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Preface 

 
Arizonaôs hallmark has always been a western ócan-doô spirit that allows individuals to pursue their aspirations and their dreams. 
As the stateôs Centennial approaches, it is important to note that this outlook, along with an abundance of economic 
opportunities, has resulted in dramatic growth in Arizona over the past century and that population increase has placed 
increasing strain on the stateôs aging infrastructure.  Though low taxes and limited government have kept down the cost of living 
in Arizona, the stateôs future economic strength will also be driven by a robust business environment dependent on an educated 
work force, sufficient public services, and an equitable tax system. 
 
The nationôs financial downturn has significantly impacted Arizona by reducing tax revenue which, in turn, impacts public 
education, public safety, law enforcement, transportation, and other vital services traditionally provided by the government. It 
has also impact nearly every state and community in the nation. The recession has also impacted private businesses through 
slowed sales and has forced some companies to close their doors.  It is critically important that leaders in the public and private 
sectors balance the appropriate role of government in providing needed services to the public while evaluating the potential need 
to realign the stateôs fiscal and tax policies.   
 
The Fiscal Shape of the American States- The first half of this report looks at trends in fiscal activity over the last 30 years for 
the 50 U.S. states. It assesses the most important factors that have driven government spending and the success of measures to 
bring spending under tighter control where it has become a serious problem. It also reviews which government sectors have 
increased spending the most as well as important trends in state and local revenues.  
 
This section of the report is authored by Mathew D. McCubbins, one of the nationôs leading experts on state and local 
government finance. McCubbins holds a Ph.D. in economics from Caltech and is a Professor of Law at the University of 
California, San Diego and Co-Director of the USC ï Caltech Center for the Study of Law and Politics. Ellen Moule, Graduate 
Student, University of California San Diego Department of Political Science, is a co-author of the study. 
 
Understanding Arizonaôs Fiscal History ï The other key purpose of this report is to provide policy makers, leaders across the 
state, citizens, and the media with a solid, objective analysis of Arizonaôs fiscal condition. This report is intended to put Arizonaôs 
current state fiscal condition in a national and historical context over the past thirty years. The stateôs population has doubled in 
that time and is now more than 6.5 million, and many leaders and citizens are new to Arizona.  Yet knowledge of history can 
help us make better decisions for the future.  
 
Historian David C. McCullough noted ñA nation that forgets its past can function no better than an individual with amnesia.ò Konrad 
Adenauer, the Chancellor of Germany after the tragedy of World War II reminded us ñHistory is the sum total of the things that 
could have been avoided.ò Leaders and citizens would be wise to heed these words and look at our history in order to better plan 
for our future.  This report provides that essential perspective.  
 
We are indebted to Alan Maguire for his diligent work in putting this report together.  He spent endless hours researching 
printed reports and assembling and interpreting mountains of data.  Alan began working on state fiscal issues more that 30 years 
ago working with numerous legislatures, governors, and leaders from both political parties, and few Arizonans have his 
perspective and expertise.  
 
We believe that it is critically important for all Arizonans regardless of partisan affiliation to work together to solve our problems 
in the best interests of the people and not lose sight of who we serve. John F. Kennedy challenged us nearly a half century ago 
when he declared ñLet us not seek the Republican answer or the Democratic answer, but the right answer. Let us not seek to fix the blame for 
the past. Let us accept our own responsibility for the future.ò 
 
President Kennedy was correct and we believe the purpose of Governing Arizona is consistent with this challenge from the past 
as we build for the future. We believe this report makes a constructive contribution to this effort in providing the knowledge 
and perspective to intelligently tackle these difficult issues on behalf of the people. 
 
 
Pete Rios,      Ken Bennett 
Co-Chair, Governing Arizona   Co-Chair, Governing Arizona 
Member of the Board of Supervisors   Secretary of State 
County of Pinal     State of Arizona 
Former President, Arizona State Senate  Former President, Arizona State Senate 
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Understanding Arizonaôs Fiscal History 
 

EXECUTIVE SUMMARY 

Much has changed in Arizona over the past thirty years.  The sources of tax revenue to the state general fund have 
changed and the uses of those monies for operating budgets have changed as well.  The changes in the general fund reflect 
hundreds, if not thousands, of separate policy decisions by Arizonaôs state lawmakers.  Looking back at these changes, now 
as the state faces unprecedented fiscal challenges, may provide a useful foundation for future discussions of the possible ways 
forward for the State. 

In the thirty years since 1980, the allocation of state tax revenues in the general fund have changed significantly.  
The largest percentage change in state general fund revenues has been the virtual elimination of any property tax revenues.  
More importantly the shares attributable to the individual income tax and the sales tax have increased, while the share from 
the corporate income tax has declined. 

Over the thirty year period since 1980, the largest percentage increase in operating spending has been in corrections 
followed by health and welfare and the largest percentage decline has been in university funding.  Although corrections had 
a larger percentage change, the actual dollar amount shift in spending is much greater toward health and welfare. 

INTRODUCTION 

The State of Arizona is facing a time of unparalleled economic challenges.  Over the last year, the State 
has been forced to revise and reduce authorized expenditures on multiple occasions as actual revenue 
collections have continued to fall farther and farther below forecast (budgeted) levels.  While the likely need for 
spending reductions was clearly foreseeable, the extent of the misalignment of authorized spending levels and 
realized revenues was less predictable.   

The continuing debate surrounding these ongoing budget revisions has occasioned much discussion of 
Arizonaôs overall fiscal situation.  Many of these discussions have focused on what should be done to address 
the current circumstances and many have proposed approaches to prevent the re-occurrence of such events in 
the future.  Advocates from all sectors of the political landscape had used the situation as justification for their 
preferred public policy ñsolutionsò.  Some conservatives have argued that the solutions lie in lower government 
spending and a lower, more business friendly tax environment.  Some liberals have argued that higher taxes 
and government programs intended to strengthen the stateôs economy are the answers.  Almost all of the 
discussions have referenced what Arizona ñought to doò based on the successes of other states, or on national 
averages, or theoretical treatises. 

Furthermore, the outlook for the stateôs fiscal situation shows little signs of improving for at least 
several years.  Consequently, the misalignment of authorized spending levels from the general fund and the 
expected future tax revenues is not a short-term phenomenon likely to naturally remedy itself. 

The purpose of this review is to look primarily at what Arizona actually has done.  This is a review of 
state general fund taxes and operating expenditures over the period from 1980 through the present.  The state 
general fund is the principal recipient of state tax collections.  Special taxes, like highway user taxes, flow to 
special funds like the highway user revenue fund, but the stateôs general fund is the recipient of general state 
tax collections and the source from which most state supported and legislatively appropriated programs are 
funded.  The state receives, distributes, and expends large amounts of federal money, but the focus of the 
annual state budget process is, and will continue to be, on the monies that come and go through the state 
general fund (and consequently, most of the public discussion). 
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It is worth noting, although not directly relevant to this review, that Arizonaôs current mismatch 
between authorized expenditures and tax collections is one among the largest, on a percentage basis, of any 
state. Furthermore, much of the spending from the general fund has been mandated by voter-approved 
initiatives and referenda and thereby largely beyond from legislative modification, making the challenges even 
greater. 

