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Waco August 2022 Sales Tax Report

Background
The sales tax information is provided monthly by the Texas Comptroller. The sales tax information is

reported 2 months in arrears; therefore, the August report reflects June actual sales tax figures.

The city collected $4,875,255 for June 2022. This amount continues the trend of above average
collections. This amount is $816K over the budgeted amount for the month, and YTD collections are
$8.8M or 21.9% higher than the budgeted amount.

Variance to
Ei Fy22Budget FY 22 Actuals Budget FY 21 Actuals FY 20 Actuals
=IFY 22
Oct 3,527,248 3,987,666 460,419 3,358,924 3,328,242
Nov 4,024,289 5,022,083 997,794 4,084,701 3,915,536
Dec 3,426,967 3,975,154 548,187 3,450,354 3,343,871
Jan 3,357,207 4,520,451 1,163,243 3,329,482 3,157,356
Feb 4,721,890 5,365,589 643,699 4,652,710 4,704,468
Mar 3,191,527 3,889,036 697,509 3,297,481 2,997,631
Apr 3,165,367 3,666,717 501,350 2,870,347 2,932,647
May 3,980,689 5,059,187 1,078,498 5,370,413 3,459,183
Jun 3,195,887 4,226,780 1,030,893 4,236,094 2,628,993
Jul 3,422,607 4,265,084 842,476 4,031,318 3,135,039
Aug 4,059,169 4,875,255 816,086 4,531,386 4,059,669
Sep 3,527,248 - 3,941,023 3,170,619
Grand Total 43,600,094 48,853,002 8,780,155 47,154,233 40,833,255
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Sales Tax Forecast

The August sales tax report is the eleventh report of the 2022 fiscal year. The budget staff expects sales
tax collections in the City to return to pre-pandemic levels. The budget staff monitors sales tax
collections monthly, to make any adjustments. The forecast is based on historical actuals and the
current month collections. Therefore, if a month is above average the forecast will show a higher year
end forecast. If a month’s collection is below average, then the forecast will decrease.

The City is collecting more funds than expected, which is positive; however, the budget staff remains
cautious as some of the increase in sales tax revenue is aided by other major factors occurring in the
overall economy and there is a strong level of uncertainty in the overall economy right now.

1. Decrease in Unemployment

The national unemployment rate decreased from 5.9% to 3.6%, from June 2021 to June 2022. This is
the lowest unemployment rate since Covid shutdowns started in March 2020 and when unemployment
peaked at 14.8%.! The national unemployment rate is also returning to pre-pandemic levels.

The Waco Metro area’s unemployment rate is mirroring the national trend. The local unemployment
rate decreased from 5.8% to 4.0% from June 2021 to June 2022 and peaked in April 2020 at 10.1% (U.S.
Bureau of Labor Statistics).2

UNEMPLOYMENT RATE: WACO, TX MSA AND NATIONAL RATE (U.S. BUREAU OF LABOR STATISTICS)
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! https://beta.bls.gov/dataViewer/view/timeseries/LNS14000000

2 https://www.bls.gov/eag/eag.tx_waco_msa.htm
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2. Inflation

The all-items index increased 8.5% for the 12 months ending July, a smaller figure than the 9.1%

increase for the period ending in June. The all items less food and energy index rose 5.9% over the last

12 months. The energy index increased
32.9% for the 12 months ending in July, a
smaller increase than the 41.6% increase for
the period ending in June. The food index
increased 10.9% over the last year, the
largest 12-month increase since the period
ending May 1979.3

The index for all items less food and energy
rose 0.3% in July, a smaller increase than in
April, May, or June. The indexes for shelter,
medical care, motor vehicle insurance,
household furnishings and operations, new
vehicles, and recreation were among those

12-month percentage change, Consumer Price Index, selected categories, July 2022, not
seasonally adjusted
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Source: U.S. Bureau of Labor Statistics.

that increased over the month. There were some indexes that declined in July, including those for

airline fares, used cars and trucks, communication, and apparel.

Chart 2. 12-month percent change in CPI for All Urban Consumers (CPI-U), not seasonally adjusted, July 2021 - July 2022
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3 https://www.bls.gov/news.release/pdf/cpi.pdf
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Consumer Price Index for All Urban Consumers, 12-month percent change, by
expenditure category, June 2022

M 12-month percent change, Jun. 2021-Jun. 2022 Largest percent change before June 2022
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4 https://www.bls.gov/opub/ted/2022/consumer-prices-up-9-1-percent-over-the-year-ended-june-2022-largest-

increase-in-40-years.htm
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2. Oil Market

On February 24, 2022, Russia lunched an invasion against Ukraine. While the United States and other
countries have not entered the conflict directly, they have imposed international sanctions on Russian
imports. The United States further expanded sanctions to ban Russian oil. While Russian oil accounts
for less than 10% of supply in the United States the ban will result in lower supply. This coupled with
the increase in demand from the return to pre-pandemic activities will result in higher gasoline prices
and other byproducts. The energy index rose 32.9% over the last year. Gasoline (all types) has increased
44.0%.

