That is the first quarterly decline since the third quarter of FY10 
when the 2007 recession was still negatively impacting employment.  Information 
services employment was the fastest growing income sector, growing 2.4 percent in 
the fourth quarter of FY17.  This is peculiar, in that, information services, nationally, 
was the worst performing employment sector.  The worst performing employment 
sector in Kentucky is mining employment, which declined by 6.4 percent in the fourth 
quarter.  That is a net decline of 600 non-seasonally-adjusted jobs.   
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There is something incongruous about a poorly performing employment growth with 
simultaneous strong wage and salary growth.  Wages and salaries data is literally 
the sum of all wages and salaries for all employed persons. For that reason, the wages 
and salaries data inherently contains the employment level in it.  If no new net hires 
have occurred, then the inference is that wages and salaries for the currently 
employed have increased.  This is an unusual event, as this has been the case for 
several quarters.  So in general, flat employment is a non-issue, as existing employees 
are receiving higher incomes and unemployment is very low.   Higher real wages in 
this sense indicate an underlying increase in productivity.  Unfortunately, the 
personal income growth is largely coming from transfer payments, which is a source 
of income that does not produce any goods or services for the economy. Transfer 
payments are paid for with taxes from all employees and all consumers.  
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Interim Outlook . . . . . . . . . . . . . . . . . . . . 
 

GENERAL FUND 
 
Kentucky’s General Fund receipts rose for the seventh consecutive year in FY17.    
The FY17 General Fund receipts totaled $10,477.8 million or 1.3 percent more than 
FY16 collections.  Final FY17 General Fund revenues were $138.5 million, or 1.3 
percent, less than the official revenue estimate which had projected 2.7 percent 
growth. The CFG estimate for FY18 had called for growth of 2.4 percent over the 
projected FY17 ending balance. Taking into account the actual FY17 revenue total, 
the official estimate for FY18 of $10,874.4 million can be reached with growth of 3.8 
percent.  
 
The revenue forecasts presented in Table 14 and Table 15 were prepared using the 
June 2017 “control scenario” economic forecast from both IHS Global Insight 
(hereafter Global Insight) and the Kentucky MAK model.  The FY18 estimates 
presented here highlight the first three fiscal quarters of the year.  Projected General 
Fund revenues are shown in Table 14.  As the table indicates, General Fund growth 
is projected to be 2.5 percent for the first three quarters of FY18.  One should not 
assume that fourth quarter receipts’ growth in FY18 will be similar to growth in the 
first three quarters since the fourth quarter receipts include the months of April and 
June, which are two of the most pivotal and volatile months of the fiscal year. 
 
 

 
  



 
23 

 

The FY17 revenue shortfall of $138.5 million has made the FY18 forecast hurdle more 
formidable. The interim forecast for the first three quarters of FY18 calls for General 
Fund growth of 2.5 percent.  The current official forecast for FY18 would require 3.8 
percent growth to meet the estimate. As the remainder of this section will highlight, 
the largest two General Fund taxes (individual income and sales and use) constitute 
over 75 percent of the General Fund.  When one (or both) of these revenue sources 
falters, the remaining taxes have been struggling to pick up the slack.  In FY17, the 
individual income tax grew 2.6 percent while the sales tax grew only 0.7 percent. 
Together these revenue sources produced $134.3 million in revenue growth over 
FY16.  The remaining accounts collectively accounted for $4.8 million in new revenue 
in FY16.  
 
Individual income tax receipts are expected to increase by 3.8 percent during the first 
three quarters of FY18.  By way of comparison, the last seven years of annual growth 
in the individual income tax were 8.3 percent in FY11, followed by growth of 2.8 
percent, 6.0 percent, 0.7 percent, 8.5 percent, 5.2 percent, and 2.6 percent, 
respectively. The largest component of individual income tax receipts is withholding, 
which makes up approximately 95 percent of total individual income tax receipts.  
Withholding is closely tied to wages and salaries and employment in the state.  
 