The goal of this review is to provide some straight-forward information about how the operating 
expenditure and tax patterns of the state of Arizona, as reflected in its general fund, have changed since 1980.  
Looking at changes of the 30 year period may provide some useful perspective on the trends and patterns of 
the stateôs tax and spending practices.  The period is long enough to reveal substantial trends, stretches beyond 
cyclical economic patterns, bridges multiple gubernatorial administrations, and spans many multiple two year 
legislative terms.  This historical perspective may provide a foundation for future discussions of the possible 
ways forward for the State. 

Many things have happened in Arizona since 1980.  The stateôs population has grown from just over 
2.7 million to just under an estimated 7 million.  That growth represents an increase of over 4 million people ï 
a more than doubling of the stateôs population.  If the conventional wisdom is true that says for every three 
people who come to Arizona two leave, that means that 12 million people have migrated into Arizona since 
1980 and 8 million have moved on. 

But also many things remain the same as thirty years ago.  Phoenix remains the most populous city; 
Maricopa still has the largest county population.  There are still 90 state legislators and still one Governor. 

 

METHODOLOGY 

This review was undertaken based on information from published materials, both printed and on-line, 
previously produced by the Joint Legislative Budget Committee of the Arizona Legislature and the Arizona 
Department of Revenue through mid-October 2009.  The author is indebted to the staffs of these fine agencies 
for their assistance in locating a variety of materials, some of which are quite aged.  Any errors in the review are 
the authors and should in no way reflect in these organizations. 

Tax and expenditure information was assembled for each decennial year ï 1980, 1990, 2000, and 
2010.  In each instance (except 2010), the ñdecennial yearò figures for the purpose of this review were 
calculated using data for three years were averagedï the year prior, the decennial year, and the year following.  
For example, 1989, 1990, and 1991 were averaged to represent 1990.  The use of the three year average 
reduces the impact of any anomalous one year amount or event.  For 2010, only 2009 and 2010 were averaged. 

Tax information was based on actual historical collections and estimated amounts for 2009 and 2010.  
Expenditure information was based on appropriated amounts, as reflected in the annual Appropriations 
Reports. 
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ARIZONAôS GENERAL FUND TAX REVENUES 

In 1980, the largest source of tax revenues to the state general fund was the transactions privilege tax, 
commonly referred to as the sales tax, and the accompanying use tax.  The retail sales tax rate was 4%.  The 
sales tax contributed slightly less than one-half of all general fund tax revenues. 

FY 1980 Average General Fund Tax Revenues

Sales & Use Tax

47%

Property Tax

6%

Other

13%

Personal Income Tax

25%

Corporate Income Tax

9%

Sales - 47%

Income - 34%

Property - 6%

Other - 13%

Source: JLBC, TMC

 

Figure 1 

Income taxes imposed on individual households and corporations represented slightly more than one-
third of state general fund taxes in 1980. 

Property taxes imposed by the state constituted approximately six percent of general fund tax 
collections and other taxes represented about thirteen percent of the taxes deposited into the stateôs general 
fund. 

NOTABLE TAX LAW CHANGES BETWEEN 1980 AND 1990 

In 1978 and 1980, exemptions, deductions, and credits against the individual income tax were indexed 
to increase with inflation. 

In 1980, food sold for home consumption was exempted from the state transaction privilege (sales) tax.  

In 1982, inflation indexing was expanded to adjust the income tax bracket for inflation.  
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In 1982, the corporate income tax was again conformed to changes in the federal income tax including 
provisions for accelerated depreciation.  

In 1983, the sales tax rate was increased by 25%, such that the general retail rate increased from 4% to 
5%.  The increase was initialed intended to be a temporary increase. 

In 1987, a ñwindfallò subtraction from the individual income tax was established to offset higher 
Arizona income liabilities resulting from conformance to the federal tax code. 

In 1987, ñenterprise zonesò were established and corporate income tax credits were established for 
employees in such zones. 

In 1988, the preferential corporate income tax treatment for capital gains was eliminated and the 
subtraction from income for certain dividends was restricted. 

In 1989, the individual income tax ñwindfallò subtraction was limited, as was the deductibility of 
consumer interest payments.  The subtraction for public pension incomes was broadened and limited. 
 
In 1989, the tax credit for enterprise zone employees was restricted. 

(Note: in addition to the tax changes listed here, and in the subsequent sections, there were 
dozens of smaller changes that also impacted tax collections in varying ways.) 

***** 

FY 1990 Average General Fund Tax Revenues

Sales & Use Tax

48%

Property Tax

4%

Other

10%

Personal Income Tax

32%

Corporate Income Tax

6%

Sales - 48%

Income - 38%

Property - 4%

Other - 10%

Source: JLBC, TMC
 

Figure 2 
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By 1990, the share of sales taxes in the general fund had grown slightly, to 48% from 47% in 1980.  
Sales tax collections were the largest source of general fund taxes at roughly one-half and the retail sales tax rate 
had risen to 5%. 

Income taxes in 1990 had expanded to 38% of general fund taxes from 34% in 1980, while property 
taxes had declined from a six percent share to only four percent.  Similarly other taxes had dropped to ten 
percent from 13 percent in 1980. 

NOTABLE TAX LAW CHANGES BETWEEN 1990 AND 2000 

In 1990, the individual income tax rate structure was consolidated and altered.  The standard 
deduction was increased and new, qualified tax exemptions were established.  The ñwindfallò subtraction was 
eliminated and the other additions and subtractions from gross income were modified.  Inflation indexing of 
the exemptions, deductions, and tax brackets was eliminated. 

In 1990, the corporate income tax brackets and tax rates were replaced with a single 9.3% rate.  The 
subtractions from income for federal income and foreign taxes were eliminated. 

In 1991, the deductibility of the medical expenses from the individual income tax was gradually 
increased over several years to full deductibility from the individual income tax. 

In 1991, the double weighted sales factor was established for corporate income taxes of multi-state 
corporations. 

In 1992, a corporate income tax credit for qualified research and development tax credits was 
established. 

In 1992, the amount of the personal, dependent, and elderly individual income tax exemption were 
increased. 
 

In 1993, the maximum allowable income tax credit for research and development expenses was 
increased. 

In 1993, a subtraction from corporate income was established for alternative fuel vehicles and 
equipment. 

In 1994, the corporate income tax rate was reduced to 9% and separately, income tax credits for 
pollution control equipment and related construction materials were established.  Also, an income tax credit 
for certain corrective actions for an underground storage facility was established. 

In 1994, the corporate income tax subtraction for alternative fuel vehicles and equipment was replaced 
by a tax credit. 

In 1994 and 1995, individual income tax rates were reduced a combined total of approximately 20%.  
The standard deduction was increased and new, limited, personal and dependent tax credits were established.  
The share of income tax revenues shared with cities was increased. 
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In 1996, a corporate tax credit for increases in qualified employment in military re-use zones was 
established and a tax credit for certain qualifying retail business based on employment positions was 
established. 

 

In 1997, the income tax credits for alternative fuel vehicles and equipment were extended. 
 

