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Highlights

The median state forecast for 2003 real gross domes-
tic product growth is 2.7 percent, followed by 4.1 per-
cent growth in 2004.

Slow upward movement in the other key economic
variables such as retail sales, employment, wage and
salaries, personal income and corporate profits, is ex-
pected throughout this year and into the next.

Revenue collections in 2002 were lower than origi-
nally estimated. Therefore, at least half of the states
have been forced to reduce fiscal 2003 expenditures.

States were too pessimistic in forecasting the national
economy in 2002. However, they were too optimistic
in forecasting many of the state level variables that
most directly affect state budgets.

Increased TANF, Medicaid and prison population
caseloads over 2002 also hurt state budgets. If such
caseloads decrease as expected, states could see some
fiscal relief.

Full economic recovery is expected in 2004, rather
than 2003.

Sizeable deficits for the current and upcoming fiscal
year plague almost every state in the union.
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State Fiscal Brief

Introduction

This is the Rockefeller Institute of Government’s
eighth annual survey of key economic and caseload as-
sumptions underlying state budgets. The forecasts de-
scribed below generally were used by states to develop
the fiscal year 2003-04 budgets that governors released
in January 2003 or thereafter. Most states developed
their forecasts between October 2002 and May 2003.
(For more on forecasts and this survey, see the Technical
Notes box.)

State budget officers use revenue and spending
forecasts to project future financial outlooks. These fore-
casts, in turn, rely on economic assumptions and case-
load projections. For example, a state may use
projections of retail sales to help forecast sales tax reve-
nues, or projections of the prison population to help fore-
cast corrections expenditures. Such measures are critical
because they help states determine whether or not to en-
act a tax cut or increase spending — as was the case in
the late-1990s — or, increase taxes and decrease spend-
ing — as is the case currently and most likely for fiscal
year 2004.

In the majority of our previous surveys, states un-
derestimated the strength of economic growth. Most
public and private forecasters also failed to accurately
predict the conditions resulting from the soaring state
market and dot.com boom in the late-‘90s. This huge in-
crease in national wealth and income had a very positive

impact on state budgets. Many states would end their
fiscal years with large surpluses as the economy outper-
formed their predictions. As a result, they were able to
simultaneously increase spending, cut taxes and build
up their financial reserves, or “rainy-day funds,” to very
high levels.

However, by 2001, the fiscal landscape had
changed. As the economy began its downturn, state
governments — many of which had already based their
budgets on forecasts made during the height of the fi-
nancial boom — experienced a reversal of fortune as
the recession set in. While the recession did not have a
dramatic effect on the 2001 fiscal year, it did pose chal-
lenges for forecasters and governors for subsequent
budgets. Economic growth for 2001 was nearly
non-existent, and some measures, like corporate profits,
declined significantly. Economic growth returned in
2002, though the growth was rather sluggish and some
lagging factors like employment were still declining.
The 2002 fiscal year was little short of a disaster for
most state governments, as revenues fell well short of
projections.

Last year, states were very conservative in their
forecasts, anticipating a slow recovery. When we pre-
pared our report on last year’s survey, it seemed that the
pattern of the late-‘90s might be returning and that
states had been too conservative, since private forecast-
ers were raising there projections for the national econ-
omy. However, in this case, the states ended up being
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pretty close to correct: the initial recovery in 2002 was
sluggish.

By late 2002 and early 2003, as states prepared and
enacted their budgets, the expectation was that the econ-
omy trend up toward normal non-recessionary growth
rates. This time, however, private forecasters have mod-
erated their projections for the economy in 2003, post-
poning full recovery until 2004. States may end up
having overshot the mark slightly for 2003, at least as far
as their projections of the economy goes.

States’ Forecasts of
the National Economy

The median state forecast called for economic
growth to be a bit stronger in 2003 than it was in 2002,
followed by a return to strong growth in 2004. Using real
gross domestic product (GDP), the broadest measure of
the national economy to compare state projections, we
can see this trend. The latest estimate of real GDP
growth in 2002 was 2.4 percent.l The median state fore-
cast for 2003 GDP growth is 2.7 percent, followed by 4.1
percent growth in 2004.

