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STATE AND LOCAL GOVERNMENTS

Knowledge of Past Recessions Can Inform Future
Federal Fiscal Assistance

What GAO Found

Understanding state and local government revenue and expenditure patterns
can help policymakers determine whether, when, where, and how they
provide federal fiscal assistance to state and local governments in response to
future national recessions. In general, state and local governments’ revenues
increase during economic expansions and decline during national recessions
(relative to long-run trends). State and local revenue declines have varied
during each recession, and the declines have been more severe during recent
recessions. Additionally, revenue fluctuations vary substantially across states,
due in part to states’ differing tax structures, economic conditions, and
industrial bases. State and local government spending also tends to increase
during economic expansions, but spending on safety net programs, such as
health and hospitals and public welfare, appears to decrease during economic
expansions and increase during national recessions, relative to long-run
trends. These trends can exacerbate the fiscal conditions of state and local
governments given that demand for health and other safety net programs
increases during recessions, and these programs now consume larger shares
of state budgets relative to prior decades. This implies that, during recessions,
state and local governments may have difficulties providing services. To
mitigate the effect on services from declining revenues, state and local
governments take actions including raising taxes and fees, tapping reserves,
and using other budget measures to maintain balanced budgets.

Although every recession reflects varied economic circumstances at the
national level and among the states, knowledge of prior federal responses to
national recessions provides guideposts for policymakers to consider as they
design strategies to respond to future recessions. Considerations include

¢ Timing assistance so that the aid begins to flow as the economy is
contracting, although assistance that continues for some period beyond
the recession’s end may help these governments avoid actions that slow
€economic recovery;

o Targeting assistance based on the magnitude of the recession’s effects
on individual states’ economic distress; and

e Temporarily increasing federal funding (by specifying the conditions for
ending or halting the state and local assistance when states’ economic
conditions sufficiently improve).

Policymakers also balance their decision to provide state and local assistance
with other federal policy considerations such as competing demands for
federal resources.

Policymakers can select indicators to identify when the federal government
should start and stop providing aid, as well as how much aid should be
allocated. Timely indicators are capable of distinguishing states’ economic
downturns from economic expansions. Indicators selected for targeting
assistance are capable of identifying states’ individual circumstances in a
recession. In general, timely indicators capable of targeting assistance to
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states can be found primarily in labor market data.
Indicators such as employment, unemployment, hourly
earnings, and wages and salaries also offer the advantage
of providing information on economic conditions rather
than reflecting states’ policy choices (a limitation of data
on state revenue trends). In some cases, it may be
appropriate for policymakers to select multiple indicators
or select indicators to reflect their policy goals specific to
a particular recession.

States have been affected differently during each of these
recessions. For example, unemployment rates, entry into,
and exit out of economic downturns have varied across
states during past recessions. Federal responses to prior
recessions have included various forms of federal fiscal
assistance to these governments as well as decisions not
to provide direct fiscal assistance to these governments.
In three of the six most recent national recessions, the
federal government did not provide fiscal assistance

directly to state and local governments. However, during
these recessions, the federal response included increased
spending for other programs such as unemployment
insurance as well as increases in existing grants not
administered by state and local governments. When the
federal government has provided fiscal assistance directly
to state and local governments in response to national
recessions, such assistance has included unrestricted
fiscal assistance, increased funding for existing programs,
and new grant or loan programs. Federal assistance in
response to the recessions beginning in 1973 and 2001
represented a relatively small share of total federal grant
funding to the sector. In contrast, the 2009 Recovery Act
provided a significant increase in grant funding to the
sector and helped offset the sector’s tax receipt declines.
The figure below summarizes the national unemployment
rate, recession dates, and federal fiscal assistance to state
and local governments since 1973.

