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Preface

Arizonadés hall mark hdesdabwhystbehat aawkbewerhnndcandual s to
As the statebs Centenni al approaches, it i ance iofmgcanontica n t t
opportunities, has resulted in dramatic growth in Arizona over the past century and that population increase has placed
increasing strain on the stateb6s aging infrastr uoflivingr e. T
in Arizona, the st at edssbe firiven byragobusthbusimessrenvironrsentrdepangeantton amiedudated
work force, sufficient public services, and an equitable tax system.

The nationb6s f i nanc iyarhpactd Avinohauby reduting sax revergie which, @ aunmnt impacts public
education, public safety, law enforcement, transportation, and other vital services traditionally provided by the glhvernment.
has also impact nearly every state and communibe ination. 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 therjwaltéic and p
sectors balance the appropriate role of governmenbuiding needed services to the public while evaluating the potential need
to realign the statebs fiscal and tax policies.

The Fiscal Shape of the American Staldw first half of this repotboks at trends in fiscal activity over the last 30 f@ars

the 50 U.S. states. It assesses the most important factors that have driven government spending and the success of measures
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. Mc C
government finance. McCubbins holds a Ph.D. in ecariinom Caltech and is a Professor of Law at the University of
California, San Diego and @urector of the USQ Caltech Center for the Study of Law and Politics. Ellen Moule, Graduate
Student, University of California San Diego Department of Politi & is a cauthor of the study.

Understandi ng Ar iizlberothér ey purpase af this fieport is  prgvide policy makers, leaders across the
state, citizens, and the media with. aTtsiod irdep wrbtj eicd iivret eame
current state fiscal condition in a national a n dublédinst or i ¢
that time and is now more than 6.5 million, and many leaders and citizeresaate Arizona. Yet knowledge of history can

help us make better decisions for the future.

Hi storian Davi d @& natidvfchat fotgetsoits gast can furicteon no Metter than an individual. with akimesia a d
Adenauer, the Chancellorof Geae ny after t he tr agedy Histdry iswe sumdotaMé the tHings thate mi
could have been avéided. e ader s and citizens would be wise to heed the
for our future. This report pvidesthat essentiglerspective.

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 workingfisnatestsues more tha Pears

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 regardlesstisin 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 agualf century a
when he Letasnotseeletde Republican answer or thiecarswer, but the right answer. Let us not seek to fix the blame for
the past. Let us accept our own responsibility for the fu

President Kennedy was correct and we believe the purpose of Governing Arizona is consistent with this chatlemgestrom t
as we build for the future. We believe this report makes a constructive contribution to this effort in providing theeknowledg
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 Arizonaods F

EXECUTIVE SUMMARY

Much has changed in Arizona over the past thirty years. The sources of tax revenue to the state gener
changed and the uses of those monies for operating budgets hale chiamghdrages in the general fund reflect
hundreds, if not thousands, of separate pohawcy de
as the state fageprecedented fiscal challenges, may provide a usefol fotmeatizcussions 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 si
The largest percentage change in state general fund revdraugsthakdimeindtion of any property tax revenues.
More importantly the shares attributable to the individual income tax and the sales tax have increased, while th
the corporate income tax has declined.

Over the thirty year period sincethi88argest percentage increase in operating spending has been in corre
followed by health and welfare and the largest percentage decline has been in university funding. Although cc
a larger percentage change, the actual dolktitinmosipénding is much gaatethealth and welfare.

INTRODUCTION

The State of Arizona is faciagime of unparatlied economichallenges. Over the last year, the State
has been forced to revise and reduce authorized expenditures on muisionscas 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 an
realzed revenues was less predictable.

The continuing debate surrounding these ongoing budget revisions has occasioned much discussion of
Ari zonabs overal/l fiscal situation. Many of thes
the curreat circumstances and many have proposed approaches to preventtoeremce of such events in
the future. Advocates from all sectors of the political landscape had used the situation as justification for their

preferred publ i c e pooskervatves hdive ardued that tha solations lieSndower government
spending and a lower, more business friendly tax environment. Some liberals have argued that higher taxe:
and government programs iintended twers. sAimost all @ftthee n  t

di scussions have referenced what Arizona fiought t
averages, or theoretical treatises.