Growth in sales and use tax receipts slipped to 0.7 percent following three years of 
solid progress: 3.6 percent in FY14 followed by 4.4 percent in FY15 and 6.0 percent 
in FY16.  Growth of 2.1 percent is expected over the forecasting horizon. Aside from 
the three-year run leading into FY17, the sales tax has been sporadic during this 
recovery period with three declines in FY09, FY10, and FY13 surrounded by years of 
modest to good growth.  The underlying economic fundamentals that produced 6.0 
growth in FY16 were quite similar to the economic conditions in FY17 where growth 
dipped to 0.7 percent.  One year ago, we reported that sales tax growth of 6.0 percent 
was unsustainable due to the rate of consumption outpacing income growth.  
However, 0.7 percent in FY17 was well below income growth so it is likely that the 
“truth” lies somewhere in the middle.   
 
Property tax revenues are expected to increase by 1.0 percent over the forecasting 
horizon. The state rate on real property will remain at 12.2 cents per $100 in 
valuation for property assessed as of January 1, 2017. Many areas of the state 
continue to linger from the effects of the housing recession, so the state rate has 
remained at 12.2 cents since valuation year 2008, an unprecedented run of 10 
consecutive years without a rate decline.  The relatively weak growth expected in the 
property tax accounts is primarily attributable the public service account as well as 
the omitted and delinquent account. Both of these categories experienced double-digit 
increases in FY17 that are expect to revert back to more tradition levels of collection. 
 
The corporation income tax and the LLET were both strong performers in FY15 but 
tapered off in FY16 and FY17.  Corporation income taxes had grown by double digits 
in four of the previous five years before FY16.  In FY17, the LLET grew 21.0 percent 
but the income tax fell 5.5 percent for a combined net increase of 1.8 percent.  For the 
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forecasting horizon, corporate income tax receipts are expected to grow 8.2 percent 
but the LLET is projected to decline by 27.7 percent. Large fluctuations in the 
corporate accounts are not uncommon given the volatile nature of the tax base.  
 
Coal severance receipts fell 16.7 percent, or $20.2 million, short of the official estimate 
in FY17 and are expected to decline further in FY18.  Coal severance receipts have 
fallen from $298.3 million in FY12 to $100.5 million in FY17.  The energy market 
continues to be quite volatile and the outlook for coal will continue to be depressed 
due to new regulatory requirements.  The interim estimate is for a 0.5 percent decline 
over the forecasting horizon.   
 
Cigarette tax receipts declined 1.3 percent in FY17 following growth in FY16.  
Kentucky sales have been buoyed somewhat by rate increases in Illinois, Ohio, and 
most recently West Virginia.  The outlook for cigarette tax receipts is for a 0.6 percent 
decline in the first three quarters of FY18.  A downward trend in smoking rates is 
still expected, but the tax increases in neighboring states is expected to have a small 
positive revenue impact for cigarette purchases in Kentucky. Notwithstanding the 
minor border impact, the consumption of cigarettes has steadily been trending 
downward over the last decade.   
 
Lottery dividends exceeded the FY17 estimate by $5.6 million, largely due to strength 
in the Keno game and solid growth in the instant ticket marketplace.  While the 
dividend schedule for FY18 has not been released, minor improvement is expected 
over the $241.6 million received in FY17.  Collections of dividend payments are 
expected to be $177.0 million for the first three quarters of FY18.  
 
The “Other” category contains dozens of smaller accounts which make up the 
remainder of the General Fund.  Insurance premiums tax, bank franchise and 
telecommunications tax are the three largest accounts in the “Other” category.  The 
“Other” category of taxes is expected to rise 1.4 percent during the forecasting 
horizon, an improvement over the 1.4 percent decline in FY17.  Each account was re-
examined after FY17 and the proper adjustments were made to calibrate the models.  
The “Other” accounts totaled $690.1 million in FY17.  “Other” collections are 
estimated to be $535.4 million for the three-quarter forecasting horizon.   
 
ROAD FUND 
 
Road Fund revenues are forecasted to decline for the third time in the past four years 
as the demand for automobiles is expected to weaken in FY18. Total Road Fund 
revenues grew 1.7 percent in FY17 after declining in each of the previous two fiscal 
years.  Table 15 shows the three-quarter FY18 breakdown by revenue account.  In 
FY17, revenues were flat for the first six months of the year before growing 3.4 
percent in the final two quarters.  Rates of growth for the four quarters were 3.6 
percent, -3.6 percent, 5.4 percent and 1.5 percent, respectively.   
 
