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FISCAL SURVEY OF THE STATES
1984

Overview

The national economy has made a strong recovery;
however, the fiscal condition of the states will improve at
a much slower pace. When state fiscal years end in 19843,
the aggregate 50-state ending balance is expected to be
$3.008 billion, or 1.8 percent of expenditures. This is an
improvement over the aggregate ending balance for fiscal
1983 of $1.985 billion, representing 1.3 percent of expendi-
tures. The modest improvement in state finances, how-
ever, comes on the heels of two years of extensive budget
cutting, revenue raising, and other austerity measures as
states moved to meet their constitutional mandates for
balanced budgets.

The gradual nature of improvement in their fiscal
condition is further underscored by projections for fiscal
1985, which for most states will end on June 30, 1985.
According to these projections, the fiscal 1985 aggregate
ending balance will be only $3.164 billion, again represent-
ing about 1.8 percent of expenditures. Even the slightly
improved balances for fiscal years 1984 and 1985 stand in
sharp contrast to the pre-recession levels of 1979 and 1980.
The decline in economic activity clearly had a major
impact on state revenues and in turn upon their ending
balances. Figure 1 graphs the trend of these balances,
illustrating their meagerness both in dollars and as a
percent of expenditures.

a Forty-six states are on a fiscal year that begins July 1
and ends on June 30. For these states, the current year
runs from July 1983 through June 1984, and is referred to
as fiscal 1984. For states with other fiscal years
(Alabama, starting on October 1; Michigan, October 1; New
York, April 1; and Texas, September 1), the fiscal year
designation refers to the year in which the fiscal year ends.
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Table | below presents aggregate data on the fiscal
condition of the 50 states. Revenues, which grew by 10.7
percent between 1983 and 1984 (largely due to tax in-
creases in 27 states), are expected to grow only 7.1 percent
between 1984 and 1935. Expenditures are expected to rise
by 7.9 percent between 1984 and 1985. In 1934, revenues
will surpass expenditures but the resulting ending balance
will be minimal.

Table 1

General Fund Summary: FY 1983-1985
($ in billions)

1983 1984 1985

Beginning Balance 4.2 2.0 3.0
Revenues and

Adjustments 157.9 173.9 1836 .4
Expenditures and

Transfers 160.1 172.9 136 .3
Ending Balance 2.0 3.0 3.2
Balances as % of

Expenditures 1.3 1.8 1.8
Analysis

Other highlights in the 1984 Fiscal Survey include:

— Of the projected $3.008 billion aggregate ending bal-
ance in fiscal 1984, five states — Alaska , Wisconsin, Minne-
sota, California and New Jersey — accounted for slightly
over $1.25 billion or 42% of the total. Of the fiscal 1985
projected aggregate balance of $3.164 billion, {five
states — California, Minnesota, Wisconsin, Illinois and
Florida — will account for $1.771 billion or 5% of the
total.

- In fiscal 1984, nineteen states are expected to close
their books with ending balances of $10 million or less; and
11 states expect a zero balance or a deficit. In fiscal 1935,
according to projections, 21 states will have ending bal-
ances of $10 million or less. Eleven states expect a zero
balance or a deficit. However, while most balances remain



small, there is an encouraging drop-off in the number of
negative entries: five in 1982, six in 1983, two in 1984 and

one projected in 1985.

— Energy-rich states continue to be hard-hit relative to
their status of a few years ago. Alaska, with an ending
balance of $266 million in 1982, projects a $74 million
balance at the end of 1985; Texas, with a balance of $1.3
billion in 1982, shows a projection of only $15 million in
1985; Wyoming goes from S$157 million in 1982 to $41
million in 1985; Louisiana, which this year enacted major
revenue hikes, goes from $271 million to zero over that
time period; and Oklahorna from $296 million to zero.