Further mor e, the outl ook for t he wihgafdr atfemst f i s c
several years. Consequently, the misalignment of authorized spending levels from the general fund and the
expected future tax revenues is not a $bort phenomenon likely to naturally remedy itself.

The purpose of this review is to kgarimarily 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. Spessallitex highway user taxes, flow to
speci al funds |l i ke the highway wuser revenue fund,
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 efghblic discussion).



It is worth noting, although not directly relevant to this review a t Arizonabs cur
between authorized expenditures and tax collections is one among the largest, on a percentage basis, of al
state.Furthermore, muchof the spending from the general fund has been mandated byapmteved
initiatives and referenda and thereby largely beyond from legislative modification, making the challenges ever
greater.

The goal of this review is to provide some stiightrd nformation about how the operating
expenditure and tax patterns of the state of Arizona, as reflected in its general fund, have changed since 198C
Looking at changes of the 30 year period may provide some useful perspective on the trends and patterns o
the stateds tax and spending practices. The peri
cyclical economic patterns, bridges multiple gubernatorial administrations, and spans many multiple two year
legislative terms. This hist@ligerspective may providdéoundation for future discussions of the possible
ways forward for the State.

Many things have happened in Arizona since 19¢
2.7 million to just under an estimated 7 milliohhat growth represents an increase of over 4 million people
a more than doubling of the st aistudtbatspydop evénathréeo n .
peoplewho come to Arizona two leave, that means that 12 million people have dnigtat@rizona 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 anetik mme.

METHODOLOGY

This review was undertaken based on information from published materials, both printediraad on
previously produced by the Joint Legislative Budget Committee of the Arizona Legislature and the Arizona
Department of Revenue thrdugid-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 ar
the authors and should in no way reflect in these orgianza

Tax and expenditure information was assembled for each decenniall@8&; 1990, 2000, and
2010. I n each instance (except 2010) , the fAdec:
calculated using data for three years were aviethgegkar 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 avera
reduces the impact of any anomalous one year amount or event. For 2010, only 2009wsect 20/H0aged.

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.



ARI ZONAO®GS GENHEARREVENUBSD

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%. TI
sales tax contributed slighless than orealf of all general fund tax revenues.

FY 1980 Average General Fund Tax Revenu

Sales & Use Tax
47%

Sales - 47%
Income - 34%
Property - 6%
Other - 13%

Other
13%

Personal Income Tax
25%

Property Tax
6%

Corporate Income Tax
9%

Source: JLBC, TMC

Figure 1

Incometaxes 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 taxese pr esent ed about thirteen percent of
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 fitation.

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.



In 1982, the corporate income tax was again amefthto 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% tc
5%. The increase was initialed intended to be a tempocagase.

I n 1987, a Awindfall o subtraction from the ir
Arizona income liabilities resulting from conformance to the federal tax code.
I n 1987, ffenterprise zones o xweditsevereestablishddfos hed a

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.

I n 1989, the indivadual sulbhtcomet itarx viavs nldi mi t e
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 &x changes listed here, and in the subsequent sections, there were
dozens of smaller changes that also impacted tax collections in varying ways.)

*kkkk

FY 1990 Average General Fund Tax Revenuu

Sales & Use Tax
48%

Sales - 48%
Income - 38%
Property - 4%
Other - 10%

Other
10%

Personal Income Tax
32%

Property Tax
4%

Corporate Income Tax
6%

Source: JLBC, TMC

Figure 2



By 1990, the share of sales taxes in the general fund had grown teligB8gfrom 47% in 1980.
Sales tax collections were the largest source of general fundrtaxgdyabndnalf 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 taxegpegdtarien
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 werehestablis The fAwindfalloo
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 anchtag were replaced with a single 9.3% rate. The
subtractions from income for federal income and foreign taxes were eliminated.

In 1991, thededudibility of the medical expenses from the individual income tax was gradually
increased over several yeafslt deductibility from the individual income tax.

In 1991, the double weighted sales factor was established for corporate income taxetatd multi
corporations.

In 1992, a corporate income tax credit for qualified research and development tawasedits
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 froeprporate 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 estabidhedan 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, indidual 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 establishec
The share of income tax revenues shared with cities was increased.



In 1996, a corporate tax credit for increases in qualified employment in militaeyza@nes was
established and a tax credit for certain qualifying retail business based on employment positions was
established.