National Unemployment Rate and Federal Fiscal Assistance to State and Local Governments, 1973 to 2010
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Appropriations Act Employment | Simplification Act Tax Relief Recovery and
of 1977 Act of 1977 of 1977 Reconciliation Reinvestment
Pub. L. 95-29 Pub. L. 95-28 Pub. L. 95-30 Act of 2003, Act of 2009,
(JGTRRA) (Recovery Act)
Public Works State and Local Fiscal Pub. L. 108-27 Pub. L. 111-5
Employment Act | Assistance Amendments
of 1976 of 1976
Pub. L. 94-369 Pub. L. 94-488 The 2010
Education Jobs
Emergency Jobs and and Recovery Act —
Unemployment FMAP Extension?
— | Assistance Act of 1974 Pub. L. 111-226
Pub. L. 93-567
Comprehensive glorlfr?dvte':zlsfelsrceegeassss_:)srt]zgce to state and local governments
Employment And Training uring !
Act of 1973 (CETA)
Pub. L. 93-203

Sources: GAO analysis of BLS and NBER data, federal fiscal assistance public laws, and pertinent legislative history.

*Pub. L. No. 111-226 has no official title, so we refer to this act as The 2010 Education Jobs
and Recovery Act FMAP Extension.

*Other forms of federal assistance were provided, but these approaches did not focus on fiscal
assistance to state and local governments.
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Congressional Committees

The federal government provided fiscal assistance to state and local
governments in response to three of the six national recessions since
1974.' The most recent recession, which began in December 2007, is
generally believed to be the worst economic downturn the country has
experienced since the Great Depression. In response to this recession,
Congress passed the American Recovery and Reinvestment Act of 2009
(Recovery Act), which provided about $282 billion in federal fiscal
assistance to state and local governments.” The 2007 recession also
brought renewed focus to federal programs that provide fiscal assistance
to state governments during economic downturns. We have previously
addressed questions about such programs, noting that in providing
assistance to state and local governments, it is important to consider the
timing, targeting, and amount of assistance based on a variety of factors,
including the fiscal health of state governments and the federal
government’s goals for providing such assistance.’

The Recovery Act assigned GAO a range of responsibilities to help
promote accountability and transparency as well as to evaluate specific
aspects of the act. This report, in conjunction with a companion GAO
report on aspects of federal fiscal assistance related to health care,
responds to a specific requirement to evaluate how national economic
downturns have affected states since 1974—especially with regard to
Medicaid—including any recommendations to help address those effects

'For the purposes of this report, fiscal assistance to state and local governments refers to
federal funding provided to state and local governments during economic downturns for
the purpose of maintaining or increasing state and local government spending to stimulate
macroeconomic activity. Such assistance reduces the likelihood that state and local
governments will take contractionary measures, such as increasing taxes or decreasing
spending, to stabilize their budgets.

*Pub. L. No. 111-5, 123 Stat. 115 (Feb. 17, 2009).

*For example, see GAO, Update of State and Local Government Fiscal Pressures,
GAO-09-320R (Washington, D.C.: Jan. 26, 2009); Medicaid: Strategies to Help States
Address Increased Expenditures during Economic Downturns, GAO-07-97 (Washington,
D.C.: Oct. 18, 2006); and Federal Assistance: Temporary State Fiscal Relief, GAO-04-736R
(Washington, D.C.: May 07, 2004). See the list of related GAO products included in this
report for additional relevant products.
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in the future. Accordingly, our objectives for this report are to (1) analyze
how state and local government budgets are affected during national
recessions and (2) identify what strategies exist to provide federal fiscal
assistance to state and local governments during national recessions and
indicators policymakers could use to time and target such assistance.

To analyze how national recessions affect state and local governments’
revenues, expenditures, and borrowing, we examined data from the
Bureau of Economic Analysis’s (BEA) National Income and Product
Accounts (NIPA), the Census Bureau’s Annual Survey of State and Local
Government Finances, and the Census Bureau’s Census of Governments.
To describe state governments’ discretionary tax and fee changes and total
balances, we collected and analyzed states’ general fund data from the
National Governors Association (NGA) and National Association of State
Budget Officers’ (NASBO) The Fiscal Survey of States (Fiscal Survey). We
assessed the reliability of the data we used for this review and determined
that they were sufficiently reliable for our purposes. Appendix I provides
additional details about the scope and methodology of our review,
including certain limitations concerning the data available for our
purposes.