This same upward movement is predicted for other
key national variables. Employment declined by 1.1 per-
cent in 2002; the states median prediction for 2003 was
0.7 percent growth in 2002, and 2.1 percent growth in
2003. Retail sales grew by 3.1 percent in 2002; the me-
dian projection for 2003 was 3.6 percent and for 2004 is
5.3 percent. Corporate profits declined by 0.7 percent in

2002, and the median state projections are strong
growth rates of 12.6 and 12.5 percent in 2003 and 2004
respectively.2 (See Table 1 for state-by-state and me-
dian forecasts of key national economic variables, and
Figure 1 for selected variables.)

States’ Forecasts of
Their Own Economies

The national and state economies generally oper-
ate in tandem, with the states usually mirroring national
fiscal patterns. The median state estimate of employ-
ment declined by 0.5 percent in 2002, and the median
state prediction was for a 0.8 percent increase in 2003,
followed by an increase of 1.9 percent in 2004. Retail
sales, personal income, and wages and salaries all fol-
low the same pattern: slow growth in 2002, a projection
of stronger growth in 2003, followed by even stronger
growth in 2004. Relatively few states make capital
gains forecasts, which showed a median estimated de-
cline of 23.5 percent in 2002; yet, those states that did,
expect another decline of 6.2 percent in 2003, and then
an increase of 8.5 percent in 2004. (See Table 2 and Fig-
ure 2.)

Figure 3 shows the regional pattern in state em-
ployment growth forecasts for 2003. New England and
the Mid-Atlantic states are predicting only weak em-
ployment growth, well under the national median pro-
jection of 0.8 percent, while the Great Lakes states are
projecting a decline in employment. Meanwhile, the Far

Figure 2
State Economies Also Expected to Recover Through 2003 and 2004
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Table 1. Forecasts of National Economic Variables
year-over-year percentage change (except unemployment rate)
Real GDP Nominal GDP Employment Retail Sales Personal Income
2003 2004 2003 2004 2003 2004 2003 2004 2003 2004
National M edian 2.7 4.1 4.7 6.3 0.7 2.1 3.6 5.3 4.2 5.8
New England
Connecticut 2.7 3.9 43 6.3 0.0 1.7 — — 4.0 5.6
Maine — — — — — — — — — —
Massachusetts 2.6 3.5 — — 0.7 2.0 — — — _
Rhode Island — — — — — — — — — —
Vermont — — 4.0 32 1.0 2.9 5.3 45 1.7 2.6
Mid-Atlantic
Delaware 2.7 43 44 6.3 0.2 1.9 — — 4.1 54
Maryland 2.5 35 — — 0.7 2.0 — — 33 4.7
New York 2.4 33 4.0 5.3 0.6 1.7 2.4 3.1 47 53
Pennsylvania 3.1 47 5.1 7.1 0.8 3.1 3.6 6.4 5.0 6.5
Great Lakes
Indiana 2.5 3.4 3.8 5.0 — — — — 3.9 4.8
Michigan 24 3.7 43 5.9 — — — - _ o
Ohio 2.8 3.6 45 5.6 — — — — 42 5.5
Wisconsin 3.1 47 52 72 0.7 2.6 3.6 6.4 5.0 6.5
Plains
Towa 2.8 — — — — — — — 2.7 —
Kansas 2.6 42 43 6.1 0.3 1.7 26 4.0 3.8 49
Nebraska 2.7 43 5.2° 6.0° 0.2 1.9 3.5° 5.3 4.7 5.6°
North Dakota 2.4 3.5 — — 0.4 1.8 — — 1.5 2.7
South Dakota 3.0 4.6 49 6.6 0.4 2.3 4.0 5.8 47 6.0
Southeast
Alabama 3.0 46 49 6.6 0.4 2.3 4.0 5.8 47 6.0
Arkansas 2.7 3.7 4.8 6.5 — — — — — —
Florida 2.9 4.6 49 6.7 0.3 2.3 4.0 5.9 47 6.1
Georgia 2.8 4.1 3.6 6.3 0.9 12 — — 42 5.9
Kentucky 3.1 4.7 52 72 0.7 2.6 3.6 6.4 5.0 6.5
Mississippi 2.6 4.1 4.7 6.6 — — — — 42 5.9
North Carolina 45 3.7 5.0 7.1 25 1.9 — — 6.4 6.0
South Carolina 1.7 — 29 — 1.1 — — — 4.0 —
Tennessee 3.1 4.7 52 7.2 0.7 2.6 — — 5.0 6.5
Virginia 32 3.9 5.7 6.0 1.1 2.0 — - 47 52
West Virginia 2.6 4.1 47 6.6 0.9 2.5 46 6.1 42 5.9
Southwest
Arizona 2.9 4.5 — — — — — — — —
Oklahoma 2.6 42 47 6.6 0.9 2.5 0.6 1.0 42 5.9
Texas 2.7 43 44 6.3 0.2 1.9 2.9 48 4.1 5.4
Rocky Mountain
Colorado 25 3.7 44 6.1 0.6 2.1 4.0 438 34 47
Idaho 2.9 45 5.0 7.1 0.8 2.5 — — 47 6.4
Utah 3.0 4.6 — — 0.4 2.3 32 438 47 6.0
Far West
California 0.9 2.1 3.1 4.8 4.1 5.4
Hawaii 2.8 3.2 4.6 52 — — — — — —
Washington 3.0 4.6 49 6.6 0.4 2.3 4.0 5.8 47 6.0
4 Fiscal Studies Program
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Table 1. Forecasts of National Economic Variables (Continued)
year-over-year percentage change (except Unemployment Rate)