In 1997, two K-12 education individual income tax credits were established for public school 
extracurricular activities and private school tuition. 

 

In 1998, individual income tax rates were reduced with the top marginal rate dropping to 5.17% from 
5.6% and the certain personal exemption amounts were increased.  The share of income tax revenues shared 
with cities was increased. 

 

In 1998, a corporate income tax credit for coal used in electrical generation was established. 
 

In 1998, the deductions and credits for alternative fuel vehicles and facilities were expanded. 
 

In 1998, the corporate income tax rate was reduced to 8% from 9% and the sales ñthrowbackò rules 
were modified. 

 

In 1998 and 1999, the family tax credit was increased and expanded and certain dependent 
exemptions were increased.  Individual income tax rates were reduced by a combined total of approximately 
2.5%. 

 

In 1999, the income tax credits for alternative fuel vehicles and stations were changed to a percentage 
of cost. 

 

In 1999, the corporate income tax rate was reduced to 7% from 8% and some corporate tax credits 
were eliminated.  

FY 2000 Average General Fund Tax Revenues

Property Tax

1%

Other

6%

Corporate Income Tax

8%

Personal Income Tax

35%

Sales & Use Tax

50%
Sales - 50%

Income - 43%

Property - 1%

Other - 6%

Source: JLBC, TMC
 

Figure 3 
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By 2000, the share of sales taxes in the state general fund had increased 50%, from 48% in 1990. 

Income taxes had grown to 43%, up from 38% ten years earlier.  The share of personal income taxes 
had increased to 35% from 32%, and the share of corporate income taxes had also grown to 8% from 6%.  
Over the decade from 1990 to 2000, property dropped to only one percent from four percent and other taxes 
declined to six percent from ten percent. 

NOTABLE TAX LAW CHANGES BETWEEN 2000 and 2010 

In 2000, the state transaction privilege (sales) tax rate was increased to 5.6% from 5%, but the 
increased amounts are not deposited into the state general fund, but rather dedicated and distributed for a 
variety of education related activities. 

In 2000, the limits on the amount of the two K-12 education individual income tax credits were 
increased. 

 
In 2000, the tax credits for the purchase of alternative fuel vehicles and related systems were expanded.  

Later, a moratorium was imposed on the income tax credits and ultimately, the tax credit program was 
eliminated. 

 
In 2000, a corporate income tax credit for employee technology skill training was established. 
 
In 2000, the voters approved an increase in the state sales tax rate (to 5.6% from 5% for retail 

purchases), for education related purposes, but the revenues from the increase are not deposited into the 
general fund. 

 
In 2001, the corporate income tax enterprise zone program was extended.   
 
In 2001, the individual income tax standard deduction was increased. 
 
In 2002, the deduction from corporate income tax purposes for certain stock dividends was 

eliminated. 
 
In 2004, the income tax credits for corrective action related to underground storage tanks was 

eliminated and the enterprise zone tax credits for employment were lengthened. 
 
In 2005, income tax credits were established for motion picture production in the state. 
 
In 2005, an optional enhanced sales factor formula for computing corporate income taxes was 

established.   
 
In 2005, the termination dates and renewal dates for military reuse zones were extended. 
 
In 2005, the individual income tax standard deduction was inflation indexed. 
 
In 2006, a corporate income tax credit for contributions to school tuition organizations was 

established with an annual cap. 
 
In 2006 and 2007, individual income tax rates were reduced by a combined total of 20%. 
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In 2007, the motion picture production tax incentive program was modified and credit limits for each 
production were increased. 

 
In 2008, the amount of the research and development tax credit against individual and corporate 

income taxes was expanded through 2018.  A minimum distribution amount was established for the amount 
of income taxes shared with cities. 

***** 

FY 2010 Average General Fund Tax Revenues

Property Tax

0%

Other

7%

Sales & Use Tax

56%

Personal Income Tax

30%

Corporate Income Tax

7%

Sales - 56%

Income - 37%

Property - 0%

Other - 7%

Source: JLBC, TMC

 

Figure 4 
 

In the decade between 2000 and 2010, sales taxes as a share of general fund tax revenues rose to 56% 
from 50%.  Total income taxes, personal and corporate, declined to 37% from 43%.  Personal income taxes as 
a share of the general fund tax revenues declined to 30% from 35% and the share of corporate income taxes 
remained also most the same.  Other taxes contributed 7% and property taxes were negligible. 

It is important to note that between 2000 and 2010 general fund tax revenues experienced 
significant volatility.  Tax revenues grew rapidly in the early years of the decade and then fell precipitously 
in the most recent fiscal years.  However, the 2010 allocations (actual the average of FYs 2009 and 2010) 
represent the current situation of the state general fund.  The significant volatility might argue for a 
different, more normalized comparison period but for the fact that 2010 is the current fiscal year and the 
point in time of this review.  It also remains to be determined in the recent tax revenue patterns will be an 
aberration or the ñnew normalò. 
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ARIZONAôS GENERAL FUND OPERATING SPENDING 

In 1980, the largest single category of the general fund operating spending was state support of the K-
12 education system representing 44% all of spending.  Overall education spending, K-12 plus universities, 
totaled 63% of general fund operating spending.  (While there is other education-related spending, including 
for community colleges, this review focuses on the K-12 and university portions of education spending.)  
Health and welfare spending ï Health Services and Economic Security ï was 16% of general fund spending.  
Corrections spending was 5% and general government (and all other) totaled 17%. 

FY 1980 Average General Fund Operating

K-12

44%

DHS

5%
DES

11%

Corrections

5%

Gen Gvt / Other

17%

AHCCCS

0%

Universities

18%

Education - 63%

H & W - 16%

Corrections - 5%

Gen. Gvt / Other - 17%

Source: JLBC, TMC
 

Figure 5 

 

NOTABLE OPERATING SPENDING CHANGES BETWEEN 1980 AND 1990 

 (Note: in addition to the changes listed here, and in the subsequent sections, there were 
dozens of statutory changes that also impacted spending in varying ways  Only the most 
fiscally significant have been listed here.) 

In 1980, the state adopted a new K-12 educational finance formula that established the general fund as 
the balancing source for local school district budgets.  The new formula substantially equalized per pupil 
operating spending across districts in the state and substantially equalized school district operating property tax 
rates across the state.  Consequently, the general fundôs obligation to K-12 funding became a function of 
overall authorized   K-12 budgets and the amount of revenue generated by the equalized school district 
operating tax rate, or ñqualifying tax rateò. 

In 1981, the state created the Arizona Health Care Cost Containment System (AHCCCS).  The new 
agency was the state approach to joining the federal Medicaid program. 

***** 
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FY 1990 Average General Fund Operating

K-12

37%

DHS

5%
DES

9%

Corrections

8%

Gen Gvt / Other

15%

Universities

16%

AHCCCS

10%

Education - 53%

H & W - 24%

Corrections - 8%

Gen. Gvt / Other - 15%

Source: JLBC, TMC

 

Figure 6 

By 1990, K-12 education as a share of total general fund spending had declined to 37% from 44% and 
all combined education spending was 53% down from 63%.  Over the same period, health and welfare 
spending increased to 24% from 16%.  Corrections spending increased to 8% from 5%, while general 
government / other spending decreased slightly to 15% from 17%. 

