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Texas faces arguably the worst budget situation in recent memory, worse even than the challenge the state faced in the 2003 legislative session. The conventional wisdom is that the budget will be short by about $15-16 billion when the Legislature convenes next January, but other estimates have put the figure as high as $18 billion. Much depends on assumptions about which programs must be funded—and which can be reduced.
Texas is far from alone in facing these problems. In fact, it has done much better during the current recession than most states, some of which have faced serious budget problems dating back to fiscal 2007. Although the bulk of state fiscal problems can be traced to revenue declines, spending pressures are mounting. More than half the states reported spending overruns in their current budgets, and many face the same prospect that Texas does—financing the upcoming budget without federal stimulus funds that were used last year, although as many of 32 states have made additional federal stimulus funding for Medicaid part of their budgets. 
To put Texas’ current challenge into a national perspective, this report summarizes recent budget actions taken in other states to show the range of possible strategies that are being used to deal with funding shortfalls. There is hope that the worst of the problem will ease in as revenues slowly rebound this year; however, most states haven’t seen this improvement to date. Even with various revenue adjustments and the addition of federal stimulus funds, overall state general fund spending nationwide was down 3.4 percent in 2009, and preliminary estimates show it may be down by as much as five percent in 2010. As of June, 40 states were estimating that their 2010 general fund spending will be lower than in 2009. Seven states were expecting spending increases of zero to five percent and three were projecting spending growth faster than five percent. Amazingly, according to the National Association of State Budget Officers, 40 states have had to make mid-year budget cuts in fiscal 2010 totaling $22 billion, to deal with shortfalls that developed after the budget was adopted. 
The outlook will improve only slowly in the near term in many states. The National Conference of State Legislatures (NCSL) in April reported that 38 states were projecting a cumulative budget gap of $89 billion in fiscal year 2011, and lawmakers in many states are now wrestling with that problem prior to state fiscal years beginning this summer.
 In addition, 31 states and Puerto Rico already foresee gaps in their fiscal 2012 budgets. The total currently stands at least $73.5 billion, according to the NCSL.

States have responded to these budget pressures with a range of options, and as the 2011 Texas legislative session approaches, the state can learn from the approaches used elsewhere. Some states have made drastic cuts in state programs; some have laid off or furloughed state workers. Some states, such as California, have borrowed heavily to fund current operations, and others, like Arizona, have entered into complex sale-and-lease-back arrangements, basically selling the state’s assets for periods up to 75 years for cash up front. Most states have used funding from the American Recovery and Reinvestment Act (ARRA), the federal stimulus package, some for one-time options and some for ongoing operations. An increasing number of states, having faced budget problems in 2008 and 2009, have had to resort to tax increases of varying sizes.
Other States

The accompanying table summarizes the general types of budget strategies used in the various states. It reflects actions taken in fiscal years 2009 and 2010. The data for 2009 are actual strategies applied to budgets last year. In some cases, the data for 2010 reflect state plans, although the information is current as of June 2010.
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Layoffs 19 26

Includes eliminating unfilled positions and actual reductions in 

the workforce.

Furloughs 15 22

Essentially, giving employees unpaid days off.

Early Retirement 6 6

Salary Reductions 9 12

Pay cuts, often in lieu of layoffs.

Cuts in Benefits 6 9

Reductions in current or future retirement benefits or health 

care commitments.

Across-the-Board Cuts 29 28

5-10% is common.

Targeted Cuts 33 36

Many options: Closure of state facilities, cuts in K-12 eduction 

and higher education (often large budget items), reductions in 

budgeted travel, cancelation of scheduled pay increases, 

deferral of payments (e.g., deferral of payments to local school 

districts), and so on.

Reductions in Local Aid 17 22

Some states have (or had) large aid programs for local 

governments other than schools.

Reorganization of Agencies 7 14

Normally done to consolidate and reduce administrative costs.

Privatization 3 3

Examples include privatizing mail service, state-managed 

ports, state-run liquor stores and lotteries.

Rainy Day Fund, Reserves 26 19

May include sweeping balances from other state funds.

Lottery Expansion 1 2

Typically adding Power Ball or Mega Millions multi-state 

games.

Gaming Expansion 0 3

Not many because most states already have broadest 

politically acceptable level of gaming and because gaming 

revenues are in a steep decline at present.

General Tax Increases 29  --

Total is number with net increases. May include some tax 

reductions along with increases. 2010 not available since tax 

bills tend to be passed late in legislative sessions. Nine states 

had net tax cuts in 2009. The largest increases were in the 

sales and personal income tax, mainly because of increases in 

California, Massachusetts and New York.