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

In 1997, twoK-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 wittofhenarginal rate dropping to 5.17% from
5.6% and the certain personal exemption amounts were increased. The share of income tax revenues share
with cities was increased.

In 1998, a corporate income tax credit for coal used in electrical generatistabiished.
In 1998, the deductions and credits for alternative fuel vehicles and facilities were expanded.

I n 1998, the corporate income tax rate was r e
were modified.

In 1998 and 1999, the family xtacredit 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 weed ¢thanpercentage
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 Revenus

Sales & Use Tax
50%

Sales - 50%
Income - 43%
Property - 1%
Other - 6%

Other
6%

Property Tax

1%
Personal Income Tax
35%

Corporate Income Tax
8%

Source: JLBC, TMC

Figure 3



By 2000, the share of sales taxes in the state general fundréasked 50%, from 48% 1990.
Income taxes had grown48%, up from 38% ten years earliefhe share of personimcome 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 tcsixpercent from ten grcent.

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 distrédbuted for

variety of education related activities.

In 2000, the limits on the amount of the tw12 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 increadbdrstate sales tax rate (to 5.6% from 5% for retalil
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 storagasanks
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 iagkemas
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 contributionghodal tuition organizations was
established with an annual cap.

In 2006 and 2007, individual income tax rates were reduced by a combined total of 20%.



In 2007, the motion picture production tax incentive program was modified and credit limitshfor eac
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 wiities.

*kkkk

FY 2010 Average General Fund Tax Revenur

Sales & Use Tax
56%

Sales - 56%
Income - 37%
Property - 0%
Other - 7%

Other
7%

Property Tax
0% Personal Income Tax
30%

Corporate Income Tax
7%

Source: JLBC, TMC

Figure 4

In the decade between 2000 and 2010, sales taxdsaas af general fund tax revenues rose to 56%
from 50%. Total income taxes, personal and corporate, declined to 37%36nP&rsonal income taxes as
a share of the general fund tax revenues declined to 30% from 35% and the share of corporatedscome tax
remained also most the san@ther taxes contributed 7% and property taxes were negligible.

It s important to note that between 2000 and 2010 general fund tax revenues experienced
significant volatility. Tax revenues grew rapidly in the early yeatscodecade 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. [t also remains to be determined in the recent tax revenue patterns will be an
aberration or the Anew nor mal o.



ARIZONAGS GENERAL FUND OPERATI NG SPENDI NG

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 speh@liptyskiniversities
totaled 8% of general fund operating spendir{gvhile there is other educatioelated spending, including
for community colleges, this review focuses orKth2 and university portions of education spending.)
Health and welfare spendiiigHealth Services ancc&omic Security was 16% of general fund spending.
Corrections spending was 5% and general government (and all other) totaled 17%.

FY 1980 Average General Fund Operatini

Education - 63%
H&W -16%
Corrections - 5%

Gen. Gvt / Other - 17%

K-12
44%

Universities
18%

AHCCCS
0%

Gen Gvt / Other
17%

Corrections 5%
5%

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 impacteshding in varying ways Only th@aost
fiscally significanhave been listed here.)

In 1980, the state adopted a né2 educational finance formula that established the general fund as
the balancing source for local school district budgets. The newldasabstantially equalized per pupil
operating spending across districts in the state and substantially equalized school district operating property ta:

rates across the state. C o n Kdazjfundimytbecgme atfunotiaf g e ner
overall authorized K-12 budgets and the amount of revenue generated by the equalized school district
operating tax rate, or fAqualifying tax rateo.

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

*kkkk



FY 1990 Average General Fund Operatin

Education - 53%

K-12 H& W -24%
37% Corrections - 8%
Gen. Gvt / Other - 15%
Universities
16%
AHCCCS

10%

Gen Gvt / Other
15%

H 0,
Corrections DES 5%

8% 9%

Source: JLBC, TMC

Figure 6

By 190, K12 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 actreas8% from 5%, while general
government / other spending decreased slightly to 15% from 17%.

NOTABLE OPERATING SPENDING CHANGES BETWEEN 1990 AND 2000

In 1996, votesapproved 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 1930)the state geral fund provided an increasing share of the costs of providing
longterm care for qualified older residents.

Through much of the 1990s, litigation continued regarding the relian€gd 2fschool districts on
local property taxes to finance school bogdconstruction. The resolution of the litigation ultimately
involved the creation of the state school facilities board and transference of much of the costs associated witt
the construction and maintenancekei2 school facilities to the general fund.