Unemployment

Wage and Salary Corporate Profits Inflation (CPI-U) Rate

2003 2004 2003 2004 2003 2004 2003 2004

National Median 4.2 6.3 12.6 12.5 23 24 6.0 54
New England
Connecticut — — — — 2.1 2.4 5.9 5.6
Maine — — — — 2.5 2.5 — —
Massachusetts — — 8.6 12.4 2.0 2.1 6.2 5.7
Rhode Island — — — — 2.5 2.5 — —
Vermont — — — — 2.3 2.3 5.6 5.4
Mid-Atlantic
Delaware 3.5 53 13.3 20.2 2.3 1.6 5.9 5.4
Maryland — — 8.5' 12.6' 1.9 2.1 6.2 5.7
New York 4.5 6.0 8.5 14.7% 2.4 2.5 5.8 5.4
Pennsylvania — — 6.1 32 23 24 6.2 5.3
Great Lakes
Indiana — — — — 1.3 1.5 — —
Michigan — — — — 2.6 2.7 6.1 5.6
Ohio — — 10.2 9.6 2.0 2.3 5.8 5.4
Wisconsin — — 15.0 16.5 2.3 2.4 — —
Plains
Towa — — — — 22 — 5.8 —
Kansas 32 4.8 — — 2.5 2.7 5.8 6.0
Nebraska 4.4 5.8° 8.3° 42} 0.5 0.5 5.8 5.9
North Dakota — — 2.3 9.7 2.1 2.0 6.2 5.7
South Dakota 4.2 6.4 15.8 14.0 2.1 1.9 6.1 53
Southeast
Alabama 4.2 6.4 15.8 14.0 2.1 1.9 6.1 53
Arkansas — — — — 2.5 2.8 — —
Florida 4.2 6.5 15.5 13.7 2.5 1.9 6.1 53
Georgia 2.5 6.0 8.6 11.4 2.6 3.0 — —
Kentucky 4.6 7.3 15.0 16.5 2.3 2.4 6.2 53
Mississippi — — — — 23 2.4 6.0 53
North Carolina 4.6 7.1 12.6 17.8 2.3 2.5 53 5.0
South Carolina — — — — 1.2 — 5.2 —
Tennessee — — — 0.0 24 2.5 6.2 5.3
Virginia 4.7 6.0 20.7 12.3 2.8 2.9 6.0 5.8
West Virginia 5.8 5.8 43 4.3 2.9 2.9 5.9 53
Southwest
Arizona — — — — 2.5 2.5 0.0 —
Oklahoma 4.1 6.7 — — 2.3 2.4 — —
Texas 35 53 — — 2.8 2.9 59 54
Rocky Mountain
Colorado — — 9.0' 12.0' 2.0 2.1 6.2 5.7
Idaho 4.6 7.1 — — 2.3 2.5 5.9 53
Utah 42 6.4 15.8 14.0 2.1 1.9 6.1 53
Far West
California 4.1 6.2 15.2 9.3 2.5 2.6 6.0 5.5
Hawaii — — — — — — — —
Washington 42 6.4 15.8 14.0 2.1 1.9 6.1 5.3