 



 
25 

 

 
 
Total Road Fund collections grew 1.7 percent, or $25.5 million, in FY17 due to 
increases in the major revenue accounts; motor fuels and motor vehicle usage taxes.  
Together, these two accounts increased $25.9 million while the remaining accounts 
declined by $0.5 million. 
 
Motor fuels tax receipts rebounded in FY17 after a precipitous drop in FY16 due to a 
decline in the tax rate.  Taxable gallons were essentially unchanged in the first eleven 
months of the year which, coupled with an unchanging tax rate, kept revenue growth 
modest. Quarterly growth rates for motor fuels taxes were 1.1 percent, 3.3 percent, 
0.5 percent and 0.7 percent, respectively. 
 
Motor vehicle usage taxes grew $15.4 million, or 3.2 percent, to end the year at $499.8 
million.  Any increase in this account is noteworthy considering collections grew 
nearly 12 percent in FY16.  Rates of growth for the four quarters were 7.3 percent, 
- 10.6 percent, 15.5 percent and 2.0 percent, respectively.    
 
Looking ahead, motor fuels tax receipts are expected to decline 0.2 percent over the 
first nine months of FY18 as growth will be limited to changes in consumption. The 
motor fuels tax rate that was in effect for FY17 will remain in effect for all of FY18.  
 
Motor vehicle usage taxes are forecasted to decline 2.5 percent during the first three 
quarters of FY18.  Collections in this account have been robust for the past two years 
and coupled with weakening demand for motor vehicles will serve to limit any 
revenue growth.   
 
To estimate growth of the other components of the Road Fund, GOEA consulted with 
officials in the Transportation Cabinet and the Department of Revenue to assess 
recent growth patterns as well as administrative factors in developing an updated 
estimate. Motor vehicle license fees are expected to decrease 3.6 percent.  Weight 
distance taxes are forecasted to increase 1.2 percent, motor vehicle operator’s license 
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(driver’s license) taxes are forecasted to grow 0.3 percent, and investment income 
collections are projected to be $1.0 million.   The “other” category is expected to 
decrease 0.6 percent. 
 
NATIONAL ECONOMY 
 
As we close out FY17, the current economic expansion is the third longest on record 
and now begins its ninth year. Unemployment has fallen from a peak of 9.9 percent 
to as low as 4.4 percent in the fourth quarter of FY17, which is lowest reported rate 
since 2001.  Additionally, nonfarm employment has increased for 80 consecutive 
months. While marked by longevity, the current economic expansion has also been 
one of unusually slow growth, averaging a 2.1 percent rate of growth.  Continued 
expansion has recently been fueled by the rise in optimism and stock market indexes, 
which have reflected a broad belief that there are reasonable expectations for tax 
reform, reduced regulatory burdens, and increased infrastructure spending with the 
current administration and a Republican-led Congress working together.   
 
However, there are growing concerns that political turmoil and legislative stalemates 
will hamper the ability of legislative initiatives to be passed to address key economic 
issues.  The current, underlying forecast reflects these concerns as the assumptions 
concerning a future reduction in corporate tax rates have been scaled back to an 
anticipated, statutory rate of 25 percent (rather than 20 percent) and a reduced 
number of tax inequities being addressed.   Additionally, while there is more than 
sufficient economic data to provide evidence of the economy being able to sustain 
continued growth in the range of 2.0-2.3 percent, the current forecast predicts real 
GDP growth accelerating to 2.7 percent in calendar year 2018 due to the enactment 
of fiscal stimulus. Overall, there are several key assumptions in the current forecast 
that are inextricably linked to the tax and policy initiatives of the president and 
Congress. 
 
After subdued growth in the third fiscal quarter of 2017, real GDP is expected to 
strengthen for the first three fiscal quarters of FY18 to 2.5 percent, relative to the 
same period in fiscal year 2017. The growth is expected to be driven by consumer 
spending and real investment, as consumer confidence remains strong.  Continued 
low unemployment, rising disposable income, and increasing household net worth 
should allow consumers to improve their real consumption.  
  
