trends and issues to watch, ideas and innovations to use

Faltering economy hits state budgets

Budget shortfalls for half of the nation’s state governments are expected this year, the highest number since 2002, The New
York Times reports.t The 2001 recession forced 37 states to cut spending. Now many states face weakening tax revenues due

to a troubled housing market and a looming national recession.
California, Arizona, and Florida, for example, have seen stark
declines in tax revenues after housing market crashes. With no
income tax, Florida relies heavily on revenue from its sales tax,
which has declined for two straight fiscal years. As for next
fiscal year, a report from the National Conference of State
Legislators finds that legislative fiscal directors from three-
fourths of the states are either “concerned” or “pessimistic”
about the FY 2009 general fund revenue outlook. The budget
outlook for the other 13 states is either “optimistic” or “stable.”
Kentucky falls in the “concerned” category.?

When fiscal pressures mount, states have typically cut
spending rather than raise new revenue. Education, often the
largest item in a state’s budget, is a frequent target. Eight states
have cut higher education budgets and nine are cutting primary
and secondary education. Dwindling revenue and rising costs
have led nine states to trim their Medicaid programs.
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Potential Implications for Kentucky: With state agencies
preparing for another round of budget reductions before the
next fiscal year, the revenue outlook remains bleak for the
short- to mid-term, while the long-term outlook appears
uncertain at best. Now policymakers must anticipate the
consequences of sustained cuts in state services, particularly
health care and education, which exert broad influence on
the state’s economy. Collectively, these program areas
account for about 70 percent of Kentucky’s general fund
appropriations.

Coal demand, cost spikes

Once relatively inexpensive and plentiful, coal fuels half
the nation’s electricity.* Around 90 percent of U.S. coal
production is used to generate electrical power, a number
that has been steadily increasing since the late 1940s.*
However, environmental concerns over greenhouse gas
emissions and the subsequent loss of federal financing have
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forced some American utilities to abandon plans for coal-

burning power plants.® The Agriculture Department’s Rural Utilities Service has suspended a low-interest lending program for
rural electric cooperatives seeking to build such plants, according to The Washington Post.® Meanwhile, The New York Times
reports that we have become a major exporter of coal to countries like Germany and Japan.” Consequently, domestic buyers
now must compete with foreign buyers, causing prices to rise. Prices for two American grades of coal rose by 93 percent and
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64 percent in the last year alone. Because
American utility companies buy almost all their
coal on long-term contracts, locking in prices for
several years, most consumers have yet to feel
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Health care spending predicted to reach $4.3 trillion by 2017
Over the next decade, U.S. health care spending is expected to reach $4.3 trillion, double the $2.1 trillion record of 2006,
according to Health Affairs.® Federal analysts project that health spending could consume as much as 19.5 percent of the

nation’s gross domestic product (GDP). Analysts
anticipate that health care spending will grow on
average 6.7 percent through 2017 and outpace
economic growth by about 1.9 percentage points each
year. Steady health spending growth, coupled with
lower economic growth, is estimated to result in a
gradual increase in health spending as a share of
GDP. A probable slowdown in growth in private
spending will likely be offset by accelerating growth
in public-sector spending, partially attributable to
the anticipated baby-boomer enrollment in Medicare.

A Kaiser Daily Health Policy Report concludes
that fiscal pressures from increasing health care costs
could contribute to severe budget shortfalls for state
governments.® Medicaid spending is estimated to
increase by 7.3 percent in FY 2007, compared with a
growth rate of 1.7 percent in FY 2006. A significant
contributing factor for the increase stems from the
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provision of prescription drug benefits to those whose low incomes make them dually eligible for Medicare and Medicaid.
Under the federal Medicare prescription drug benefit, dual-eligibles now receive their drug benefits through Medicare.
However, states finance these benefits through payments to the federal Medicare Trust Fund, which are projected to rise to

about 5 percent of state Medicaid expenditures.

Potential Implications for Kentucky: Kentucky, like many other states, faces the likely potential of sharp health care
spending hikes, stemming from retiree benefits to expanded Medicaid populations. The costs threaten to crowd out other vital
priorities such as education. Kentucky’s disproportionately poor elder population relies heavily on Medicaid; 24 percent of the
state’s 2003 Medicare enrollees were eligible for Medicaid based on their incomes. Precription drug spending here exceeded the
national average, 19 percent compared with 14 percent, respectively.’® As these costs exert growing pressure on state budgets,
the call for solutions that move beyond shifting them to already strapped state budgets will likely mount.
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