*kkkk
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FY 2000 Average General Fund Operatin

Education - 52%

K-12 H& W -20%
40% Corrections - 9%
Gen. Gvt / Other - 20%
Universities

12%

AHCCCS
8%

Gen Gvt / Other
20%

Corrections %
9%

Source: JLBC, TMC

Figure 7

In 2000, K12 spending from the general fund increased to 4@¥ 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 genegbdtaiohg
spendingfrom 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, votes approved a referendum to increase education spending tpgmeted 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, votesapproved two initiatives that expanded health and welfare spending to be supported in
pat by monies to be received f r oandwhile some df thd spediding s h ar
and all revenue are outside the general fund, the proposition established program requirements that require
general fund spending.

Through the earlyo mid 2000sK-12 spending was expanded to cover local school district costs
associated with all day kindergarten.

*kkkk

11



In 2010, K12 education is budgeted &4 of the general fundip from 4®% in 2000 and combined
education spendinglso grewat55% from52%in 2000. Health and welfare spending is budgeted to increase
to 26% from 2%, while correctios s har e i nc rl@ma Gengral gdvermgnbnt ik pudgeted to
decline t09% from 20%.

FY 2010 Average General Fund Operatin

Education - 55%

K-12 H& W - 26%
45%

Corrections - 10%
Gen. Gvt / Other - 9%

Universities
10%

Gen Gvt / Other

9% AHCCCS

13%

Corrections
10%
DES DHS
8% 5%
Source: JLBC, TMC
Figure 8

It [s important to note, as mentioned earlier, that between 2000 and 2010 general fund tax revenues
experienced significant latility. 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 receat fiscal years. However, the 2010
allocations (actual the average of FYs 2009 and 2010) represanirthst 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 fAnew nor mal o.
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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
individual policy deisions made by state lawmakdegislators and governdras 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 cumul&iiveyes 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 allowdi®in 1980

(technically the average of FYs 79, 80, and 81) and FY 1990 (technically the average of FYs 89, 90, and 9.
were applied to 2010?

Using the 1980 tax revenadocationfor the state general applied to tlee/of 2010 tax revenues,

corporateincome 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 efate general funthx revenuegyroperty taxes would represent
almost threguarters as uth tax revenue as corporate income tae®rall income tax revenues would be
about 10% loweand be 3% lower share gdneral fund tarevenues. Personal income tax revenues would be
lower, while corporate income tax revenues would be higher.

Over the thirty year period since 1980, the largestentagehange in state general fund revenues has
been the virtual elimination of any property tax revenues. More impqrthatishares attributable to the

individual income tax and the sales tax haveeasad, while the share from the corporate income tax has
deceased

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

Calculdion of FY 2010 General Fund Tax Revenues
Based on General Fund Percentage Allocation in 1980

Change from Actual %

Revenue Category 1980% 2010 Revised Amount 2010 Amount Change
Sales & Use 48% $3,269,000,00( $509,000,00C 13%
Personal Income 25% $1,659,000,00( $362,000,00C 18%
Corporate Income 9% $575,000,00C $108,000,00C 23%
Subtotal Income 33% $2,234,000,00C $254,000,00C -10%
Property 6% $400,000,00C $382,000,00C 2168%
Other 13% $855,000,00C $381,000,00C 80%
Total GF Taxes 100% $6,759,000,00( $0 0%

Source:TMC

Table 1 13



FY 1980 Average General Fund Tax Revenu FY 2010 Average General Fund Tax Revenu

Sales & Use Tax
4%

Sales & Use Tax
56%

Other

Other
13%
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Personal | Income Tax
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Property Tax
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Figure 9
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Again assuming there were no cleantptotal 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 revenuw®/ocationfor the state general applied to tfeve/of 2010 tax
revenues, agn, property tax collections would significantlyhigher. Sales taevenuesvould bel3%
lower, declining to 48% of general fund tax revenues from 5B%grall income tax revenues would be

about roughly the same as a general fund tax séodieidual income tax collections wouldiigher and
corporate income taxes lower.