— Data not available.

Note: Underlined number indicates forecast is for fiscal year rather than calendar year.

1 Nominal corporate profit after tax.

2 Reflect the expiration of the “bonus depreciation” provision of the Job Creation and Worker Assistance Act of 2002. The NYS Budget Division estimates that absent this expiration,
pre-tax corporate profits would rise only 8.7 in 2004.

3 4th quarter to 4th quarter.

Fiscal Studies Program
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Table 2. Forecasts of State Economic and Caseload Variables
year-over-year percentage change (except Unemployment Rate)
. Unemployment
Employment Retail Sales Personal Income Wage and Salary Rate
2003 2004 2003 2004 2003 2004 2003 2004 2003 2004

National Median 0.8 1.9 3.8 4.1 4.0 5.0 3.6 5.4 53 4.9
New England

Connecticut (0.8) 0.4 — — 2.8 4.8 — — 4.4 4.4
Maine 0.0 0.8 6.6 5.6 32 4.0 3.0 3.6 42 4.1
Massachusetts 0.2) 1.9 1.9 45 2.6 4.0 22 5.7 5.4 4.8
New Hampshire 0.1 0.8 — — 52 53 4.8 4.6 — —
Rhode Island 0.4 1.0 — — 3.5 47 33 5.5 4.6 4.4
Vermont 1.6 23 — — 3.4 55 6.1 6.7 45 43
Mid-Atlantic

Delaware 0.1 2.0 — — 3.4 5.0 3.0 52 — —
Maryland 1.0 1.6 — — 4.4 53 4.1 5.9 4.4 4.0
New York 0.7 1.0 — — 3.1 42 23 47 5.9 5.7
Pennsylvania (1.0) 0.2 3.1 33 4.2 4.1 — — 5.6 5.6
Great Lakes

Indiana — — — — 3.7 4.8 — — — —
Michigan 0.3) 1.7 — — 3.6 52 33 47 6.2 5.7
Ohio — — — — 3.8 5.0 — — 5.6 5.3
Wisconsin 1.4 2.6 — — 3.9 5.4 — — — —
Plains

Towa 1.3 2.6 — — 5.1 5.0 4.6 49 — —
Kansas — — 8.8 2.5 43 53 2.7 — 4.4 42
Nebraska — — 3.6 5.9 — — 5.1 5.5 — —
North Dakota 0.1 1.5 — — 1.9 3.5 — — 3.5 33
South Dakota 0.5 2.1 — — 4.8 6.0 43 5.4 33 3.1
Southeast

