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. Where States Were:
Budget Shortfalls, FY 2002 -05

A In the last four fiscal

years, state budget 330 _
shortfalls cumulatively 350 1 |
approached a staggering $70 1
$236 hillion $60 |

A By early 2003, California $50
faced a shortfall of $35 $40 11— =
billion over the next 18 $30 11
months $20 11

A Similarly, Texas faced a $10 1]
$10 billion shortfall in its $0 . . . .
biennial budget FYy FY FY FY

2002 2003 2004 2005



. Where States Were:
Immediate Effects

Crushing Negative Pressures Generated on
State Finances by Downturn in the Economy

(a) Dwindling Revenue Flows
) Rising Unemployment Numbers
(C) Exploding Medicaid Costs



. Where States Were:
Strategies Adopted by States to
Bridge Budget Shortfalls

A Slashed Spending
A Tapped Rainy Day Funds
A Deployed Tobacco Settlement Monies

A Ralsed Taxes

A Hiked Cigarette Taxes
A Cut Funds to Local Governments
A Racked-up Debt

A Generated Funds via Gaming



| Where States Were:
Year-Over-Year Quarterly Change In
Total State Tax Collections, 1991 -2004
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ll. Where States Are Now

A States had to close budget gaps of about $36
while reaching agreement on their FY 2005
budgets earlier on this year

A This Is a vast improvement from the prior few
years when the substantially larger budget gaps
required much harsher remedies

A Among the measures taken this year were
slashing spending, raising taxes and fees,
tapping various funds, laying off workers and
deploying tobacco settlement funds



ll. Where States Are Now

A State revenue picture has improved

A 8.4% growth in revenues in July-Sept. 2004, compared
to prior year (4.5% growth adjusted for inflation)

A For Q1 FY 2005, examples of improvements include:
A AR = $160 million surplus expected for FY 2005
A NC = 2% more in FY 2005 Q1 than forecasted

A SC = $350 million more expected next year; revenue
expected to grow by 3%

A VA = $900+ million surplus estimated in FY 2005
A GA = 14% more in FY 2005 Q1 than forecasted

A MD = Expected $1 billion budget gap for FY 2005
shrank to $311 million in mid-Nov. 2004

A MT = $278 million surplus when 2005 session begins
A VT = 4% more in October 2004 than forecasted
A MN = For Q1 FY 2005, 2% ahead of forecast



ll. Where States Are Now:
National Economic Trends

A GDP
A 2001 = 0.8% 2004 Quarter 1 = 4.5%
A 2002 = 1.9% 2004 Quarter 2 = 3.3%
A 2003 = 3.0% 2004 Quarter 3 = 3.7%

A Productivity (Percent Change from Prior Quarter)
A 2002 = 4.4%
A 2003 = 4.4%
A 2004 Quarter 1 = 3.7%
A 2004 Quarter 2 = 3.9%
A 2004 Quarter 3 = 1.9% (smallest increase since 2002)




ll. Where States Are Now:
National Economic Trends

A Interest Rates

A Interest and Mortgage Rates at historic lows,
spurring a tremendous degree of consumer
consumption and first-time home buyers and re-

filnancings

Fed Funds rate at 1%, a 46-year low, until the
Fed raised rates in June 2004, first time in four
YEEES

A Inflation

A Inflation, as reflected in the CPI has not
exceeded 3% the past seven years, except In
2000. It is expected to be about 3.5% this year,
given the steep rise in energy prices