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

Change from Actual %
Revenue Category 1990% 2010 Revised Amount 2010 Amount Change
0
Sales & Use 48% $3,276,000,00( $502,000,00C 13%
Personal Income 32% $2,140,000,00( $119,000,00C 6%
Corporate Income 6% $387,000,00C $80,000,000 A7%
Subtotal Income 37% $2,527,000,00C $39,000,000 2%
Property 4% $304,000,00C $286,000,00C 1623%
Other 10% $651,000,00C $177,000,00C 37%
Total GFTaxes 100% $6,759,000,00( $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
revenuesvasstill the virtual elimination of any property tax revenues. The share altlibtitahe 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 Revenu FY 2010 Average General Fund Tax Revenu

Other
10%

Other
7%

Property Tax
Personal Income Tax 0%

Property Tax
4%

Corporate Income Tax
%

Corporate Income Tax
6%

Figue 10
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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 199@l(yetttenmverage of FYs
89, 90, and 91) were applied to 2010?

Using the 198M/locationsand the 2010 overall spendifaye/soverall education spending would
increase by over $700 million, or roughly 1%#%to a 63% share from a 55% share of genenal f
operating spending More specifically,-K2 funding would increasanly slightly but university funding
would increase by over $700 million, an increase of ovemthagers 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 oveord@o
a 16% share from a 26% share of general fund operating sperfdiegdecline in health and welfare
spending occurs in | ar ge ergicapftMedica@Edvas nos enactadlGtiCl&le8, t h e
(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 loghity onénalf and general government / other
spending would increase significantly.

*kkkk
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Assuming there were no changegotal spending from the general fund, the following amounts
would have been appropriated in FY 2010, based on the percdotagma in 1980.

Calculation of FY 2010 General Fur@perating Budgets

Based on General Fund Percentage Allocation in 1980

Change from Actual

%

Expenditure Category 1980% 2010 Revised Amount 2010 Amount Change
K12 45% $4,076,000,00( $23,000,000 1%
Universities 18% $1,653,000,00( $733,000,00C 80%
Education Subtotal 63% $5,729,000,00C $756,000,000 15%
AHCCCS 0% $0 $1,183,000,00C  -100%
DHS 5% $432,000,00C $64,000,000 13%
DES 11% $974,000,00C $289,000,00C 42%
Health & Welfare Subtotal 16% $1,406,000,00C $958,000,000 41%
Corrections 5% $419,000,00C $484,000,00C 54%
Gen Gvt / Other 17% $1,516,000,00( $635,000,000 82%
Total GF Operating 100% $9,070,000,00C $0 0%

Source: TMC

Table 3

K-12
4%

Gen Gvt / Other
17%

DES
11%

FY 1980 Average General Fund Operatin

AHCCCS
0%

FY 2010 Average General Fund Operatin

Figure 11

Over the thirty year period since 1980, ¢baection share of general fund operating spending had

thelargest percentage increase followed by health and welfare and the largest percentage decline has been in

university finding. Although corrections had a largercentagbange, the actual dollamounshift in

spending is much greatewardhealth and welfare.
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Again assuming there were no change®ttd spending from the general fund, the following
amounts wouldhave 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

Change from Actual %
Expenditure Category 1990% 2010 Revised Amount 2010 Amount Change
0
K12 37% $3,396,000,00( $657,000,00C -16%
Universities 16% $1,446,000,00( $526,000,00C 57%
Education Subtotal 53% $4,842,000,00C $131,000,00C 3%
AHCCCS 10% $876,000,00C $307,000,00C 26%
DHS 5% $411,000,00C $85,000,000 17%
DES 9% $826,000,00C $141,000,00C 21%
Health & Welfare Subttal 23% $2,113,000,00C $251,000,00C 11%
Corrections 8% $718,000,00C -$185,000,00C 20%
Gen Gvt / Other 15% $1,397,000,00( $566,000,00C 68%
Total GF Operating 100% $9,070,000,00C $0 0%
Source: TMC
Table 4

FY 1990 Average General Fund Operatin

Educ:
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K-12 H&W-24%
[

37% orr

AHCCCS
10%

Gen Gt / Other
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FY 2010 Average General Fund Operatin

K-12
45%

Gen Gvt / Other

9% 13%
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Using the 199Qa//ocationsand the 2010 overall spendivegye/s overall education would be almost unchanged.
HoweverK-12 funding would be lower by over $600iomil or over 15%to a 37% share from a 45% share of general fund
operating spendingyhile university funding would increase by over $500 million or by ovetohalfl6% share from a
10% share of general fund operating spending

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

Correction spending would be lower as well by roughly Hyftbner about $180 millionto an 8% share from a
10% share of general fund operating spenaimgeneral government / other spending would increase significantly.