NOTABLE OPERATING SPENDING CHANGES BETWEEN 1990 AND 2000 

In 1996, voters approved a ballot initiative expanding health and welfare spending to be supported by 
revenues from the state lottery. 

Through the 1990s, litigation regarding the level and nature of state funding of behavioral health 
services significantly expanded the general fund operating spending for these services. 

Through the later 1990s, the state general fund provided an increasing share of the costs of providing 
long-term care for qualified older residents. 

Through much of the 1990s, litigation continued regarding the reliance of K-12 school districts on 
local property taxes to finance school building construction.  The resolution of the litigation ultimately 
involved the creation of the state school facilities board and transference of much of the costs associated with 
the construction and maintenance of K-12 school facilities to the general fund. 

***** 
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FY 2000 Average General Fund Operating

K-12

40%

DHS

4%

DES

7%Corrections

9%

Gen Gvt / Other

20%

AHCCCS

8%

Universities

12%

Education - 52%

H & W - 20%

Corrections - 9%

Gen. Gvt / Other - 20%

Source: JLBC, TMC

 

Figure 7 

In 2000, K-12 spending from the general fund increased to 40% from the 1990 level of 37%.  
Combined education spending remained largely unchanged from 1990 at 52%.  University spending declined, 
again, to 12% from 16%.  Health and welfare spending declined to 20% of total general fund operating 
spending from 24%.  Correction spending increased slightly to 9% of the general fund, while general 
government / other increased to 20% from 15%. 

NOTABLE OPERATING SPENDING CHANGES BETWEEN 2000 AND 2010 

In 2000, voters approved a referendum to increase education spending to be supported by an increase 
in the state sales tax.  Expenditures resulting from this action are in addition to the amounts expended from 
the general fund. 

In 2000, voters approved two initiatives that expanded health and welfare spending to be supported in 
part by monies to be received from the stateôs share of the master tobacco tax: and while some of the spending 
and all revenue are outside the general fund, the proposition established program requirements that require 
general fund spending. 

Through the early to mid 2000s, K-12 spending was expanded to cover local school district costs 
associated with all day kindergarten. 

***** 
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In 2010, K-12 education is budgeted at 45% of the general fund, up from 40% in 2000 and combined 
education spending also grew to 55% from 52% in 2000.  Health and welfare spending is budgeted to increase 
to 26% from 20%, while correctionsô share increased slightly to 10%.  General government is budgeted to 
decline to 9% from 20%. 

FY 2010 Average General Fund Operating

K-12

45%

DHS

5%
DES

8%

Corrections

10%

Gen Gvt / Other

9%
AHCCCS

13%

Universities

10%

Education - 55%

H & W - 26%

Corrections - 10%

Gen. Gvt / Other - 9%

Source: JLBC, TMC
 

Figure 8 

It is important to note, as mentioned earlier, that between 2000 and 2010 general fund tax revenues 
experienced significant volatility.  Tax revenues grew rapidly in the early years of the decade and then fell 
precipitously in the most recent fiscal years.  The changes in tax revenues have in turn forced changes in 
general fund operating spending, especially in the most recent two fiscal years.  However, the 2010 
allocations (actual the average of FYs 2009 and 2010) represent the current situation of the state general 
fund.  The significant volatility might argue for a different, more normalized comparison period but for the 
fact that 2010 is the current fiscal year and the point in time of this review.  It also remains to be 
determined in the recent tax revenue patterns and resulting operating spending patterns will be an 
aberration or the ñnew normalò. 
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              AN ALTERNATIVE HISTORY 
 

The preceding charts illustrate the significant changes in the allocation of general fund tax revenues 
and operating spending over the past 30 years.  These changes have occurred due to a vast number of 
individual policy decisions made by state lawmakers ï legislators and governors ï as well by voter initiatives. 

   

Often these decisions are necessarily considered within the narrow time frames of contemporaneous 
events at the time of the decision.  Examining the cumulative changes over a longer time frame reveals trends 
and patterns that are not as apparent in shorter time horizons.  

  
CHANGES IN THE ALLOCATION OF GENERAL FUND TAX REVENUES 
 

What would state general fund tax revenues in FY 2010 look like if the tax allocation made in 1980 
(technically the average of FYs 79, 80, and 81) and FY 1990 (technically the average of FYs 89, 90, and 91) 
were applied to 2010? 

 

Using the 1980 tax revenue allocation for the state general applied to the level of 2010 tax revenues, 
corporate income tax and property tax collections would be higher and individual income tax and sales tax 
collections would be lower.   

 

In fact, using the 1980 allocation of state general fund tax revenues, property taxes would represent 
almost three-quarters as much tax revenue as corporate income taxes.  Overall income tax revenues would be 
about 10% lower and be 3% lower share of general fund tax revenues.  Personal income tax revenues would be 
lower, while corporate income tax revenues would be higher. 

 

Over the thirty year period since 1980, the largest percentage change in state general fund revenues has 
been the virtual elimination of any property tax revenues.  More importantly, the shares attributable to the 
individual income tax and the sales tax have increased, while the share from the corporate income tax has 
decreased. 

 

Assuming there were no changes to total tax revenues for the general fund, the following amounts 
would have been collected in FY 2010, based on the percentage allocation in 1980. 

 
Calculation of FY 2010 General Fund Tax Revenues 

Based on General Fund Percentage Allocation in 1980 
 

Revenue Category 1980% 2010 Revised Amount 
Change from Actual 

2010 Amount 
% 

Change 
          

Sales & Use 48% $3,269,000,000 -$509,000,000 -13% 

Personal Income 25% $1,659,000,000 -$362,000,000 -18% 

Corporate Income 9% $575,000,000 $108,000,000 23% 

Subtotal Income 33% $2,234,000,000 -$254,000,000 -10% 
Property  6% $400,000,000 $382,000,000 2168% 

Other 13% $855,000,000 $381,000,000 80% 

Total GF Taxes 100% $6,759,000,000 $0 0% 

     
Source:TMC     
     

Table 1 
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FY 1980 Average General Fund Tax Revenues
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FY 2010 Average General Fund Tax Revenues
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Figure 9 

***** 
Again assuming there were no changes to total tax revenues for the general fund, the following 

amounts would have been collected in FY 2010, based on the percentage allocation in 1990. 
Using the 1990 tax revenue allocation for the state general applied to the level of 2010 tax 

revenues, again, property tax collections would be significantly higher.  Sales tax revenues would be 13% 
lower, declining to 48% of general fund tax revenues from 56%.  Overall income tax revenues would be 
about roughly the same as a general fund tax source.  Individual income tax collections would be higher and 
corporate income taxes lower. 