The United States’ oil production has different characteristics from those used in most refineries. The
oil produced in the United States, mostly in Texas, is considered “light and sweet” crude oil. While
conversion to gasoline is possible, the national infrastructure is overwhelmingly set up to refine “heavy
and sour” crude oil. An increase in domestic oil production will not have an immediate effect on gas
prices as most of the oil production will be exported. ®

Crude oils have different quality characteristics
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sulfur content (percentage) cia
50Ur 3.5

# Mexico- Mava

Saudi Arabia- Arab
3.0 + Heavy
55 & Euwait- Kuwait
LUnited States - .

20 Mars & * UAE- Dubai

’ N N Saudi Arabia-Arab

Iran-Iran Heawvy Light
15 # |ran-Iran Light
FSU- Urals
10 - * Oman-2man
Ecuador- Oriente

0.5 Morth Sea- Brent

' .y _LiDEE-EE Sider % United States- WT| a10zria-Sanara

igeria-Bonn
S . # United States- LLS ¢ Blend
cweat 00 - - - - *- Malaysia-Tapis
o 20 25 30 35 40 5 50
heawvy . AP gravity (a measure of crude oil density) .. light
5 https://www.eia.gov/todayinenergy/detail.php?id=7110
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On May 31, 2022, the European Union (“EU”) imposed a ban on Russian oil like the United States. The
policy’s goal is to ban 90% of Russian oil by the end of 2022. The EU heavily depends on Russian oil.
The EU imports 41.1% of natural gas, 26.9% of crude oil and 46.7% of solid fuel from Russia.® The ban
by the EU will drastically increase demand in the global markets and will lead to significantly higher gas

prices.
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As of August 8, 2022, the average price for gas is $4.04 per gallon in the United States down from the
peak of $5.00 on June 13, 2022.7 The instability in the oil market will continue so long as the conflict

does. This is an area that the Budget Team will continue to track and monitor as it has a potentially

significant impact on the prices of goods and services the City purchases and receives as well as the

fuel that the city uses in its operations. Further, as consumers spend more on fuel it leaves less funds

available for discretionary purposes, if wages don’t increase at corresponding rate.

3. Monetary Policy

At the start of the pandemic, the Federal Reserve lowered the interest rate banks pay to between 0.0%

and 0.25%. This was done to make it easier and cheaper for banks to loan money out to the public and

to avoid an economic recession or
depression. However, as the country returns
to pre pandemic activities the Federal
Reserve increased interest rates by 0.25% in
March, by 0.50% at the start of May, 0.75%
in both June and July to help lower the
soaring inflation. This will increase interest
rates consumers pay on loans, which should
in theory reduce the supply of money

5 https://ec.europa.eu/eurostat/cache/infographs/energy/bloc-2c.html#carouselControls?lang=en
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available in the economy and lower inflation. If inflation continues to increase the federal reserve can
continue to increase the rate. 2 It is expected that the federal reserve will again increase interest rates
during the month of September.

Forecast

The reported amount for August was higher than budgeted. The significant variance demonstrates the
effects of the factors noted above as well as the resiliency of Wacoans. The budget staff is cautious as
to whether this increase will continue to benefit the city long-term. The higher sales tax revenue does
not necessarily mean a higher economic output by consumers. It simply could be that consumers are
paying higher prices for the same goods.

If the conflict continues with Russia and Ukraine, gas prices may continue to remain high. This could
have an impact on tourism with lower revenues for enterprise funds as well as sales tax revenues.

Furthermore, if inflation in the overall economy continues to stay high but wages do not increase, then
spending on discretionary goods or non-essential products will decline. The city does not collect sales
tax on most food and energy commodities, which are considered necessities. If prices continue to
increase, it could lead to a lower number of visitors from outside the City or different purchasing
patterns by residents.

Lastly, Federal Reserve rate increases decrease the amount of money available to spend on
discretionary items as consumers will pay more in interest payments. An increase in rates has a direct
impact on economic output, as increasing rates are meant to limit the amount of available money in
the economy. Further, increases in rates cause businesses to reconsider capital investments and
growth as borrowing costs rise.

As a result of this and the most recent data, the forecast model is showing a significantly higher amount
compared to the budget.

e September report (July sales tax) - The September report will be the final report of the fiscal
year. It will continue to show how the local economy is being affected by inflation, high gas
prices, and the increase in interest rates.

The budget staff is forecasting that sales tax revenues will be between $52-553.8 million for fiscal year
2022.

