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In Brief

Sales Tax Update

The allocation from Arroyo Grande’s 
April through June sales was 1.3% 
less than the same quarter one year 
ago.

Decreased sales from lumber/
building materials, drug stores and 
some categories of Autos & Trans-
portation were partially responsible 
for the decrease. Recent closeouts 
reduced revenues from restaurants 
with no alcohol, home furnishings 
and family apparel. Delayed alloca-
tions temporarily decreased receipts 
from restaurants with beer and wine. 
A onetime accounting adjustment 
that temporarily infl ated last year’s 
allocation was responsible for the 
decrease in grocery stores with li-
quor.

The losses were offset by increased 
sales from garden/agricultural sup-
plies, hardware stores, offi ce sup-
plies/furniture and some categories 
of General Consumer Goods. Com-
parisons of service stations were in-
fl ated by onetime accounting adjust-
ments.

In addition to its sales tax receipts, 
the city received its fi rst allocation 
of the newly-approved district tax 
which generated $448,193 in added 
city revenue.

Gross receipts for all of San Luis 
Obispo County gained 0.5% over 
the comparable time period while 
the Central Coast region as a whole 
was up 2.6%.  
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SALES TAX, HOUSING AND THE 
GLOOMY ECONOMY
The combination of  declining home 
sales and prices, foreclosures and tight-
ening credit have created new chal-
lenges for local offi cials in forecasting 
the impact on sales tax revenues.
Generally, the side effects are expected 
to be less than the real estate downturn 
of  the 1990s which was accompanied 
by a national recession, high unem-
ployment  and escalating infl ation. 
 Despite layoffs in real estate and 
home construction, unemployment in 
California remains relatively low.  The 
weak U.S. dollar has resulted in grow-
ing export activity and tourism, and 
business investment in new technolo-
gy continues.  The impact on sales tax 
should be more regional and industry 
specifi c than in previous down cycles.
Regional  
Areas that have enjoyed the highest 
growth rates in recent years are most 
likely to exhibit the smallest gains and 
possibly some revenue declines.
At the peak of  the housing boom in 
2005, over 10% of  the country’s dis-
posable income came from home eq-
uity loans. The reversal in home values 
should reduce spending in the Sacra-
mento and Central Valleys, Inland 
Empire, and some portions of  San 
Diego and the Central Coast.
The San Francisco Bay area and Sili-
con Valley are benefi ting from a strong 
rebound in the technology sectors and 
rising tourism, and are expected to 
out-perform the rest of  the state.  The 
experience of  other communities will 
be largely determined by the makeup 
of  their specifi c tax bases.
Sales Tax by Characteristic
Communities that derive a high per-
centage of  their sales tax revenues 
from building materials or home im-
provement merchandise could be im-
pacted more than others as demand 
and prices drop through 2008.  Al-
though auto sales are more brand and 
dealer specifi c, this group as a whole, 

is  expected to continue a downward 
pattern through spring. 
Statewide, sales of  general consumer 
goods including apparel and soft goods 
are expected to grow 4%, although big 
ticket items such as furniture and ap-
pliances may exhibit regional declines.  
Department stores and discounters in 
lower income areas may also be fl at or 
slightly down.
Tax generation from restaurants, 
service stations, and grocers should 
continue to show moderate growth.  
Barring an international crisis, busi-
ness investment in equipment and 
technology is expected to remain 
solid, although potential water and la-
bor shortages may reduce agricultural 
spending.
The Bottom Line
The more media coverage of  the hous-
ing correction, the more conservative 
consumers and businesses become in 
their spending plans.  How this plays 
out will probably not be known until 
the March 2008 sales tax receipts.
At this point in time however, econo-
mists predict slow or modest sales 
growth but not signifi cant decreases.