Over the twenty year period since 1990, the lapgpgsentagaecreasehas beerin AHCCCS and the largest
percentadecline has been in university fundinthe combined shifts toward AHCCCS, DHS, corrections,kah® have
been offset by allocation from general government and universities.

*kkkk

CONCLUSION

In the thirty years sincE980, the allocation of state tax revenues in the general fund has changed significant
These changes are the result of a myriad of individual tax changes made by state lawmakers, as delineated in the prio
The largest percentage change inestgneral fund revenues has been the virtual elimination of any state property te
revenues. More importantthe shares attributable to the individual income tax and the sales tax have increased, while
share from the corporate income tax has detline

In other words, if the state general fund derived its tax collections in the same proportions as it did in 19
personal income taxes wolld /ower, and sales taxes would/bger On the other hand, corporate income taxes would
be higher.

Over thethirty year period since 1980, thibocation of operating spending supported by the general fund has alsc
changed significantly. These changes are the result of policy choices made by state lawmakers, voter initiatiaks, and
decisions, as deliad in the prior pages. The largest percentage incregserating spending has been in corrections
followed by health and welfare spending and the largest percentage decline has been in university funding. Alth
corrections had a larger percentelgange, the actual dollar amount shift in spending is much greatadhealth and
welfare.

In other wordsif the state spent its general fund for operating budgets in the same proportions as it did in 1980,
support of health and welfare spendivauldbesignificantlyower, while the share allocated to the universitiegld be
significantlyfigher

Finally, the changes ihe generafund taxrevenueand operatingpendingsincel980reflect hundreds, if not
thousands, of separapwlicy decisionsy Ar i z o n a 6 svoters, and pidgéstmpefulls, bokingsackat these
change# a time of unprecedented fiscal challenges may provide a useful foundation for future discussions of the possi
ways forward for the State.
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General Fundlax Revenudllocations 1980 through 2010

ISource: JLBC, TMC
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General Fund Operating Spending Allocations 1980 through 2010
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The Fiscabhape of the American States
Trends andsues fRateBudgeting in the*Xentury

This report looks at trends in fiscal activity for the fifty U.S. states over thértgsgehrs. 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. T
growth has favored state governments at the expense of local governments. We also report on the rising employe
retirement liabilities, an expense often overlooked in political discussions about the size of government. In our
second section, we review trem 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 innovatior
often involving fiscal chicanery, with the end resultftbedl 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 anndgetments, and rainy daydis,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 mnsider the growth rate in expenditures by state and local governméwits this federal government. We
wi || al so show that Arizonabés state and | ocal gove
turn to a discussion of the batanof expenditures between state and local governments and detail the rise of
special districts, assessment districts and other new forms of lgoadesnoment.  Finally, we review the changes
that have occurred in spending across functional catefgorgtate 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.

Percapita Expenditures

Figure 1 presents peapita direct general expetudés nationwide and in the state of Arizona. As shown in
this figure, general expendituresqagita have increased in constant dollars. Whereas, nationwide, state and
local governments spent only $3,345 per person in 1977 (a little over twenty enegbéhe 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 peapita than nationwide average forqagita 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 1State and Local Expenditures-Bapita, Arizona and Nationwide

Expenditure Growth Rates: State, Local, and Federal Governments

With only a few xceptions, 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 fedstate, 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 typesrofrgmt from the mid seventies to mid
eighties, experiencing something rarely seen in American government, negative growth rates between 1979 an
1981.

1970 1975 1980 1985 Y1 990 1995 2000 2005
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R
o

Federal Government == === State Government
Local Government

Figure 2Expenditure Growth Rates of Federal, State, and Local Governments
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Fromthe mid eighties through the year 2000, however, both state and local government expenditure growth rates
far exceeded that of the federal government . Wh
1.0% per year during the decade of tB80k, 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 tt
average growth rate for the state government was 4.5% and local @ep@ndivth was 3.3%. Federal
government expenditure growth rates changed with the election of the Bush administration and the events of
September 11, 2001, whafeer the federal government growth rate far exceeded that of state and local
governments tlmugh at least 2005.
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FHgure3: Expenditure Growth Rates of Federal, State, and Local Governments