Calculation of FY 2010 General Fund Tax Revenues 
Based on General Fund Percentage Allocation in 1990 

 

Revenue Category 1990% 2010 Revised Amount 
Change from Actual 

2010 Amount 
% 

Change 
    0     

Sales & Use 48% $3,276,000,000 -$502,000,000 -13% 

Personal Income 32% $2,140,000,000 $119,000,000 6% 

Corporate Income 6% $387,000,000 -$80,000,000 -17% 

Subtotal Income 37% $2,527,000,000 $39,000,000 2% 

Property  4% $304,000,000 $286,000,000 1623% 

Other 10% $651,000,000 $177,000,000 37% 

Total GF Taxes 100% $6,759,000,000 $0 0% 

     
Source: TMC     

 

Table 2 
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Over the twenty year period since 1990, the largest percentage change in state general fund 
revenues was still the virtual elimination of any property tax revenues.  The share attributable to the sales 
tax has increased as has the share from corporate income taxes, while the share from the individual income 
tax has declined. 

 

FY 1990 Average General Fund Tax Revenues
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        Figure 10 

      ***** 

CHANGES IN THE ALLOCATION OF GENERAL FUND OPERATING SPENDING 

What would state general fund operating spending in FY 2010 look like if the spending allocation 
made in 1980 (technically the average of FYs 79, 80, and 81) and FY 1990 (technically the average of FYs 
89, 90, and 91) were applied to 2010?   

Using the 1980 allocations and the 2010 overall spending levels, overall education spending would 
increase by over $700 million, or roughly 15%, or to a 63% share from a 55% share of general fund 
operating spending.  More specifically, K-12 funding would increase only slightly, but university funding 
would increase by over $700 million, an increase of over three-quarters, or to an 18% share from a 10% 
share of general fund operating spending.   

On the other hand, health & welfare spending would decline over $900 million or over 40%, or to 
a 16% share from a 26% share of general fund operating spending.  The decline in health and welfare 
spending occurs in large part because AHCCCS, the stateôs version of Medicaid, was not enacted until later 
(at the time, Arizona counties were responsible for providing most indigent health care), although there 
would be reductions in DHS and DES spending as well.   

Correction spending would be lower as well by roughly one-half and general government / other 
spending would increase significantly.   

***** 
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Assuming there were no changes to total spending from the general fund, the following amounts 
would have been appropriated in FY 2010, based on the percentage allocation in 1980. 

 
 Calculation of FY 2010 General Fund Operating Budgets 

Based on General Fund Percentage Allocation in 1980 
 

Expenditure Category 1980% 2010 Revised Amount 
Change from Actual 

2010 Amount 
% 

Change 
          

K-12 45% $4,076,000,000 $23,000,000 1% 

Universities 18% $1,653,000,000 $733,000,000 80% 

Education Subtotal 63% $5,729,000,000 $756,000,000 15% 
AHCCCS 0% $0 -$1,183,000,000 -100% 

DHS 5% $432,000,000 -$64,000,000 -13% 

DES 11% $974,000,000 $289,000,000 42% 

Health & Welfare Subtotal 16% $1,406,000,000 -$958,000,000 -41% 
Corrections 5% $419,000,000 -$484,000,000 -54% 

Gen Gvt / Other 17% $1,516,000,000 $685,000,000 82% 

Total GF Operating 100% $9,070,000,000 $0 0% 
     
Source: TMC     
 
       Table 3     
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FY 2010 Average General Fund Operating
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Over the thirty year period since 1980, the correction share of general fund operating spending had 
the largest percentage increase followed by health and welfare and the largest percentage decline has been in 
university funding.  Although corrections had a larger percentage change, the actual dollar amount shift in 
spending is much greater toward health and welfare. 
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Again assuming there were no changes to total spending from the general fund, the following 
amounts would have been appropriated in FY 2010, based on the percentage allocation in 1990. 

Calculation of FY 2010 General Fund Operating Budgets 
Based on General Fund Percentage Allocation in 1990 

 

Expenditure Category 1990% 2010 Revised Amount 
Change from Actual 

2010 Amount 
% 

Change 
    0     

K-12 37% $3,396,000,000 -$657,000,000 -16% 

Universities 16% $1,446,000,000 $526,000,000 57% 

Education Subtotal 53% $4,842,000,000 -$131,000,000 -3% 
AHCCCS 10% $876,000,000 -$307,000,000 -26% 

DHS 5% $411,000,000 -$85,000,000 -17% 

DES 9% $826,000,000 $141,000,000 21% 

Health & Welfare Subtotal 23% $2,113,000,000 -$251,000,000 -11% 
Corrections 8% $718,000,000 -$185,000,000 -20% 

Gen Gvt / Other 15% $1,397,000,000 $566,000,000 68% 

Total GF Operating 100% $9,070,000,000 $0 0% 
     
Source:  TMC 
 
      Table 4     
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FY 2010 Average General Fund Operating
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Using the 1990 allocations and the 2010 overall spending levels, overall education would be almost unchanged.  
However, K-12 funding would be lower by over $600 million or over 15%, to a 37% share from a 45% share of general fund 
operating spending, while university funding would increase by over $500 million or by over half, to a 16% share from a 
10% share of general fund operating spending.   

Health & welfare spending would decline over $200 million or over 10%, to a 24% share from a 26% share of 
general fund operating spending.  Both AHCCCS and DHS would decline while DES spending would increase.   

Correction spending would be lower as well by roughly by one-fifth, or about $180 million, to an 8% share from a 
10% share of general fund operating spending and general government / other spending would increase significantly. 

Over the twenty year period since 1990, the largest percentage increase has been in AHCCCS and the largest 
percentage decline has been in university funding.  The combined shifts toward AHCCCS, DHS, corrections, and K-12 have 
been offset by allocation from general government and universities.   

***** 

            CONCLUSION 

In the thirty years since 1980, the allocation of state tax revenues in the general fund has changed significantly.  
These changes are the result of a myriad of individual tax changes made by state lawmakers, as delineated in the prior pages.   
The largest percentage change in state general fund revenues has been the virtual elimination of any state property tax 
revenues.  More importantly, the shares attributable to the individual income tax and the sales tax have increased, while the 
share from the corporate income tax has declined. 

In other words, if the state general fund derived its tax collections in the same proportions as it did in 1980, 
personal income taxes would be lower, and sales taxes would be lower.  On the other hand, corporate income taxes would 
be higher.   

Over the thirty year period since 1980, the allocation of operating spending supported by the general fund has also 
changed significantly.  These changes are the result of policy choices made by state lawmakers, voter initiatives, and judicial 
decisions, as delineated in the prior pages.  The largest percentage increase in operating spending has been in corrections 
followed by health and welfare spending and the largest percentage decline has been in university funding.  Although 
corrections had a larger percentage change, the actual dollar amount shift in spending is much greater toward health and 
welfare. 

In other words, if the state spent its general fund for operating budgets in the same proportions as it did in 1980, 
support of health and welfare spending would be significantly lower, while the share allocated to the universities would be 
significantly higher. 

