GOVERNOR OUTLINES UPCOMING BIENNIUM BUDGET CHALLENGES

Gov. Ted Strickland set the stage for a relatively austere biennium budget proposal Thursday when he and top finance aides unveiled sobering state revenue projections impacted by a stagnant economy and the 2005 tax system overhaul.

Despite the looming financial challenges, Mr. Strickland said he would not propose to raise taxes or fees to provide additional revenue for the upcoming fiscal year 2008-2009 biennium.

Mr. Strickland, who must present his first two-year spending plan to the General Assembly by March 15, told reporters gathered for a Statehouse news conference that the latest revenue projections developed by the Office of Budget and Management would not match up with preliminary spending requests submitted by various state agencies.

“Spending levels which were proposed for the agencies under my predecessor exceed available revenue or the growth of revenue by between $1 billion and $1.5 billion for the fiscal year 08-09 biennium,” Mr. Strickland said.

OBM Director Pari Sabety said the agency proposals were based on budgetary guidance from the prior administration that allowed for annual spending growth requests of 3% and 0% in respective years of the next biennium. 

The latest OBM revenue estimates were developed following a recent meeting of the Governor’s Council of Economic Advisors in which the new administration was told to expect a relatively flat-lined economy but no recession in the short term. They call for 1.4% growth in FY 2008 and a 0.9% increase in FY 2009, Mr. Strickland said.

With inflation projected at 2% or slightly less per year through the next biennium, the governor said, the trend is toward “below maintaining the current purchasing power available to us.”

“To the advocates – and there are a lot of advocates in Ohio, I consider myself an advocate – there won’t be a lot of money” available for the next budget, Mr. Strickland said. “What we’re going to have to do is seek trade-offs and establish priorities in the way we use resources available to us.

“To the state employees, I would say, thank you for your service to the state and I would ask to have you join me in focusing on ways to save money and streamline government to remove unnecessary and costly and burdensome rules and procedures and to help me bring about a government that is focused on accountability and efficiency.”

Although the next budget is shaping up as even tighter than the current plan, called the slowest-growth budget in four decades, Mr. Strickland said he stands by his pledge to allow the tax restructuring of 2005 to take hold before suggesting any major changes.

“To the members of the legislature I would say, as I said throughout the campaign, we are determined to live within our means and invest in those things that truly matter, and we aim to live within the constraints of the circumstances that you as legislators have given us,” he said.

The state’s bottom line is on track to meet OBM estimates for the current fiscal year, which ends June 30 and entails general revenue fund appropriations of nearly $26 billion. At the halfway point of FY 2007, OBM figures showed revenues only slightly below estimates and spending significantly lower than expected due mostly to a drop in Medicaid costs. (See Gongwer Ohio Report, January 2, 2007)

However, as recently as last fall it became evident that the phased-in revenue cuts resulting from extensive tax system changes in the most recent operating budget measure (HB66, 126th General Assembly), combined with consistently low performance in the sales tax category, would squeeze budget plans in the coming years. (See Gongwer Ohio Report, October 4, 2006)

In fact, the effects of slumping sales tax revenue, the phased-in personal income tax cut, the replacement of the corporate franchise tax with the commercial activity tax (CAT) and other system changes are far more restrictive in the short term than the 3.5% annual cap on spending growth enacted last year by the General Assembly.

Under the so-called State Appropriations Limitation, the new administration could budget for an additional $650 million or so a year, according to budget figures.

Mr. Strickland said his first budget wouldn’t come near that level of growth. “I guess if we were able to reach the 3.5% level we would be big spenders,” he said.

Nonetheless, the governor said that he had no plans to propose tapping into the $1 billion-plus Budget Stabilization Fund to cover additional state expenses due to concerns that included potentially negative impacts to the state’s bond rating.

The challenges facing the Strickland Administration in crafting the FY 2008-2009 budget were made evident by last week’s release of a few dozen transition team reviews of state agency operations that included notes on specific fiscal issues. (See Gongwer Ohio Report, January 12, 2007)

Gov. Strickland said it was unclear how the budget constraints would affect his campaign priorities but added that he still planned to focus on early childhood learning and an “aggressive energy policy” during his tenure.

Ms. Sabety, who also fielded reporters’ questions along with Tax Commissioner Rich Levin, said the latest revenue estimates mean some agencies may face budget reductions in the next biennium.