Figure 3 compares Arizonabs state and | ocal go
governments nationwide. Not only did Arizdrave 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 the
states had average growth rates of over 5% over the last thirty ybatdd litesnoted, however that these states
have also experienced substantial population growth during these decades. Accounting for population, Arizona
actually has the™lowestpercapita expenditure growth rates among states. By, contrast North &imd Sou
Carolina experienced the largest average growth in theapier state and locakpendituresEach of these
states has experienced an average growth of over 3% in termespitgpexpenditures adjusted for inflation over
the last thirty years. b 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? Statéersus Local Governments

Total lochgovernment general expenditures have historically surpassed state general expenditures, thougt
this trend appears to be ending. In 1970, 63% of all general expenditures were by local governments. Today thi
margin has decreased to 57%. Hony 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 imptotaote that these calculations exclude
nongeneral expenditures, hamely those for utilities, liquor stores, and, most importantly, employee retirement.
Including these nogeneral expenditures would show that balance between local and state bpsnshiifted
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 spkrtabgovernments in Nevada. By contrast, Hawaii is
the state that most relies on state government expenditures. Today, 81% of all state and local expenditures ar
spent by the state government in Hawaii.

Local Governments and the Rise of Speciati€istand 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
businesgmprovement districts, maintenance assessment districts, among others, whose revenue and the associate
uses are not always reported as such by local governments. There are four major categories of local governmer
counties, municipalities and townsjpschool 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. Howeler,afiditese nationwide trends is
evident in the state of Arizona

The mix of local governments utilized varies significantly across states. In general, Eastern states rel
primarily on municipal and township governments. For the last thirty yearsjpaband township expenditures
have comprised approximately 60% of all local expenditures in Eastern states. This is a significant difference fron
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 typioAMWestern 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 thersa 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 percérall 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 Z&%o tof all local
government spending.
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Nationwide, we have also seen the ascendancy of special districts. According to the latest census dat
available, the number of special districts has increased from 25,987 in 1977 to 37,381 in 2007 (ttese do n
include assessment districts, business improvement districts and the like). Special district expenditures now mak
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 réee 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. Indeec
Arizona ranks 40th among the states in number of local governments. Arizona had only 645 local governments
(301 special district governments) a®atober 2007. In comparison, Washington, a state with a very similar
population size, has 1,845 local governments and 1,229 special districts.
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Figure SShare 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, no
all categories of spending havewn 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 statdzdrfsr (in Fig7)
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Figure 8Cumulative State and Local Government Expenditures by Functional Category
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Eduation

Figure 6 shows that the largest functional category of state and local spending, education, has experience
relatively less growth in the last thirty years compared to most other functional categories. Indeed, average
elementary and secondary edion 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% o
all general state and local expenditures, this figure has da¥eotnationally. Arizona has experienced a similar
decline, though the magnitude of spending as a share of general revenues is far larger than nationwide estimate
Arizona spent 45% of its general expenditures on education in 1977 compared to aolga33%

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 poptlatationwide, the percentage of
schoolge children of theotal population was 29% in 1970 compared to 20% today. Similarly, in Arizona,
schoolge 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 decrgaeeding on education as a
proportion of general expenditures.

When education expenditures are calculated on -ahpidrbasis, with scheayje children defined as
those aged-B9, a noticeable upturn in state and local expenditures on elementary antigeeducation over
the last thirty years becomes evident. The increase is strongest in the Eastern states, the region that has seen
largest relative decline in the population of schgelchildren. 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 chil d. Adahild s guet @ striking.a Arinosa spent $67p5%epercchiltiig  p €
1977 compared to $9,061 pdiild in 2006.
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Figure 8Average 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 clasguoablisig 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
expendituresor 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 enroithteition costs
(Callan 2002.)
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of date textbooks. What is missing from this debategeter, 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 th
right amount, but rather are we spending our money on the things related to educatsnoor 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, veryisitkteown about these school district liabilities
for pensions and retiree healthcare coverage. While several studies are currently underway, one by Pew ar
another by the National Center for Education Statistics, to date we have no reliable estimat afsthe
nationwide. The best estimates we have, based on only a subsection of school districts, are not promising. Th
state of California, for example, has found that school districts across the state have a retiree healthcare liability o
at least $19 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 unfundedrbdaitility of $10 billion.