Alabama 0.9 12 — — 4.5 53 33 43 5.4 5.1
Arkansas 0.2) 17 5.2 29 3.8 4.5 32 5.8 — —
Florida 1.1 3.0 — — 4.8 6.1 4.9 6.5 5.5 4.9
Georgia 1.9 34 39 4.9 5.1 6.2 2.9 6.3 — —
Kentucky 0.9 23 — — 4.6 5.5 4.7 5.5 — —
Louisiana 0.0 1.0 — — 1.4 2.4 — — — —
Mississippi 0.9 1.5 — — 4.0 45 35 43 6.5 6.0
North Carolina 2.1 1.9 4.5 4.4 5.8 5.5 6.1 5.9 6.1 53
South Carolina 1.0 2.0 4.0 3.0 4.5 4.5 — — 4.7 4.5
Tennessee 0.7 1.7 2.6 3.1 4.8 55 4.1 5.4 4.6 45
Virginia 0.3 2.1 — — 5.7 5.5 4.4 6.6 5.0 4.9
West Virginia 0.4 0.7 2.7 3.0 2.9 4.0 33 3.9 6.1 59
Southwest

Arizona 2.6 3.7 5.0 5.8 3.7 4.0 — — 49 4.6
Oklahoma 1.0 2.1 0.8 1.8 3.4 4.6 3.9 5.2 — —
Texas 12 2.1 5.5 6.2 5.2 6.0 4.9 6.4 5.8 5.6
Rocky Mountain

Colorado 0.8 22 3.1 3.8 4.0 53 3.6 5.4 52 4.6
Idaho 0.9 1.9 — — 4.4 5.8 4.2 5.7 — —
Utah 0.8 2.5 3.8 4.8 3.8 5.0 2.8 47 53 53
Wyoming 0.5 0.7 43 4.1 3.1 3.7 33 5.4 4.4 4.2
Far West

Alaska 1.5 15 — — — - — _ _ _
California 0.7 2.1 347 5.6 33 53 3.6 6.0 6.5 6.2
Hawaii 1.4 1.2 — — 4.6 4.9 3.8 45 — —
Nevada 2.6 33 — — 5.7 6.1 — — 55 55
Washington 0.6 2.2 2.5° 3.8 4.1 5.1 33 5.5 7.0 6.6

6 Fiscal Studies Program
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Table 2. Forecasts of State Economic and Caseload Variables (Continued)
year-over-year percentage changes (except Unemployment Rate)

Capital Gains Medicaid Caseload TANF Caseload Prison Population

2003 2004 2003 2004 2003 2004 2003 2004

National Median (6.2) 8.5 7.6 4.0 14 0.0 4.0 3.6
New England
Connecticut — — — — (8.9) 5.1 43 3.2
Maine — — — — — — — —
Massachusetts — — — — — — — —
New Hampshire — — 14.3 — 2.3 9.3 4.0 4.0
Rhode Island — — — — (6.8) (6.3) 9.6 1.7
Vermont — — — — — — — —
Mid-Atlantic
Delaware (40.1) 21.0 — 1.8 4.0 3.8 3.7
Maryland (10.0) 10.0 4.5 3.0 1.0 4.0 2.5 2.0
New York (12.9) 10.5 — - _ - _ o
Pennsylvania — — 2.9 2.8 0.6 0.0 5.5 34
Great Lakes
Indiana — — 7.7 10.0 1.5 — 5.4 3.6
Michigan 7.2 7.2 4.4 (2.0) (3.6) (1.8) 7.1 35
Ohio — — 17.5 — — — — —
Wisconsin — — — — — — — —
Plains
Towa — — 9.6 11.1 1.2 4.6 0.0 5.7
Kansas — — 9.3 10.1 11.5 7.8 33 0.4)
Nebraska 6.5 11.0 (3.8) 3.8 12.0 12.0 4.7 52
North Dakota — — 2.6' 0.0' 0.6 0.2 12 48
South Dakota — — 8.8 5.8 5.7 0.0 7.0 7.3
Southeast
Alabama — — — — — — — —
Arkansas — — — — — — 3.7 3.6
Florida — — 8.4 4.0 (0.3) 0.6 4.0 2.7
Georgia — — — — — — —
Kentucky — — 39 1.5 10.0 3.0 4.8 3.8
Louisiana — — 11.2 10.0 14.2 0.0 2.9 3.9
Mississippi — — 7.6 5.0 12.0 5.0 2.6 3.1
North Carolina (12.7) 8.3 — — — — 6.4 3.7
South Carolina — — 6.5 7.8 7.0 (2.0 2.6 4.6
Tennessee — — 23.4 4.7 0.3 0.5) 7.0 0.0
Virginia — — 4.8 3.6 1.5 (0.6) 1.1 (0.6)
West Virginia (10.0) 5.0 — — — — — —
Southwest
Arizona — — 234 122 20.1 0.0 5.2 5.2
Oklahoma (0.1) 3.0 (3.5) 2.7) 1.8 0.7) 2.9 (2.8)
Texas — — 6.0 — 1.2 0.5) 1.4 1.2
Rocky Mountain
Colorado — — 9.5 6.1 6.0 8.0 5.0 5.0
Idaho — — 7.1 39 4.5 4.2 2.7 8.2
Utah 2.4) 8.6 10.1 8.8 5.0 5.0 0.0 0.0
Wyoming — — 7.1 7.0 6.1) (6.0) 8.5 3.9
Far West
Alaska — — — — — — — —
California 7.0 7.0 9.5 (3.2) 1.1 0.5 0.0 0.6
Hawaii — — 4.6 0.0 (14.0) (13.0) 12 53
Nevada — — 15.2 12.2 — — 8.8 (5.1)
Washington — — 1.7 3.1 (1.4) 0.4) 44 2.3