Finally, the changes in the general fund tax revenues and operating spending since 1980 reflect hundreds, if not 
thousands, of separate  policy decisions by Arizonaôs state lawmakers, voters, and judges.  Hopefully, looking back  at these 
changes in a time of unprecedented fiscal challenges may provide a useful foundation for future discussions of the possible 
ways forward for the State.  
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General Fund Tax Revenue Allocations 1980 through 2010 
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General Fund Operating Spending Allocations 1980 through 2010 
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FY 2000 Average General Fund Operating
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 The Fiscal Shape of the American States 
Trends and Issues in State Budgeting in the 21st Century 

 
 This report looks at trends in fiscal activity for the fifty U.S. states over the last thirty years.  The report is 
comprised of three sections.  In the first section, we examine trends in state and local expenditures.  We find, as 
already been well documented elsewhere, that expenditures have grown as a percentage of personal income.  This 
growth has favored state governments at the expense of local governments.  We also report on the rising employee 
retirement liabilities, an expense often overlooked in political discussions about the size of government. In our 
second section, we review trends in state and local revenues.  Dramatic changes in revenue streams have occurred 
over the last thirty years, causing property tax revenues to be supplanted by user fees and new fiscal innovations, 
often involving fiscal chicanery, with the end result that fiscal policy has become less transparent to voters. Finally, 
in the third section, we examine the origins of some of these trends.  Specifically, we review how fiscal institutions, 
such as tax and expenditure limits, supermajority limits, balanced budget amendments, and rainy day funds, have 
affected fiscal outcomes in the American states. 

 
SECTION 1: STATE AND LOCAL GOVERNMENT EXPENDITURES 
 
 In this section we review trends in state and local government expenditures over the last thirty years. We 
first consider the growth rate in expenditures by state and local governments vis-à-vis the federal government.  We 
will also show that Arizonaôs state and local government growth rate is higher than national trendlines.  We then 
turn to a discussion of the balance of expenditures between state and local governments and detail the rise of 
special districts, assessment districts and other new forms of local sub-government.   Finally, we review the changes 
that have occurred in spending across functional categories for state and local governments.  We make particular 
note of the rising costs of public pensions and retiree healthcare.  All estimates provided herein are in constant 
dollars.  
 
Per-capita Expenditures 
 
 Figure 1 presents per-capita direct general expenditures nationwide and in the state of Arizona. As shown in 
this figure, general expenditures per-capita have increased in constant dollars.  Whereas, nationwide, state and 
local governments spent only $3,345 per person in 1977 (a little over twenty one percent of the median income), 
they now spend over $7,000 per person (over 31 percent of the median income).  In the late 1980s through 1990, 
Arizona spent more per-capita than nationwide average for per-capita state and local spending.  This trend ended 
in 1991.  Currently, Arizona spends $1,306 less per person than the nationwide average. 
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Figure 1: State and Local Expenditures Per-Capita, Arizona and Nationwide 

 
Expenditure Growth Rates: State, Local, and Federal Governments 
 

 With only a few exceptions, growth rates for all governments have been positive over the last thirty years, 
even after adjusting for inflation.  Noticeably in Figure 2, expenditure growth rates have fluctuated cyclically with 
the economy.  In the 1970s, growth of federal, state, and local expenditures followed very similar patterns: growth 
rates dropped in the early seventies, peaked in 1975, and then fell together with the oil crisis of the late seventies. 
Local governments experienced the slowest growth of all types of government from the mid seventies to mid 
eighties, experiencing something rarely seen in American government, negative growth rates between 1979 and 
1981.   
  
 
 
 
 
 
 
 
 
 
 
 
 
 

 

Figure 2: Expenditure Growth Rates of Federal, State, and Local Governments 
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From the mid eighties through the year 2000, however, both state and local government expenditure growth rates 
far exceeded that of the federal government.   Whereas the federal governmentôs average growth rate was only 
1.0% per year during the decade of the 1990s, state and local expenditures grew by more than three times that 
rate, averaging, 3.7% and 3.0% respectively.  State and local growth rates were even higher in Arizona, where the 
average growth rate for the state government was 4.5% and local expenditure growth was 3.3%.  Federal 
government expenditure growth rates changed with the election of the Bush administration and the events of 
September 11, 2001, where-after the federal government growth rate far exceeded that of state and local 
governments through at least 2005. 
 
 
 
 
 
 
 

 

 

 

 

 

 

 

 

 

Figure 3: Expenditure Growth Rates of Federal, State, and Local Governments 

 Figure 3 compares Arizonaôs state and local government expenditure growth rate to state and local 
governments nationwide.  Not only did Arizona have a higher than average growth rate, but in fact it had the 
highest average growth rate of any state over the last thirty years, followed by Florida and Nevada.  Each of these 
states had average growth rates of over 5% over the last thirty years.  It should be noted, however that these states 
have also experienced substantial population growth during these decades. Accounting for population, Arizona 
actually has the 9th lowest per-capita expenditure growth rates among states.  By, contrast North and South 
Carolina experienced the largest average growth in their per-capita state and local expenditures. Each of these 
states has experienced an average growth of over 3% in terms of per-capita expenditures adjusted for inflation over 
the last thirty years. North and South Carolina are also two of the top three states, accompanied by Ohio, with the 
largest growth rates relative to increases in state personal income in the last thirty years.  
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Who Controls? State Versus Local Governments 
 
 Total local government general expenditures have historically surpassed state general expenditures, though 
this trend appears to be ending.  In 1970, 63% of all general expenditures were by local governments. Today this 
margin has decreased to 57%.  Forty-four of the fifty US states have moved in the direction of more state spending 
in the last thirty years.  This trend holds in the state of Arizona, where local governments accounted for 67% of all 
general expenditures in 1977 compared to 59% in 2006.   It is important to note that these calculations exclude 
non-general expenditures, namely those for utilities, liquor stores, and, most importantly, employee retirement.   
Including these non-general expenditures would show that balance between local and state spending has shifted 
even more significantly towards state governments in the last thirty years. 
 
 The state with the largest reliance on local expenditures is Nevada, followed closely by California. Today 
66% of all state and local general expenditures are spent by local governments in Nevada.  By contrast, Hawaii is 
the state that most relies on state government expenditures. Today, 81% of all state and local expenditures are 
spent by the state government in Hawaii.  
 
Local Governments and the Rise of Special Districts and Special Assessments 
  
 Though local governments appear to be in decline relative to state governments, it is noteworthy that 
spending as reported by the Bureau of the Census for local government often hides spending by special districts, 
business improvement districts, maintenance assessment districts, among others, whose revenue and the associated 
uses are not always reported as such by local governments.  There are four major categories of local governments: 
counties, municipalities and townships, school districts, and special districts.   Whereas municipalities and 
townships appear to be on the decline as a proportion of total local government expenditures nationwide, 
expenditures by special districts and counties are on the rise.  However, neither of these nationwide trends is 
evident in the state of Arizona 
  
 The mix of local governments utilized varies significantly across states.  In general, Eastern states rely 
primarily on municipal and township governments. For the last thirty years, municipal and township expenditures 
have comprised approximately 60% of all local expenditures in Eastern states. This is a significant difference from 
all other regions of the country where municipal and township expenditures have historically comprised 20 to 
30% of all local expenditures.  In contrast, county governments are relatively more important in Southern states 
than in other regions of the country.  On average, 30% of Southern state and local expenditures are by county 
governments.  Arizona is typical of Western states, with the largest share of local expenditures coming from school 
districts, followed by municipalities.    
  