To identify federal strategies for providing federal assistance to state and
local governments during national recessions, we reviewed federal fiscal
assistance programs enacted since 1973.> We identified these programs
and potential considerations for designing a federal countercyclical
assistance program by reviewing GAO, Congressional Budget Office
(CBO), and Congressional Research Service (CRS) reports and conducting
a search for relevant legislation. We used these and other reports to
identify issues policymakers should consider when selecting a strategy.
We also analyzed the legislative history and statutory language of past
federal fiscal assistance programs, as well as policy goals stated in the
statutes. To identify factors policymakers should consider when selecting
indicators to implement their strategy, we reviewed GAO, CBO, CRS,
Federal Reserve Banks, Department of the Treasury (Treasury), and
academic reports. We considered indicators’ availability at the state level
and timeliness (in terms of frequency and publication lag time) to identify

4GAO, Medicaid: Improving Responsiveness of Federal Assistance to States during
Economic Downturns, GAO-11-395 (Washington, D.C.: March 31, 2011).

’Although GAO’s mandate refers to national economic downturns since 1974, we extended
our review to 1973 to capture the recession that began in November 1973.
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indicators policymakers could use to time and target federal fiscal
assistance during national recessions.’ Finally, we interviewed key
associations and think tanks familiar with the design and implementation
of programs providing federal fiscal assistance to state and local
governments to understand the range of perspectives regarding these
programs and to identify relevant related research on these issues.

We provided relevant sections of a draft of this report to the Bureau of
Labor Statistics and external experts. They offered technical suggestions,
which we incorporated as appropriate.

We conducted this performance audit from February 2010 to March 2011,
in accordance with generally accepted government auditing standards.
Those standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for our
findings and conclusions based on our audit objectives. We believe that
the evidence obtained provides a reasonable basis for our findings and
conclusions based on our audit objectives.

B ackgroun d Rgcessiong mark a dis“tinct ghase of the ov_erall buginess cycle,“beginni’flg
with a business cycle “peak” and ending with a business cycle “trough.
Between trough and peak the economy is in an expansion. The National
Bureau of Economic Research (NBER) identifies dates for national
recessions, which can vary in overall duration and magnitude.” While
NBER sets dates for the peaks and troughs of national recessions, no dates
are set for turning points in state economies. State economic downturns
vary in magnitude, duration, and timing, and do not necessarily coincide
with dates identified for national recessions.

We refer to national recessions throughout this report to distinguish recessions declared
by the National Bureau of Economic Research (NBER) from state-level economic
downturns. We use the term “national recession” to refer to the period between the
business cycle peak and trough dates identified by NBER. We use the term “economic
downturn” to refer more generally to reductions in output, income, and employment that
occur at either the state or national level. Every national recession is a national economic
downturn, but not every national economic downturn is a national recession. Similarly,
state-level downturns in economic activity do not necessarily correspond with periods of
national recession identified by NBER.

"The NBER is a private, nonprofit, nonpartisan research organization dedicated to
promoting a greater understanding of how the economy works.
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Characteristics of National NBER defines a recession as a significant decline in economic activity

Recessions spread across the economy, lasting more than a few months, normally
visible in real gross domestic product (GDP), real income, employment,
industrial production, and wholesale-retail sales. NBER uses several
monthly indicators to identify national recessions. These indicators
include measures of GDP and gross domestic income (GDI), real personal
income excluding transfers, the payroll and household measures of total
employment, and aggregate hours of work in the total economy.®