— Data not available.

Note: Underlined number indicates forecast is for fiscal year rather than calendar year.
1 Eligibles

2 Taxable Sales
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West and Southwest states are projecting employment
growth well in excess of the national median. This pat-
tern is consistent with employment growth patterns since
the early-‘90s, except somewhat weaker overall. Ari-
zona and Nevada had the strongest projected growth at
2.6 percent, while Pennsylvania is projecting a decline of
1.0 percent.

Caseload Predictions

Medicaid and Temporary Assistance for Needy
Families (TANF) caseloads, as well as state prison popu-
lations, are variables that significantly affect state spend-
ing and are very important when states are planning their
budgets. Median state Medicaid caseloads grew by 8.6
percent in 2002. States projected that this growth would
slow to 7.6 percent in 2003, and to 4.0 percent in 2004.
There was a large range in these projections. For exam-
ple, Arizona and Tennessee projected a 23.4 percent in-
crease in Medicaid caseloads in 2003, while Nebraska
projected a 3.8 percent decline.

State TANF caseloads increased by a median 4.0
percent in 2002, reversing several years of decline.
States project that TANF caseloads will increase by 1.4
percent in 2003, and the median projection was for no
growth in 2004. Median state prison population growth

in 2002 was 2.8 percent. It is projected to grow by 4.0
percent in 2003 and by 3.8 percent in 2004.

Last Year’s State Forecasts —
A Mixed Bag

By most measures, states were on the conservative
side when they made their projections of the national
economy last year. (See Figure 4.) Last year’s median
forecast for real GDP growth in 2002 was 0.6 percent,
while the January 2002 Blue Chip consensus forecast
was 1.0 percent.3 (The Blue Chip Consensus is a widely
followed monthly survey of the forecasts of approxi-
mately 50 economists. The “consensus” is the median
of these forecasts.) The GDP actually ended up growing
by 2.4 percent, still low by historical standards, but con-
siderably stronger than anyone was projecting at the be-
ginning of the year. State and private forecasters were
also on the conservative side on inflation and unem-
ployment, but were a bit optimistic about corporate
profits.