User Fees 8 15

Higher Education Fees 6 10

Often tuition or student fees that are exachanged for regular 

general fund appropriations.

Court-Related Fees 5 14

For example, states are considering new Super Speeder fines 

that add $200 to speeding fines above 85 mph.

Transportation-Motor Vehicle Fees 8 11

Often higher vehicle registration fees.

Business-Related Fees and Taxes 3 9

Often higher license fees.

Other 16 23

Includes, among other things, sale and lease back of state 

assets, borrowing, debt restructuring, hiring freezes, and use 

of federal stimulus funds to fund current operations.

Source: National Association of State Budget Officers, Federation of Tax Administrators, Center on Budget and Policy Priorities.

* Totals for 2010 reflect actions up to June 2010. Some legislatures are still in session.

Number of States

Strategies Used to Reduce or Eliminate State Budget Gaps

Fiscal Years 2009-2010


The cuts enacted in at least 45 states plus the District of Columbia in 2008, 2009 and those planned for 2010 occurred in all major areas of state services, including health care (29 states), services to the elderly and disabled (24 states and the District of Columbia), K-12 education (29 states and the District of Columbia), higher education (39 states) and other areas. States made these cuts because revenues from income taxes, sales taxes and other revenue sources used to pay for the services have been in a steady decline, often since 2008 due to the recession.
As the table shows, there is not a lot novel in how states have approached their budget problems. This is true mainly because there are only so many ways to make large cuts in spending or increases in revenue. The most common budget strategy is the targeted cuts—that is, specific cuts in selected programs. Also used frequently are across-the-board cuts where all (or most) state agencies are asked to make a percentage reduction in their spending. Since employee costs are a large part of most state agency budgets, it is not surprising to see that more than half of the states have resorted to either layoffs or furloughs to reduce this major budget expenditure. A smaller number of states have sought to reduce the number of employees or to reduce employment costs by offering early retirement options, while others have frozen hiring and allowed normal attrition reduce employment costs.
In addition to cuts, many states have dipped into their Rainy Day Funds if they have one or spent other fund reserves. Some states reportedly have now depleted all reserves in the process. Many states have pushed up various fees, but only a handful of states have turned to new forms of gaming, far fewer than in the 2003 recession. This is true mainly because most available gambling options have already been enacted in many states, either practically (they have added every option, including casinos) or politically (they have gone as far as they can go given expected voter reaction). Another reason gambling has been less frequently used probably has to do with gaming revenues which have declined sharply in most states and particularly in states like Nevada and New Jersey where the most extensive gaming establishments operate.

A surprisingly large number of states had net tax increases in fiscal 2009 (29 states). This is explained partly by the size of the budget gaps facing the states and partly by the fact that many states exhausted all available budget cuts and reserve funds trying to deal with problems in 2008 and earlier. At present about 15 states plan further tax and fee increases to balance their 2011 budgets, while nine states have made changes that actually reduce revenues, though generally in fairly small amounts. Several states, for example, are looking at eliminating various tax exemptions and tax incentives under current tax law, choosing to focus on targeted tax policies that may have been in effect, often unexamined, for years as opposed to considering a more general tax increase. 
Lessons
The key lesson from this review of approaches in other states is that most have balanced their budget only by using a variety of approaches and making painful budget and revenue decisions. There is no simple solution to budget problems as large as those that Texas will face in 2011. When the size of the budget gap is large, lawmakers must approach the task of balancing the budget with creativity and innovation. They must also be willing to decide what the key state services are—what must be preserved and what can be pruned. That is the goal. Reality, as the examples in the other states demonstrates, is often different.

In reviewing the budget actions of the states in the last two years, several recurring themes stick out. These include:

· Many of the budget decisions that have been made in other states were ill-planned and disruptive and made cuts in areas where states appropriately spend in order to support economic development. These may cause long-term problems for the states or have to be undone once the worse of the crisis is past.

· There have been larger and more sustained job cuts and other employee-related reductions than in past recessions.

· Tax increases this time have been larger than in the last recession, including several major personal income tax and sales tax increases.

· There has been very little real restructuring on either the revenue side or spending side of the state budget. 

Most legislatures approach the budget from a short-term point of view—they do only what is necessary to balance the budget with the hope that conditions will improve before they again have to take up the budget writing task. If the prospects are for imminent economic recovery, that is a reasonable approach; however, lawmakers should not allow short term decisions to overshadow the real long-term needs of the state. Long after the current recession ends, Texas, like all states, will face pressing demands for the most basic of public services—funding for school, colleges and universities, transportation demands, public safety and public assistance.

� National Conference of State Legislatures, State Budget Update: March 2010, April 2010.
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