8 https://tradingeconomics.com/united-states/interest-
rate#:~:text=Interest%20Rate%20in%20the%20United,percent%20in%20December%200f%202008. W
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Sales Tax Forecast
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October November December January February March April May June July August September

m— TD Actuals 3,987,666 9,009,749 12,984,904 17,505,354 22,870,943 26,759,979 30,426,696 35,485,883 39,712,663 43,977,747 48,853,002 -
=—@==Aggregate Linear 6M 48,705,896 48,818,765 49,318,784 49,963,466 51,034,278 51,927,121 52,672,181 53,366,218 53,401,917 53,010,230 52,815,325 52,827,063
==@==Aggregate Linear 12 M 47,037,349 48,154,009 49,304,512 50,303,115 51,366,783 52,242,353 52,929,210 53,405,547 53,681,762 53,895,001 54,048,983 54,120,466
=8=—Aggregate Linear 18M 45,535,567 46,610,408 47,737,652 48,767,755 49,894,354 51,054,664 52,111,674 53,135,797 53,883,990 54,424,569 54,822,404 55,071,488
=@ ggregate Linear 36M 44,021,865 44,633,517 45,300,345 46,010,066 46,805,428 47,628,176 48,468,264 49,352,893 50,133,926 50,858,591 51,547,602 52,211,789
== Correlation (i) 51,397,511 58,869,636 52,066,962 55,045,431 58,518,704 55,617,684 54,268,026 55,008,386 53,865,602 53,823,541 53,827,661 53,827,661
==@=Average 47,339,638 48,417,267 48,745,651 50,017,967 51,523,910 51,694,000 52,089,871 52,853,768 52,993,439 53,202,386 53,412,395 53,611,693
=@=Budget 43,600,094 43,600,094 43,600,094 43,600,094 43,600,094 43,600,094 43,600,094 43,600,094 43,600,094 43,600,094 43,600,094 43,600,094

 YTD Actuals =@==Aggregate Linear 6M =@==Aggregate Linear 12 M =@== Aggregate Linear 18M =@ \gcregate Linear 36M ==@==Correlation (i) === A\verage ==@==Bucget
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Texas at a Glance

e The State of Texas total net payments for this Period: $ 760,494,993.84;
Comparable Payment Prior Year: S 692,453,780.57; Percent Change:
9.83%.

Most of the top 30 cities saw an increase in the period.

The City of Waco ranked 30™ in the state for the August net sales tax payment report.

Rank City Net Payment This Period Comparable Payment Prior Year % Change
1 Houston $77,103,797.65 $71,017,766.15 8.56%
2 San Antonio $43,946,359.26 $40,880,743.64 7.49%
3 Dallas $38,463,632.06 $34,147,692.03 12.63%
4 Austin $30,855,838.15 $25,815,715.73 19.52%
5 Fort Worth $21,098,110.21 $18,660,171.90 13.06%
6 Arlington $19,599,106.11 $16,661,502.96 17.63%
7 Frisco $13,221,204.01 $10,837,067.31 21.99%
8 El Paso $11,530,200.58 $10,898,660.50 5.79%
9 Plano $10,613,174.24 $9,196,741.37 15.40%
10 Round Rock $10,335,984.57 $8,969,200.25 15.23%
11 Irving $9,691,051.55 $8,082,626.85 19.89%
12 Amarillo $9,627,079.07 $9,098,784.64 5.80%
13 Lubbock $9,185,410.13 $8,713,199.44 5.41%
14 Corpus Christi $8,325,519.59 $8,429,934.46 -1.23%
15 McAllen $8,303,466.50 $7,547,755.45 10.01%
16 Midland $7,912,681.16 $5,880,352.76 34.56%
17 Grand Prairie $7,905,239.95 $6,537,083.16 20.92%
18 McKinney $7,888,409.94 $7,101,746.45 11.07%
19 Conroe $6,824,520.05 $6,071,257.57 12.40%
20 Abilene S$5,694,247.19 $5,242,100.19 8.62%
21 Odessa $5,656,553.25 $5,400,948.10 4.73%
22 Richardson S$5,613,405.47 $4,603,860.06 21.92%
23 Mesquite $5,561,296.98 $5,169,011.52 7.58%
24 The Colony S$5,448,057.71 $4,919,710.31 10.73%
25 Grapevine $5,400,102.25 $4,326,585.81 24.81%
26 Sugar Land $5,196,301.26 $5,501,326.82 -5.54%
27 Brownsville $5,150,307.07 $4,789,909.41 7.52%
28 Allen $5,085,046.68 $4,906,010.35 3.64%
29 Laredo $5,066,221.40 $4,511,206.35 12.30%
30 Waco $4,875,254.88 $4,531,385.79 7.58%
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