Since 1973, NBER has identified six national recessions. These recessions
have varied considerably in duration and magnitude (table 1). For
example, real GDP declined by 4.1 percent over the course of the 2007-
2009 recession, which lasted 18 months. Similarly, real GDP declined by
about 3 percent during the 1973-1975 and 1981-1982 recessions, both of
which lasted 16 months. In contrast, real GDP declined 1.4 percent and 0.7
percent in the 1990 and 2001 recessions, respectively, both of which lasted
8 months.

|
Table 1: Variations in U.S. National Recessions, 1973 to Present

Measure of magnitude
(Percentage change from peak to trough)

Recession Maximum Real personal Household
Recession duration unemployment Real private income less Payroll survey survey
period (in months) rate (in percent) Real GDP consumption transfers employment employment
Nov. 1973 to 16 8.6 -3.2 -0.8 -5.3 -1.6 -1.3
Mar. 1975
Jan. 1980 to 6 7.8 2.2 -1.2 -2.3 -1.1 -1.1
July 1980
July 1981 to 16 10.8 -2.6 2.9 -0.1 -3.1 -1.6
Nov. 1982
July 1990 to 8 6.8 -1.4 -1.1 -2.1 -1.1 -1.0
Mar. 1991
Mar. 2001 to 8 5.5 0.7 24 -1.2 -1.2 -1.1
Nov. 2001
Dec. 2007 to 18 9.5 -4.1 2.4 -5.6 -5.4 -4.3
June 2009

Source: GAO analysis of BEA, BLS, and NBER data.

The NBER dating committee weighs the behavior of various indicators because economic
indicators do not typically move exactly in concert. For example, aggregate hours and
employment have frequently reached their troughs at later dates than NBER'’s trough date
in previous business cycles. In the 2007 recession, employment levels reached their trough
6 months after the NBER trough.
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Notes: A trough occurs when the declining phase of the business cycle ends and the rising phase of
the business cycle begins. Similar economic patterns may not repeat themselves in future economic

downturns.
Characteristics of State States are affected differently by national recessions. For example,
Economic Downturns unemployment rates have varied across states during past recessions.’

During the course of the 2007-2009 recession, the national unemployment
rate nearly doubled, increasing from 5.0 percent to 9.5 percent. The
unemployment rate in individual states increased between 1.4 and 6.8
percentage points, with a median change of 4 percentage points (figure 1).
In contrast, a smaller national unemployment rate increase of 1.3
percentage points during the 1990-1991 recession reflected unemployment
rate changes in individual states ranging from -0.2 to 3.4 percentage points.

The unemployment rate represents the number unemployed as a percent of the labor
force. People who are jobless, looking for jobs, and available for work are unemployed.
People who do not have a job and are not looking for one are not considered part of the
labor force.
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Figure 1: Variation in Percentage Point Changes in State Unemployment Rates
during Past National Recessions

Percentage points
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Source: GAO analysis of BLS data.

Note: The figure depicts percentage point changes in unemployment rather than actual
unemployment rates. We calculated the change in unemployment by subtracting each state’s
unemployment rate at the time of an NBER trough from the unemployment rate at an NBER peak.
The 1973 recession is excluded because the BLS data series used begins with 1976.

Recent economic research suggests that while economic downturns
within states generally occur around the same time as national recessions,
their timing—or entrance into and exit out of the economic downturn—
and duration varies." Some states may enter or exit an economic

YFor example, see Michael T. Owyang, Jeremy Piger, and Howard J. Wall, “Business Cycle
Phases in U.S. States,” The Review of Economics and Statistics 87(4) (November 2005):
604-616 and Theodore M. Crone, “What a New Set of Indexes Tells Us About State and
National Business Cycles,” The Federal Reserve Bank of Philadelphia Business Review
(Q1 2006):11-24.
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downturn before or after a national recession. Other states’ economies
may expand while the country as a whole is in recession. States can also
experience an economic downturn not associated with a national
recession. States’ differing characteristics, such as industrial structure,
contribute to these differences in economic activity. For example,
manufacturing states tend to experience economic downturns sooner than
other states in a recession, while energy sector states are often out of sync
with the country as a whole.