Given these estimates, aidiled 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 Americarlisttiod. As noted by
Michael Podgursky, a leading expert on teaetimmentissues, "These benefits are sucking dollars from the
classroom{! Mc Ne i | 2008) . Ari zonabs outl ook, in this res
the latest census data, no Arizona school districts have independent public pedsion fu

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 pmntage has fallen to 5.4%. The fall is even more dramatic considering that highways
expenditures were once 20% of all state expendiGae®t and Wagnez004).

The decline in highway spending is most noticeable in Southern and Western sta#®s. thel®verage
Western state spent more than twice as much on highways than all health and public safety related expenditure
combined. Today, the average Western state spends less on highways than on either health or public safef
individually. Arizonas 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 rport 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 bridgesruasusdlly deficient. This list included the-35W
bridge in Minneapolighat collapsed in 2007, killing 13 peopled injuring 145. An additional 13.9%6 all
bridges were classified as functionally obsolete. (Federal Highway Administration 20@n Arb s
bridges have dar fared better in reviews by the Feddiglhway Administration. Only 1.5% (33 total)
bridges were classified as structurally deficient i

Roadways have received similarly low grades nationwidéhe 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 depasitenet

unacceptable. As noted in the report, iPoor road
increased wear and tear on vehicle suspensions and tires, delays associated with vehicles slowing to avoid potho
and crashes resul ng from unexpected changes in surface ci

Administration estimates that outdated and substandard road and bridge design, pavement conditions, and safety
features are factors in 30% of all fatal highway acsid€eteral Highway Administration 2006)
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The Department of Transportation has also iden
highways. The typical duration of congested travel conditions in urbanized areas is currently 6.6 houis per day
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 problematia the future if funding is kept at a level where only maintenance, as opposed to
improvementsisfeasible.

Similar congestion problems have been reported in Arizona. For example, the annual Urban Mobility
report by the Texas Transportation Institutggests 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 pdatur commuter an additional $1,034 per year. The trafiblem is similar in Tucson.

Only 29% of peak vehiataile travel was congested in 1982, compared to 61% now. The average Tueson peak
hour commuter spends an additional $923 per year as a result of traffic.

Welfare

Another major shift in state anddal 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 progrhnas 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 statgemaddbcal
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 ir
1977, compared to 17%day.

It is important to reconcilevo 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 Intergovernmentald@ionsputs these trends into perspective (Marton and Wildasin 2007A).
This report shows that annual Medicaid expenditures as a share of anntatbsependitures increased from
10% to 16% from 1988 to 2003. In contrast, annual easfare expentlires (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
intergovenmental 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 199¢
however, matching funding for cash assistance was repithicedystem of federal block grants. It is argued that
this change in funding has prompted states to substitute cash assistance for medical assistance. For examp
Marton and Wildasin (2007B) argue that, because TANF benefits are no longer subgidiredederal
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 expendituresas® 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 healtt
and hospitatelated expenditurdsas 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 197 &mmhio 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 healtarabpirdgeams,
healthrelated inspections, community health care programs, regulation of air and water quality, rabies and animal
control, and ambulance and emergency medical services.

These narowth estimates can be explained in part by the fachthaehsus estimates encapsulate only
a small proportion of all healtblated expenditures by state and local governments. Most notably, these estimates
exclude Medicaid expenditures as well as heldted expenditures for state employees, public rsibyve
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 evemgthirelated 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 31.58tatef 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 federmhguatveFigure 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, statand local governments, and mApovernment sources. Ngavernment health expenditure
refers to all healttelated expenditures by private health insurance companies as weifjpsahat expenses by
individuals. As is immediately evident in Fidrthe growth of state and local expenditures on health is small
compared to private and federal expenditure growth.
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Figure 3ealth ExpenditubySource Nationwide
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The National Health Statistics Group has compiled syatmite statistics on healitare related
expenditures. Their measurement includes@hding for privately and publicly funded personal health care
services and products (hospital care, physician services, nursing home care, prescription drugs, etc.). Arizor
stands out in their ranking. As of 2004, Arizona had the second lowestchealttixpenses pmapita,
outspending only the state of Utah. They estimate that Arizonans $4dQ8 per person on healthcare
expenditures. In comparison, public and pevealth 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 grevapidistin the mieZ0s 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 10Total State and Local panditures on Public Safety Nationwide

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