-- The size of the unobligated balance, reflected as a
percent of state general fund expenditures, is a key indi-
cator of the fiscal condition of state government. In
establishing credit ratings for state bonds, financial ana-
lysts often give close scrutiny to this ratio, as well as to
other factors, in making determinations about the fiscal
condition of a given state. Traditionally, analysts have
accepted a 5 percent ratio of unobligated balances to
expenditures as reasonable. In fiscal 1983, 41 states had
ending balances of less than 5 percent of expenditures,
with 22 showing ending balances of less than 1 percent of
expenditures. In fiscal 1984, 39 states will have ending
balances below 5 percent of expenditures, with 24 of these
showing an ending balance of less than 1 percent of
expenditures. Little change from this guarded state of
fiscal health is expected in fiscal 1985, as 42 states now
project ending balances less than 5 percent of expendi-
tures, with 25 of these expecting an ending balance of less
than 1 percent of expenditures. '

-- Fiscal conditions vary widely from state to state, often
within the same region. Some of the possible causes for
these disparities include the economic base of the states,
their tax structures and mixes, and the actions that they
were forced to take or chose to take during the recent
recession.

-- Significant budget cutting and revenue raising measures
continue to be proposed or implemented in fiscal 1984.



Selected or general budget cuts were proposed or imple-
mented by 21 states in fiscal 1984 and permanent or
temporary revenue raising measures were proposed or
implemented by 30 states. Revenue raising measures are
expected to drop significantly in fiscal 1935, but over one-
fifth of the states have already proposed measures to limit
expenditures in that year.

Perspectives

Real or constant dollar spending by states exhibited
significant drops in 1982 and 1983. Even the moderate
growth expected this year and next will result in fiscal
1985 real spending below that of 1981l. In comparison,
federal real dollar spending has shown continued growth
a;ld is now 10 percent greater than 1981 levels (see Figure
2).

Unlike the federal government, states cannot run
long-standing deficits. Forty-nine states have some type
of constitutional or statutory limitation against having a
deficit. The resulting state balances serve a number of
important purposes: hedges against economic uncertainty
or misjudgments of revenues or expenditures; reserves
against natural disasters or other emergencies; and a
source of funds for cash flow needs and needed capital
projects. Additionally, the balance is carried over as a
resource to fund expenditures in the following year.

When viewing the state fiscal picture, it is also useful
to keep in mind the important responsibilities that fall to
states to finance. In the 1983-84 school year, states
provided 49 percent of the total national funding for
education and most states have announced ambitious plans
to upgrade educational programs in the coming years.
Sirnilarly, states are expected to shoulder major new
environmental program responsibilities and infrastructure
improvement efforts in the years ahead.

What The Figures Measure

Each year there is some confusion about the per-
ceived contradictions in various measures used to define

5.
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the fiscal condition of the states. This year, for instance,
figures as large as $50 billion have been cited as the likely
state aggregate balance for 1984. The large projections are
based on a misunderstanding of the national income pro-
duct accounts (NIPA) — a statistically based measure of
national economic activity and gross flows of funds com-
piled by the U.S. Department of Commerce.

For example, the 1983 NIPA estimate of state and
local surpluses was $51 billion, of which $36 billion was in
social insurance funds, mainly pension funds of state and
local government. These social insurance funds must be
separated from the balance totals because they are gener-
ally not available to finance either capital spending or
current operations. The remaining $15 billion includes
capital as well as current expenditures and combines funds
designated for particular uses, notably highway trust funds,
which in 1983 experienced a significant increase from the
federal five-cents-per-gallon gasoline tax increase result-
ing from the Surface Transportation Assistance Act of
1982. Finally, the NIPA account includes thousands of
localities, as well as 50 states, a misleading compilation if
the objective is to determine the extent of state budget
balances.

The NGA/NASBO figures are based on state general
fund revenues and expenditures and do not include special
funds earmarked for specified purposes. Because most
broad-based state services and most state aid to schools
and local governments are financed from the general fund,
and because "general" funds may be spent for varying
purposes in response to changing needs, the status of the
general fund is the best single gauge of the financial
condition of a state.