Federal Actions in
Response to National
Recessions

The federal government has multiple policy options at its disposal for
responding to national recessions, although federal policy responses are
not necessarily limited to the time periods of national recession." For
example, in response to the recession beginning in December 2007, the
federal government and the Federal Reserve together acted to moderate
the downturn and restore economic growth when confronted with
unprecedented weakness in the financial sector and the overall economy.
The Federal Reserve used monetary policy to respond to the recession by
pursuing one of the most significant interest rate reductions in U.S.
history. In concert with the Department of the Treasury, it went on to
bolster the supply of credit in the economy through measures that provide
Federal Reserve backing for a wide variety of loan types, from mortgages
to automobile loans to small business loans.

The federal government also used fiscal policy to confront the effects of
the recession. Existing fiscal stabilizers, such as unemployment insurance
and progressive aspects of the tax code, kicked in automatically in order
to ease the pressure on household income as economic conditions
deteriorated. In addition, Congress enacted legislation providing
temporary tax cuts for businesses and a tax rebate for individuals in the
first half of 2008 to buoy incomes and spending’ and created the Troubled

"For an overview of other policy options for responding to national recessions, see
Congressional Budget Office, Policies for Increasing Economic Growth and Employment
in 2010 and 2011 (Washington, D.C.: Jan. 2010); and Congressional Budget Office, The
State of the Economy and Issues in Developing an Effective Policy Response, Statement
of Douglas W. Elmendorf before the Committee on the Budget, U.S. House of
Representatives (Washington, D.C.: Jan. 27, 2009).

“Economic Stimulus Act of 2008, Pub. L. No. 110-185, 122 Stat. 613 (Feb. 13, 2008).
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Asset Relief Program" in the second half of 2008 to give Treasury
authority to act to restore financial market functioning."

The federal government’s largest response to the recession to date came in
early 2009 with the passage of the Recovery Act, the broad purpose of
which is to stimulate the economy’s overall demand for goods and
services, or aggregate demand. Fiscal stimulus programs are intended to
increase aggregate demand—the spending of consumers, business firms,
and governments—and may be either automatic or discretionary.
Unemployment insurance, the progressive aspects of the tax code, and
other fiscal stabilizers provide stimulus automatically by easing pressure
on household incomes as economic conditions deteriorate. Discretionary
fiscal stimulus, such as that provided by the Recovery Act, can take the
form of tax cuts for households and businesses, transfers to individuals,
grants-in-aid to state and local governments, or direct federal spending. In
response, households, businesses, and governments may purchase more
goods and services than they would have otherwise, and governments and
businesses may refrain from planned workforce cuts or even hire
additional workers. Thus, fiscal stimulus may lead to an overall, net
increase in national employment and output.

The federal government may have an interest in providing fiscal assistance
to state and local governments during recessions because doing so could
reduce actions taken by these governments that could exacerbate the
effects of the recession. Output, income, and employment all tend to fall
during recessions, causing state and local governments to collect less
revenue at the same time that demand for the goods and services they
provide is increasing. Since state governments typically face balanced
budget requirements and other constraints, they adjust to this situation by
raising taxes, cutting programs and services, or drawing down reserve
funds, all but the last of which amplify short-term recessionary pressure

13GAO, Troubled Asset Relief Program: One Year Later, Actions Are Needed to Address
Remaining Transparency and Accountability Challenges, GAO-10-16 (Washington, D.C.:
Oct. 8, 2009).

14Emergency Economic Stabilization Act of 2008, Pub. L. No. 110-343, 122 Stat. 3765 (Oct. 3,
2008), codified at 12 U.S.C. §§ 5201-5261.
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on households and businesses."” Local governments may make similar
adjustments unless they can borrow to make up for reduced revenue. By
providing assistance to state and local governments, the federal
government may be able to forestall, or at least moderate, state and local
governments’ program and service cuts, tax increases, and liquidation of
reserves. The federal government has provided varied forms of assistance
directly to state and local governments in response to three of the past six
recessions (figure 2)." States have been affected differently during each of
these recessions. For example, unemployment rates, entry into, and exit
out of economic downturns have varied across states during past
recessions. See appendix III for a description of each piece of legislation.

