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North Carolina’s 
Revenues and Tax 
Policy
A DECADE OF CHANGE

Revenue Streams
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Broad Base, Low Rates

Income Tax
◦ Broaden the tax bases by eliminating more than 35 tax credits, deductions, and 

exclusions

◦ Lowered both the personal and corporate tax rates 
◦ PIT reduced from a graduated rate schedule to a flat rate of 5.25%

◦ Increased the standard deduction amount (“zero tax bracket”) to $21,500 (MFJ) from $15,000 (MFJ)

◦ CIT rate reduced from 6.9% to 2.5%

Sales Tax
◦ Broaden the tax base by eliminating many tax exemptions and expanding the tax base to 

include certain services

◦ Did not change the tax rate of 4.75%

Revenues: 
Post-Recession & Reform

From PEW (2020)
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Change in Business Tax Climate

May Consensus Revenue 
Forecasts: 2020

The fiscal year is from July 1st - June 30th .

◦ The fiscal year that ended on June 30th, 2020 is FY20

◦ The current fiscal year is FY21 and will end on June 30th, 2021

Updated forecast for FY20:

◦ Collections were expected to fall $1.64 billion (6.6% lower than expected)
◦ For example, April collections dropped 31.5% from the previous year (lower collections and delayed payments)

Updated forecast for FY21:

◦ Reduction of $2.57 billion from previous forecasts (9.9% lower than originally forecasted)

*It was intended to update the May forecast in the Fall, but given the continued uncertainty, the 
state proceeded with the May consensus forecasts
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What about our local governments?

Local Revenues
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Property Taxes

Due in January

◦ Not impacted for FY20

FY21

◦ Reassessment process

◦ Collection rates

Very stable, typically not very impacted by 
recessions

Local Sales Taxes

Taken from the North Carolina League of Municipalities (2020)
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Local Sales Taxes
Variation across the state

Faster recovery than expected
◦ Has largely plateaued 

◦ Many factors at play

◦ Unemployment insurance

◦ Federal stimulus

◦ Wayfair

Similar story for food and beverage taxes and 
occupancy taxes

◦ Though, in most cases, more impacted than the 
sales tax

North Carolina’s Revenues: Moving Forward
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Moving Forward

Consulted with Fiscal Research Staff and Legislative Analysis and they note little tax policy 
proposals currently being considered

COVID-19 was clearly the focus over the last year

Crisis 

Opportunity and Danger

- OFT MISREPRESENTATION OF THE CHINESE WORD/CHARACTERS
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Opportunity to Rethink Tax Policy

NC had a major tax reform a decade ago

Tax policy innovation

◦ Taxation of services under the sales tax

◦ Fuel taxes

◦ Taxation of the digital economy

Retail Sales Tax
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Retail Sales Tax on Additional Services
Broaden base to include more services and 
decrease volatility of revenues

Food?

Lots of issues here, e.g.:

Taxation on Business Inputs

Equity

Stability

Not just about revenue

Service Base Increase

Motor vehicle services 5.3%

Recreation services 9.5%

Professional services 3.9%

Personal care and clothing 2.8%

Household maintenance 1.5%

Financial services 11.6%

Insurance (other than life) 5%

Health Care 41.9%

Education 6%

Taken from Awuku-Buda, et al. 2013

Fuel Taxes

Have been declining since the start of the 
pandemic

◦ States like VA, NJ, and SC have increased their 
motor fuel taxes

Fuel tax rates have been steadily increasing 
because of lower consumption for long 
before the pandemic
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Fuel Taxes

Rates have steadily been climbing

Cars are becoming increasingly fuel efficient

◦ Equity and efficiency concerns

Other options out there like a vehicle miles 
traveled (VMT) fee or increased use of tolls

Cannabis Taxes

Often treated like a windfall

◦ High compliance costs

◦ Hard to understand underlying demand 
and the relationship with the black 
market

◦ Tourism related to legalization waning

Revenues, typically, much lower than 
anticipated

Of course, revenue may not the primary 
objective of legalization
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Digital Services

Maryland HB 732 in March 2020 
◦ Tax on digital advertising

◦ Applies to businesses with >$1 million in annual gross revenue from digital advertising services in state 
and >$100 million worldwide

◦ Progressive: rate gets higher with higher worldwide revenues

◦ Overturned by Governor, had previously passed with a veto proof majority, session returns on Jan 13th.

Europe 
◦ UK: Social media platforms, internet search engines, and online marketplaces

◦ Belguim: Selling user data (proposed)

◦ Austria: Online advertising

◦ Italy: Advertising, digital interface, and transmission of user data

Criteria for Taxes
Efficiency

Equity

Feasibility

Stability

Transparency
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Please do not hesitate to reach 
out with any questions or 
concerns.  I look forward to 
working with you in the future.

Afonso@sog.unc.edu

Thank You
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