It might be expected that this stron-
ger-than-anticipated national economic growth would
have translated into a windfall for the states, as hap-
pened when the states underestimated the strong econ-
omy for many years in the late-1990s. However, Figure
5 suggests why this was not so. The measures of the

Figure 3
Forecasts of 2003 State Employment Growth by Region
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Figure 4
The Economy Was Stronger in 2002 Than
Predicted By Either Private or State Forecasters
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state economies that translate most directly into state
revenues did not perform as strongly as the more general
measures of the national economy. States had projected
that employment would be flat, while in fact it declined
by 0.4 percent, negatively affecting personal income tax
withholding. Retail sales had been expected to increase
by 2.1 percent, but only managed a 1.2 percent increase,
depressing sales tax growth. Capital gains, a major input
into personal income tax collections in many states, de-
clined by 23.4 percent, instead of the 4.0 percent that had
been projected. The states underestimated personal in-
come somewhat, projecting 3.1 growth, when actual
growth was 3.5 percent.

When we turn to caseload measures, we see that
states were feeling more pressure on the expenditure side
of the budget equation as well. (See Figure 6.) Medicaid
grew by 8.6 percent, instead projection of 5.2 percent.
TANF caseloads grew by 4.0 percent, instead of the pro-
jected 1.4 percent. Prison populations grew by 3.0 per-
cent instead of the projected 1.9 percent. All of these
increases force states to spend more on these programs
than they had budgeted.

Even as states were making their projections last
year, they were confronting huge gaps in their projected
2003 budgets resulting from the recession that hit in
2001 and left big deficits by the end of fiscal 2002. States
managed to close these gaps in their enacted fiscal 2003
budgets through a combination of spending cuts, tax in-
creases, and the use of budget reserves and other
one-time measures. However, weak revenue

performance and upward pressure on expenditures
from caseload expansion and other causes opened new
gaps of about $29.9 billion according to a survey by the
National Conference of State Legislatures.4 According
to the National Governors Association and the National
Association of State Budget Officers, 41 states reported
that total revenue collections for fiscal 2002 were lower
than their original estimates, and at least 24 states were
reducing their fiscal 2003 expenditures.5

Why Being Wrong Can Be Good

States were too pessimistic in forecasting the na-
tional economy in 2002. However, they were too opti-
mistic in forecasting many of the state level variables
that most directly affect state budgets. If states had pre-
dicted the stronger national economy more precisely,
this probably would have caused them to estimate
stronger performance in such things as employment, re-
tail sales, and capital gains — which in fact, did not hap-
pen. That, in turn, would have caused even greater
problems with state budgets in fiscal 2002, as revenue
and expenditure estimates would have been further off
and there would have been even larger budget gaps than
there were.

In any case, states were in good company in un-
derestimating the strength of the national economy in
early 2002. As Figure 7 shows, the Blue Chip consensus
moved steadily upwards during early 2002, only reach-
ing the near-correct level in April — long after state

Figure 6
Medicaid and TANF Caseloads and Prison Populations Were Higher Than Predicted
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Figure 7
Blue Chip Consensus Increased Sharply in Early 2002
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Figure 8
Predictions for 2003
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Figure 9
Blue Chip Consensus Heading Slightly Down in 2003
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executive budgets were drafted and even after many
state budgets were enacted.

The pattern this year is not nearly as strong as it
was last year. As can be seen in Figure 8, states were
fairly close to the January 2003 Blue Chip forecast in
their median forecasts of the national economy, except
with regard to corporate profits, where they may have
been a little optimistic.

Figure 9 shows a downward moving Blue Chip
consensus that appears to counter what states had pre-
dicted. However, when many states prepared their fore-
casts — September, October and November — the Blue
Chip consensus was higher. Furthermore, the Blue Chip
consensus was moving down because the preliminary
real GDP growth for the first quarter of 2002 was only
1.9 percent, lower than had been projected.6 However,
the Blue Chip consensus still expects the economy to
strengthen later in the year.

Figure 10 arrays each state’s 2003 real GDP
growth forecasts in comparison to Blue Chip consensus
forecasts for July 2002 — the high point for the Blue
Chip forecast of 2003 growth — and January and April
2003. The majority of states fell between the 3.1 and 2.4
ranges, both of which included the state median and
2003 Blue Chip consensus forecasts. Outliers included
North Carolina, who projected 4.5 percent growth, and
South Carolina, who forecasted 1.7 growth.