According to the National Association of State Budget Officers (NASBO), most states
have balanced-budget requirements for general funds, which may include requirements
such as (1) requiring governors to submit a balanced budget, (2) mandating that their
legislatures pass a balanced budget, (3) directing governors to sign a balanced budget, or
(4) requiring governors to execute a balanced budget. Although most states have balanced
budget requirements, these requirements typically apply to enacted budgets or to the
governors’ proposed budgets. See NASBO, Budget Processes in the States (Washington,
D.C.: Summer 2008).

However, during the three recessions where the federal government did not provide fiscal
assistance, the federal response included increased spending for other programs such as
unemployment insurance as well as increases in existing grants not administered by state
and local governments.
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Figure 2: National Unemployment Rate and Federal Fiscal Assistance to State and Local Governments, 1973 to 2010
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Sources: GAO analysis of BLS and NBER data, federal fiscal assistance public laws, and pertinent legislative history.

*Pub. L. No. 111-226 has no official title, so we refer to this act as The 2010 Education Jobs and
Recovery Act FMAP Extension.

*Other forms of federal assistance were provided, but these approaches did not focus on fiscal
assistance to state and local governments. These other forms of federal assistance included: The Job
Training Partnership Act, Pub. L. No. 97-300 (Oct. 13, 1982); Public Law No. 98-8, known as the
Emergency Jobs Appropriations Act of 1983 (March 24, 1983); and the Supplemental Appropriations
Act of 1993, Pub. L. No. 103-50 (July 2, 1993).

Congressional decisions about whether to provide fiscal assistance to
state and local governments ultimately depend on what role policymakers
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believe the federal government should take during future national
recessions. Perspectives on whether and the extent to which the federal
government should provide fiscal assistance to state and local
governments are far-ranging—some advocate for not creating an
expectation that federal fiscal assistance will be provided, while others
argue for a greater federal role in providing fiscal assistance to state and
local governments in response to national recessions.

Some policy analysts warn against creating an expectation that federal
assistance will be available to state and local governments.'” These
analysts contend that federal fiscal assistance can distort state and local
fiscal choices and induce greater spending of scarce state funds. For
example, the matching requirements of federal grants can induce state
governments to dedicate more resources than they otherwise would to
areas where these resources are not necessarily required. According to
these analysts, federal fiscal assistance to state and local governments
reduces government accountability and erodes state control by imposing
federal solutions on state problems. Those who hold this perspective see
little justification for insulating state governments from the same fiscal
discipline that other sectors of the economy follow during a recession.

In contrast, other policy analysts favor a federal role in promoting the
fiscal health of state and local governments during economic downturns."
Proponents of this view contend that during economic downturns, state
and local governments face the dilemma that demand for social welfare
benefits increases at the same time that state and local governments’
ability to meet these demands is constrained as a result of decreasing tax
revenues.

"For example, see GAO-04-736R; Advisory Commission on Intergovernmental Relations,
Countercyclical Aid and Economic Stabilization, A-69 (Washington D.C.: December
1978); and Eileen Norcross and Frederic Sautet, “The American Recovery and
Reinvestment Act: Is More Federal Grant Money What the States Need?” Mercatus on
Policy, No. 36 (Washington, D.C.: Mercatus Center, January 2009).