Background

This is the tenth annual Fiscal Survey of the States
published by the National Governors' Association and the
National Association of State Budget Officers. The in-
formation in this survey was obtained in the spring of 1984
and is generally based on the governors' fiscal 1985 budgets
as they were presented to the legislatures. Data for fiscal




1983 are actual and reflect actions taken by the legisla-
tures. Data for the current year (fiscal 1984) are predic-
tions based on six to nine months of actual experience and
estimates for the rest of the year, which for 46 states ends
on the last day of June. Data for fiscal 1985 reflect
recommendations of the governors to their legislatures and
are subject to changes they may make. In addition, the
estimates may differ from actual numbers at the end of
the year due to such factors as revisions in revenue
estimates resulting from a weaker or stronger recovery
than anticipated, revisions in both revenue and spending
resulting from federal budget changes, and revisions in
expenditures affected by such factors as welfare caseloads
and medical costs.

Data provided in this survey relate to the general
fund of each state and generally do not include federal
grant dollars or special funds earmarked for particular
purposes such as state highway trust funds supported by
fuel taxes and motor license fees. Because most broad-
based state services and most state aid to schools and local
governments are financed from the general fund, the status
of the general fund is the best single gauge of the. financial
condition of a state.

Unlike the federal government, states cannot run
longstanding deficits. Forty-nine states have some type of
constitutional or statutory limitation against having defi-
cits. Vermont is the only exception. However, there are
some qualifications. For example, 21 states enact budgets
for two fiscal years rather than one. In these states, the
requirement for a balanced budget may call for a budget
that is balanced over the biennium, and the balance at the
end of the first year may be a negative number.



APPENDIX
State Information

State-by-state information is shown in the Appendix tables,
Al through A9.

Technical Notes

The Survey. The survey on which this report was based was
taken by the National Association of State Budget Officers
and the National Governors' Association in 1984. The
questionnaires were completed by state budget officers.
The data generally reflect the estimates made in the
governors' budget proposals to the legislatures. Responses
were received from and verified by budget officers in the
fifty states and Puerto Rico.

Adjustments, Transfers and Expenditure Reporting. The
structure of the survey presumed accounting identities as
follows:

(1) RESOURCES = Beginning Balance + Adjust-
ments + Revenue

(2) ENDING BALANCE = Resources - Transfers -
Expenditures

(3) BEGINNING BALANCE = Ending Baiance, pre-
vious year

Exceptions to this identity result from rounding and from
the practice in a few states of making adjustments be-
tween the ending balance in one year and the beginning
balance in the next, which are handled as transfers or
adjustments in most states. . These exceptions have only a
minor impact on the overall results of the survey.

Reporting concepts within this structure vary from
state to state, as do definitions of what activities are
included in the general fund. Thus, the results of the fiscal
survey are not particularly appropriate for comparisons
among states in total spending (for example, per capita




expenditures). They are more appropriate for comparisons
over time in the same state.

Reliability of Estimates. Fiscal 1983 closed for most states
in June 1983 and for all states sometime in 1983. Thus,
fiscal 1983 numbers are normally actuals, with adjustments
likely only as a result of audits. Fiscal 1984 was only
partially complete when the survey was taken, so the data
represent actuals for a portion of the year and estimates
for the remainder of the year.

Generally official revenue and expenditure estimates
are used. In some cases, the reliability of revenue fore-
casts is a function of the length of time since the official
forecast was last updated.

Tables A-7, A-8 and A-9 provide a summary of
budget balancing measures proposed or implemented in the
states for the three fiscal years covered by the survey.
Headings in the "Revenue Decreases" columns are abbrevi-
ated to fit limited space. More complete heading equiva-
lents are as follows:

Allowed a decrease in tax rate
or base to occur as scheduled.

Allowed A Lapse

Advanced the date of a sched-
uled decrease in tax rate or
base.

Advanced Date

Enacted a permanent, or recur-
ring, decrease in tax rate or
base.

Enacted Perm.

n

Enacted a temporary decrease in
tax rate or base.

Enacted Temp.

10.
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