 Figure 4 displays shares of total local government spending in the U.S. by who controls the spending.  
Figure 5 provides the same graphic for the state of Arizona.  As noted previously, the greatest change within local 
governments nationwide over the last thirty years is the decline of expenditures by municipalities and townships. 
Municipalities and townships comprised 36 percent of all local government expenditures in 1977 and only 32 
percent of local government expenditures in 2006.   This trend, however, does not hold for the state of Arizona.  
Over our time series, municipal spending has actually jumped in Arizona, from 25% to 33% of all local 
government spending. 
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Nationwide, we have also seen the ascendancy of special districts. According to the latest census data 
available, the number of special districts has increased from 25,987 in 1977 to 37,381 in 2007 (these do not 
include assessment districts, business improvement districts and the like).  Special district expenditures now make 
up 11.6% of all local general expenditures nationwide, up from 7.2% in 2002 and 5.3% in 1977.  Special districts 
now serve many public service functions once provided by municipalities, such as fire protection, park 
maintenance, rubbish collection, lighting and so on.     
  
 This fiscal innovation has not yet been widely employed in the state of Arizona.  Currently, as far as we can 
tell from compiled data sources, special districts comprise less than 2% of local government expenditures.  Indeed, 
Arizona ranks 40th among the states in number of local governments.  Arizona had only 645 local governments 
(301 special district governments) as of October 2007.  In comparison, Washington, a state with a very similar 
population size, has 1,845 local governments and 1,229 special districts.   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

Figure 4: Share of Total Local Direct General Expenditures by type of Local Government Nationwide 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Figure 5: Share of Total Local Direct General Expenditures by type of Local Government in Arizona 
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State and Local Spending: Trends by Spending Category 
  
 This section explores state and local spending trends by functional category.  As we show in this section, not 
all categories of spending have grown at the same rate.  Figure 6 shows several of the major trends of state and 
local government spending by functional category.  Each category will be discussed in turn.  In what follows we 
will compare these national trends to trends in the state of Arizona (in Fig. 7) 
 
 
 
 
 
 
 
 
 
 

 

 

 

 

Figure 6: Cumulative State and Local Government Expenditures by Functional Category 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Figure 7: Cumulative State and Local Government Expenditures by Functional Category for the State of Arizona 
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Education 
 
 Figure 6 shows that the largest functional category of state and local spending, education, has experienced 
relatively less growth in the last thirty years compared to most other functional categories.  Indeed, average 
elementary and secondary education expenditures are on the decline as a proportion of all state and local general 
expenditures. Whereas 1977 expenditures on elementary and secondary education comprised more than 26% of 
all general state and local expenditures, this figure has fallen to 22% nationally.  Arizona has experienced a similar 
decline, though the magnitude of spending as a share of general revenues is far larger than nationwide estimates.  
Arizona spent 45% of its general expenditures on education in 1977 compared to only 33% today.  

 
Declines in education as a proportion of all direct general expenditures are explained in part by a relative 

decline in the number of school age children as a fraction of the population.1  Nationwide, the percentage of 
school-age children of the total population was 29% in 1970 compared to 20% today.  Similarly, in Arizona, 
school-age children comprised 31% of the population in 1970 but only 21% today.  The decrease in the 
proportional number of school age children explains, in part, the decreased spending on education as a 
proportion of general expenditures. 

 
When education expenditures are calculated on a per-child basis, with school-age children defined as 

those aged 5-19, a noticeable upturn in state and local expenditures on elementary and secondary education over 
the last thirty years becomes evident. The increase is strongest in the Eastern states, the region that has seen the 
largest relative decline in the population of school-age children.  In 1977, the average Eastern state spent $4,000 
(2006 dollars) per child on elementary and secondary education. In 2006, by contrast, this figure is now closer to 
$10,000 per child.  Arizonaôs gains in spending per-child is just as striking.  Arizona spent $6,765 per child in 
1977 compared to $9,061 per child in 2006. 

 
  
 
 
 
 
 
 
 
 
 
 
 
 
 

Figure 8: Average State and Local Expenditures per Child on Elementary and Secondary Education, By Region 

 
Often, political debates center on whether state and local governments spend too much or too little on 

education today.  Some people argue that schools are fraught with waste and that spending and learning are 
unrelated.  People on the other side of the issue bemoan overcrowded classrooms, crumbling buildings and out 

                                                 
1
 A decline in the proportion of students in the population, however, does not explain the relative decrease in state and local 

expenditures for higher education.   Expenditures on higher education have decreased from 9.5% to 7.7% of all general 

expenditures from 1977 to 2006.  This latter trend is surprising given increases in university enrollment and tuition costs 

(Callan 2002.) 
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of date textbooks.  What is missing from this debate, however, is the biggest financial crisis in the education 
system, the looming costs of teacher pension and retiree health care.  The question is not are we spending the 
right amount, but rather are we spending our money on the things related to education or has our education 
system just become another very large pension and healthcare plan?  

 
While state programs cover most public school employee pensions, many school districts supplement 

these benefits with their own retirement plan. Currently, very little is known about these school district liabilities 
for pensions and retiree healthcare coverage. While several studies are currently underway, one by Pew and 
another by the National Center for Education Statistics, to date we have no reliable estimate of these costs 
nationwide.  The best estimates we have, based on only a subsection of school districts, are not promising.  The 
state of California, for example, has found that school districts across the state have a retiree healthcare liability of 
at least $15.9 billion.  Most startlingly, this estimate accounts for only half of the 1,036 Californian school districts 
(McNeil 2008).   Los Angeles schools alone are estimated to have an unfunded health-care liability of $10 billion.   

 
Given these estimates, and limited data availability, it is impossible to know the amount per pupil that is 

currently, and in the future will be, spent on retiree benefits nationwide by American school-districts.  As noted by 
Michael Podgursky, a leading expert on teacher-retirement issues, "These benefits are sucking dollars from the 
classroom" (McNeil 2008).  Arizonaôs outlook, in this respect, is rosier than the rest of the country.  According to 
the latest census data, no Arizona school districts have independent public pension funds.   
 
Highways 
  

Another functional category noticeably in decline as a share of total general state and local spending is 
highways.  In 1977, highway expenditures accounted for 8.5% of all state and local general expenditures 
nationwide.   Today this percentage has fallen to 5.4%. The fall is even more dramatic considering that highways 
expenditures were once 20% of all state expenditures (Garrett and Wagner 2004). 
  

The decline in highway spending is most noticeable in Southern and Western states. In 1977, the average 
Western state spent more than twice as much on highways than all health and public safety related expenditures 
combined. Today, the average Western state spends less on highways than on either health or public safety 
individually. Arizona is a good example of this trend, 10% of state and local general expenditures were allocated to 
highways in 1977 compared to only 7% today. 
 There is substantial evidence that declining expenditures on highways has damaged public infrastructure.  
The 2006 report of the Federal Highway Administration of the US Department of Transportation reveals several 
substantial problems.  For example, of the nearly 600,000 bridges across the US, the Department of 
Transportation classified 13.1%, over 70,000 bridges, as structurally deficient.  This list included the I-35W  
bridge in Minneapolis  that collapsed in 2007, killing 13 people and injuring 145.  An additional 13.9% of all 
bridges were classified as functionally obsolete. (Federal Highway Administration 2006). Arizonaôs 
bridges have so-far fared better in reviews by the Federal Highway Administration.  Only 1.5% (33 total) 
bridges were classified as structurally deficient in the administrationôs last report. 
 