®For example, see Sherle R. Schwenninger, The American Social Contract: Lessons from
the Great Recession, (Washington, D.C.: The New America Foundation, September 2010);
Scott Lilly, Pumping Life Back into the U.S. Economy: Why a Stimulus Package Must Be
Big and Targeted (Washington, D.C.: Center for American Progress, January 2009); Max
Sawicky, “An Idea Whose Time has Returned: Anti-recession Fiscal Assistance for State
and Local Governments,” Briefing Paper (Washington, D.C.: Economic Policy Institute,
October 2001).
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State and Local
Governments’
Revenue and
Expenditure Patterns
during National
Recessions Reflect
Variations in
Economic
Circumstances and
Policy Choices

State and Local
Government Revenue
Declines in National
Recessions Vary in
Magnitude, over Time, and
across States

General revenues collected by state and local governments over the past
three decades are procyclical—typically increasing when the national
economy is expanding and decreasing during national recessions, relative
to their long-run trend."” Own-source revenues, which made up about 80
percent of state and local general revenues in 2008, and total tax revenues,
which made up about 68 percent of state and local own-source revenues in
2008, display similar cyclical behavior. In addition, state and local revenue
growth lagged the resumption of national economic growth after the 2001

General revenues comprise all revenue except that classified as liquor store, utility, or
insurance trust revenue. General revenues collected by the state and local government
sector in the United States are either collected from own-sources or are intergovernmental
revenues received from the federal government. To describe how state and local
government revenues change during national economic downturns, we used data from the
Annual Survey of State and Local Government Finances and Census of Governments
collected by the U.S. Census Bureau, as well as data from the National Income and Product
Accounts produced by the Bureau of Economic Analysis. We analyzed data for the United
States for the period 1977-2008. We first decomposed real state and local government
revenues and GDP into their (1) long-run trend and (2) business cycle components. We
then calculated the correlations of the business cycle components of state and local
government revenues with the business cycle component of GDP. The cyclical components
of revenues and of GDP are the percent deviations in revenues and GDP from their long-
run trends. In general, a positive correlation indicates that revenues are procyclical and a
negative correlation indicates that revenues are countercyclical. Specifically, we identified
revenues as procyclical if the correlation was greater than or equal to 0.2, and we identified
revenues as countercyclical if the correlation was less than or equal to -0.2. Appendix I
contains additional details on our methodology and its limitations, and appendix II contains
definitions of state and local government revenues.
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and 2007-2009 recessions, but preceded it during the 1981-1982 and 1990-
1991 recessions.

State and local governments’ current tax receipts have declined in each of
the six national recessions since 1973. However, both the severity of these
revenue declines and the time it has taken for revenues to recover has
varied (figure 3).” During the most recent recession, state and local
governments experienced more severe and long-lasting declines in
revenue than in past recessions. For example, over the course of the 2007-
2009 recession, current tax receipts declined 9.2 percent—from $1.4
trillion in the fourth quarter of 2007 to $1.2 trillion in the second quarter of
2009—and had not yet returned to the peak level 5 quarters after the end
of the recession. In contrast, the recessions beginning in 1980, 1981, and
1990 were less severe. For example, over the course of the 1990-1991
recession, current tax receipts declined less than 1 percent—from $789
billion in the third quarter of 1990 to about $785 billion in the first quarter
of 1991—and recovered as the recession ended in the first quarter of 1991.

*In our analysis of the magnitude of revenue declines during national recessions, we used
state and local government tax receipt data from the Bureau of Economic Analysis for the
first quarter of 1973 to the third quarter of 2010. Unless otherwise stated, current tax
receipts are presented in real 2009 dollars.
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Figure 3: Changes in State and Local Government Current Tax Receipts during National Recessions, 1973 through 2010
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Source: GAO analysis of BEA data.

Note: Quarter 0 denotes the peak of an NBER business cycle. The number of quarters shown for
each recession represents the amount of time needed for tax receipts to return to or surpass their
levels at the beginning of the recession period (NBER business cycle peak). For the 2007 recession,
receipts have yet to return to their peak levels. The levels of state and local current tax receipts for
each recession are indexed to their levels at the beginning of the recession period. Current tax
receipts are tax revenues received by these governments from all sources.

Larger revenue declines during the two most recent recessions have
coincided with increased volatility in state and loca