The increases in household new worth have been partially driven by increases in 
home prices.  The supply of new and existing homes available for sale has not been 
keeping pace with the current demand. Existing homes stayed on the market for an 
average of 27 days in May, the shortest timeframe since the start of the data collection 
in 2011. The result has been increasing sale prices, with the average price for a new 
home exceeding $400,000 for the first time. This represents an average annual 
increase of 5.6 percent over the last 40 years and a ten-fold increase since 1975. 
Overall, construction activity is expected to increase solidly in the first half of fiscal 
2018 and post sizeable gains in the latter half of the fiscal year. 
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KENTUCKY ECONOMY 
 
Kentucky personal incomes and wages and salaries are expected to continue their 
solid growth into the forecast horizon.   Personal incomes of Kentuckians are on pace 
to grow 4.4 percent over the next three quarters, slightly outperforming the national 
average of 4.2 percent.  Kentucky wages and salaries’ are projected to maintain a 
steady pace of growth, estimated at 4.2 percent over the same horizon.   Overall, the 
Kentucky economy experienced a favorable year in FY17 with respect to the rate of 
personal income growth.   
 
Sustained growth in personal income is plausible as forward-looking indicators 
leading into FY18 indicate favorable conditions for the Commonwealth.  The 
continued positive pattern should sustain the rate of revenue collected for the General 
Fund and benefit Kentucky’s economy as a whole.  Nonetheless, the economic 
conditions on a national level continue to impart a degree of uncertainty pertaining 
to the outlook for the Commonwealth.  The greatest challenge for Kentucky will be to 
increase revenue growth beyond FY17 levels with an economy that is roughly the 
same in terms of income and employment.  
 
Employment is projected to grow in nine of the eleven supersector groups over the 
course of the next three quarters.  Optimism, therefor, will be on the rise as it is 
associated with growth in Kentuckian’s incomes and employment prospects. Leisure 
and hospitality employment is anticipated to grow at a relatively brisk pace in 
percentage and absolute terms, gaining 2.7 percent growth or an additional 5,100 
jobs.  Also posting relatively robust gains was the construction industry, with an 
increase of 1,800 jobs, driven largely by the demand for new construction. 
Construction continues to be a bright spot in the Kentucky employment outlook, as it 
has been in the preceding quarters of FY17.  Residential real estate demand is an 
engine that drives major industries and services, which in turn stimulates other 
industries such as construction, materials, supplies and retail.  Kentucky’s 
residential real estate sector has slowly rebounded from the steep losses experienced 
during the recessionary periods and has gained ground to exceed prerecession levels, 
which bodes well for Kentucky’s goods-producing sector looking forward.   
 
The overall focus towards Kentucky employment indicates all three quarters of the 
outlook continue to project weak growth in both the service-providing and 
government sectors, as well as continued losses in the mining supersector. The 
stagnate outlook for Kentucky employment is the sustained weak spot for the 
Commonwealth’s economy, not to mention steady loss of mining employment.  To 
bring particular attention to this point, mining employment is on pace to decline by 
an additional 4.9 percent in response to plummeting coal production experienced in 
the coal mining subsector over last several years, showing little sign of revival for 
future production. Mining employment consists of all forms of mining including 
mineral mining, coal mining, as well as all forms of metal mining.  The plunge in coal 
jobs is not just reserved to Kentucky alone.  The U.S. now has about 51,000 coal 
mining jobs, a drastic change from the 89,400 positions counted by the Bureau of 
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Labor Statistics at the end of 2011.  In addition to mining employment, other services 
employment is anticipated to decline at a rate of 1.3 percent, accounting for the loss 
of  800 jobs, since the fourth quarter of FY17 leading into the first three quarters of 
FY18. 
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APPENDIX A 
 

General and Road Fund Receipts 
Fourth Quarter FY17 
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KENTUCKY STATE GOVERNMENT – ROAD FUND REVENUE 
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APPENDIX B 

 
Summary Statistics for General Fund 

Major Revenue Sources 
Fiscal Years 2008- 2017 

($ millions) 
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General Fund Growth Rates 
Major Revenue Sources 
Fiscal Years 2008 – 2017 

(%) 
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APPENDIX C 
 

Summary Statistics for Road Fund 
Major Revenue Sources 
Fiscal Years 2008 – 2017 

($ millions) 
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Road Fund Growth Rates 
Major Revenue Sources 
Fiscal Years 2008 – 2017 

(%) 
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