Roadways have received similarly low grades nationwide.  In the same report, the Department of 
Transportation classified less than half (44.2%) of all travel on roads for which data are available occurred on 
pavements with "good" ride quality.  Fifteen percent of travel occurred on surfaces that the department considered 
unacceptable.  As noted in the report, ñPoor road surfaces impose costs on the traveling public in the form of 
increased wear and tear on vehicle suspensions and tires, delays associated with vehicles slowing to avoid potholes, 
and crashes resulting from unexpected changes in surface conditions.ò  Specifically, the Federal Highway 
Administration estimates that outdated and substandard road and bridge design, pavement conditions, and safety 
features are factors in 30% of all fatal highway accidents. (Federal Highway Administration 2006). 
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The Department of Transportation has also identified congestion as a major problem facing todayôs 
highways.  The typical duration of congested travel conditions in urbanized areas is currently 6.6 hours per day, up 
from 5.9 hours per day in 1995.  The department estimates that the average driver commuting during hours of 
peak traffic would be stuck in traffic for the equivalent of more than 45 hours per year. Congestion problems will 
be particularly problematic in the future if funding is kept at a level where only maintenance, as opposed to 
improvements, is feasible.  

 
Similar congestion problems have been reported in Arizona.  For example, the annual Urban Mobility 

report by the Texas Transportation Institute suggests that the percentage of travel during peak hours that occurs in 
congested conditions in Phoenix is currently 68%, up from 43% in 1982.  This report also estimates that 
congestion costs a peak-hour commuter an additional $1,034 per year.  The traffic problem is similar in Tucson.  
Only 29% of peak vehicle-mile travel was congested in 1982, compared to 61% now.  The average Tucson peak-
hour commuter spends an additional $923 per year as a result of traffic. 
 
Welfare 
  

Another major shift in state and local government expenditure over the last thirty years is in the category 
of welfare.   Welfare herein is defined as any cash payment made directly to an individual contingent upon their 
need.  This includes expenditures associated with federal programs such as supplemental security income (SSI), 
temporary assistance for needy families (TANF) (previously Aid to Families with Dependent Children), and the 
Medical Assistance Program (Medicaid).  In 1977, welfare spending comprised 12.6% of all state and local general 
expenditures.  This category of spending has risen as a proportion of all general expenditures to 17.5%.   This 
growth has been even more substantial in Arizona.  Arizona only spent 4.3% of general expenditures on welfare in 
1977, compared to 17% today. 

 
It is important to reconcile two diverging trends within the category of welfare spending. This divergence 

is between the growth of Medicaid and the decline of cash assistance programs. A study by the Institute for 
Federalism and Intergovernmental Relations puts these trends into perspective (Marton and Wildasin 2007A). 
This report shows that annual Medicaid expenditures as a share of annual state total expenditures increased from 
10% to 16% from 1988 to 2003. In contrast, annual cash welfare expenditures (such as those from TANF or SSI) 
decreased from 1.9% of total state expenditures to 1.2% of total state expenditures in that same time frame.  

 
 Additional research suggests that the diverging trends are explained in part by differences in 

intergovernmental funding for these programs. Prior to the 1996 welfare reforms, both Medicaid and cash 
assistance programs were funded with open ended matching grants by the federal government. Since 1996, 
however, matching funding for cash assistance was replaced with a system of federal block grants.  It is argued that 
this change in funding has prompted states to substitute cash assistance for medical assistance.  For example, 
Marton and Wildasin (2007B) argue that, because TANF benefits are no longer subsidized by the federal 
government on the margin, states have an incentive to increase matched Medicaid spending instead of the 
unmatched TANF program. (Marton and Wildasin 2007B).  In addition to differences in funding sources, 
increasing Medicaid expenditures are also the result of increasing health costs, the topic to which we now turn. 
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Health and Hospitals 
   
 Despite the present rhetoric on the subject, according to census figures, state and local spending on health 
and hospital-related expenditures has remained relatively constant over the last thirty years.  This is a surprising 
finding given increases in medical care costs.  Spending on health and hospitals accounted for 8.4% of all state 
and local general expenditures across the U.S. in 1977 compared to 8.5% today according to the most recent 
estimates available.  The census definition for expenditures on health and hospitals includes government 
expenditures on hospitals and expenditures for general health activities, categorical health activities and programs, 
health-related inspections, community health care programs, regulation of air and water quality, rabies and animal 
control, and ambulance and emergency medical services. 
  

These no-growth estimates can be explained in part by the fact that the census estimates encapsulate only 
a small proportion of all health-related expenditures by state and local governments.  Most notably, these estimates 
exclude Medicaid expenditures as well as health-related expenditures for state employees, public university 
students, and the incarcerated.   From 1998 through 2003 the National Association for Budget Officers (NASBO) 
provided a report that compiled all direct personal health expenditures.   NASBO totaled the amount that state 
governments spent on everything related to public health. The growth of direct personal health expenditures in 
the five years of this study is significant.  In 1998 health related expenditures comprised 27.1% of total state 
spending.  In fiscal year 2003, this figure grew to 31.5% of state spending (NASBO reports on public health 
expenditures 1998, 2003). 
 
 Even including all health related expenditures, state and local payments towards healthcare pale in 
comparison to the expanding payments by private individuals and the federal government.  Figure 9 puts growth 
in government health and hospital spending into perspective.  Figure 9 uses data from the United States 
Department of Health and Human Services to show the relative growth of health expenditures by the federal 
government, state and local governments, and non-government sources.  Non-government health expenditure 
refers to all health-related expenditures by private health insurance companies as well as out-of-pocket expenses by 
individuals.    As is immediately evident in Figure 9, the growth of state and local expenditures on health is small 
compared to private and federal expenditure growth. 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 

 

Figure 9: Health Expenditures by Source Nationwide 
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The National Health Statistics Group has compiled state-by-state statistics on health-care related 

expenditures. Their measurement includes all spending for privately and publicly funded personal health care 
services and products (hospital care, physician services, nursing home care, prescription drugs, etc.).  Arizona 
stands out in their ranking.  As of 2004, Arizona had the second lowest health-care expenses per-capita, 
outspending only the state of Utah.  They estimate that Arizonans spend $4,103 per person on healthcare 
expenditures. In comparison, public and private health care spending in Massachusetts totals $6,683.   
 
Public Safety 
 
 Another important functional category of state and local expenditures is public safety.  As shown in Figure 
10, spending for public safety is on the rise.   Police funding grew most rapidly in the mid-70s through the 1990s.   
Declining crime rates in the nineties seem to have led to a plateau in the new millennium. These trends are very 
similar in the state of Arizona (Figure 11) 
  

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Figure 10: Total State and Local Expenditures on Public Safety Nationwide 

 
 

 

 
 
 
 
 
 
 
 
 
 

 
 
 
 

Figure 11: Total State and Local Expenditures on Public Safety in Arizona 
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