Conclusion

While the national economy appears to be making
some incremental progress, state budgets will likely
feel continuing strain. Many of the sectors of the econ-
omy that are the most important to state revenue collec-
tions, like retail sales and capital gains, continue to
languish. To the extent that these strengthen as states
are projecting, it will help the revenue side of the equa-
tion significantly. If, however, the economy falters, or
these measures continue to lag the general economy,
states will fall further behind than they already are.

The increase in caseloads over 2002 also hurt state
budgets. However, should Medicaid, TANF and prison
populations decrease as predicted, this could prove to
be good news. Fewer caseloads should offer states some
financial respite. Nevertheless, this needs to be bal-
anced by strong state and local economies, inclusive of
high retail sales, low unemployment and significant
gains in personal and corporate income tax collections,
for fiscal relief to be realized.

Almost every state in the union is facing sizeable
deficits in the current and coming fiscal years. Since
states are generally required to balance their budgets,
the strategies for closing these gaps will become fewer
and tougher. If tax revenues continue to trickle amidst
relatively high unemployment and upward caseload
pressure, states will be forced to continue to cut ser-
vices, and/or increase taxes.
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Figure 10
State Forecasts of Real GDP Growth for 2003
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Technical Notes

The survey was sent out to budget offices in all 50 states, and was supplemented by a review of budget doc-
uments for many states. In all, we were able to get some economic assumptions data for 43 states. Of the 38 states
that reported their forecast date, all but seven were prepared in February or earlier, generally for use in preparing
official executive budget projections for fiscal year 2003-2004. States update their forecasts on varying sched-
ules, according to their resources; with most updating them again at least once before passage of a final budget.
Fourteen of the 35 states reporting their next forecast date, however, reported that the next forecast will be at the
end of the year or early next year — in time for the fiscal year 2004-2005 budget.

One of the most common ways to forecast state economic variables is to start by forecasting elements of the
national economy. A state can then use this information in developing forecasts of its own economic future, such
as employment, income and unemployment. Some states base their national economic forecasts upon forecasts
by private firms, such as Global Insight or Economy.com. Other states develop their own forecasts, although
they often use published sources as a guide. Some forecasts are developed by a single state agency, perhaps with
outside advice, and others are the products of a forecasting advisory board or commission.

Not all states forecast every variable we requested in our survey. Of the national variables, almost all fore-
casted real gross domestic product (GDP) and inflation, and most forecasted the unemployment rate, employ-
ment, personal income and nominal GDP. State variables included both demographic and economic factors.
Almost all states forecast state prison population, Medicaid and welfare caseloads, personal income and employ-
ment. Most forecast wages and the unemployment rate, as well.
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The Nelson A. Rockefeller
Institute of Government

The Nelson A. Rockefeller Institute of Government, the public policy research arm of
the State University of New York, was established in 1982 to bring the resources of the
64-campus SUNY system to bear on public policy issues. The Institute is active nationally
in research and special projects on the role of state governments in American federalism
and the management and finances of both state and local governments in major areas of
domestic public affairs.

The Fiscal Studies Program

The Institute’s Fiscal Studies Program, originally called the Center for the Study of
the States, was established in May 1990 in response to the growing importance of state
governments in the American federal system. Despite the ever-growing role of the states,
there is a dearth of high-quality, practical, independent research about state and local
programs and finances.

The mission of the Fiscal Studies Program is to help fill this important gap. The Pro-
gram conducts research on trends affecting all 50 states and serves as a national resource
for public officials, the media, public affairs experts, researchers, and others. The Pro-
gram is directed by Donald J. Boyd, who has spent two decades analyzing state and local
fiscal issues.

This Report

This report was written by Nicholas W. Jenny and Cecilia Ferradino. Mr. Jenny is a
Senior Policy Analyst at the Rockefeller Institute. Ms. Ferradino is a Research Assistant at
the Institute. Michael Cooper, the Rockefeller Institute’s Director of Publications, did the
layout and design, with assistance from Michele Charbonneau.
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