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As the fiscal health of the courts is directly tied to the fiscal health of state 

and local governments, it is crucial to examine the emerging and existing 

budget trends for those institutions. State and local government budget 

projections have remained cautious amid the ongoing recession recovery, 

with moderate spending growth, below recent historical rates, being 

anticipated in most states. A challenging revenue environment, including 

lowered fiscal forecasts from states, created the conditions for states to be 

much more cautious in developing their budgets and allocating funds.  

 

OVERALL BUDGET AND REVUNUE SYNOPSIS 
 

In the vast majority of states, budget proposals call for increases in 

general fund spending, though the recommended level is below the 

5.5 percent growth rate that is the historical average.1 While state 

and local governments balance sheets may show improvement, the 

condition of the infrastructure in many states has not been 

adequately maintained, which will impact future budget projections.  

 

States are currently grappling with slow gains in tax collections, 

which has resulted in many revising their revenue forecast 

downward for the current fiscal year. Many states faced continuing 

demand for increased spending following the stagnation of growth 

since the economic downturn. Some states, as a result of the  

 

                                                           
1 “Summaries of Fiscal Year 2018 Proposed and Enacted Budgets” 

 

____________________________________________________ 

“Despite the continued economic recovery, state 

revenue growth is slowing. This slowdown does 

not appear to be the harbinger of a recession, but 

rather the result of many factors mostly, but not 

entirely, outside of states’ control. States could 

also do a better job of planning for 

uncertainties.”2  
______________________________________________________ 

2 https://www.cbpp.org/sites/default/files/atoms/files/3-30-

17sfp.pdf 
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constrained fiscal environment, chose to cut or flat-fund a number of 

agencies, while increasing spending in priority areas.  

 
Many states faced revenue shortfalls, and more states faced mid-year 

revenue shortfalls than any year since 2010. 3 Key factors in revenue 

shortfalls for states include: 

• Slower than average sales tax collection growth 

• Tax cuts 

• Falling energy prices 

• Rate of stock market growth 

• Pension fund gaps 

 

SHORT TERM BUDGET TRENDS 
 

Forty-six states began fiscal year 2018 on July 1, and unlike last year, 

when a majority of states finalized their budget by the start of the 

fiscal year, several states had late budgets, with some having to call a 

special legislature session to resolve budget differences. 

 

Revenue forecasts are vital in helping policymakers determine where 

spending should be raised or taxes should be cut. The median 

income tax forecast for fiscal year 2018 suggests 4.1 percent growth, 

up from 3.6 for 2017. The median sales tax forecast for fiscal year 

2018 suggests 3.5 percent growth, up from 3.1 percent for 2017.  

 

Priority areas for fiscal year 2018 budgets include: education funding 

formulas and structures, opioid epidemic mitigation efforts, 

reducing Medicaid spending growth, workforce development  

                                                           
3 https://www.cbpp.org/sites/default/files/atoms/files/3-30-

17sfp.pdf 

 

programs, multi-year transportation plans, and additional funding 

for child welfare issues to lower caseloads and make foster care 

improvements.  

 

LONG TERM BUDGET TRENDS  

 

 The president’s 2018 budget is projected to cut federal funding for 

the services states and localities deliver. By 2027, the cuts would 

amount to $453 billion, which is about 37 percent of state budgets at 

that time.4 Most states are already struggling to balance their 

budgets, and the cuts, beginning in 2018, would require states to 

come up with an additional $44 billion to maintain the programs that 

the federal government is cutting. The proposed budget will likely 

force states to scale back or eliminate programs, as it is unlikely that 

any state could raise these funds on their own. 

 

The budget will present challenges for the many states that have not 

fully recovered from the recession, and states will have to make  

4 https://www.cbpp.org/sites/default/files/atoms/files/6-13-

17sfp.pdf 
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difficult choices regarding budget cuts due to dramatically declined 

revenues. States would have to make a substantial increase in 

income tax in order to make up for just the 2018 cuts. 5 

 

States and localities will not be able to fund many of their own 

programs that are affected by the federal budget cuts, and will most 

likely have to outright eliminate some of the programs they support. 

Income tax is their largest revenue source, followed by sales tax. 

While property taxes and state government funds are the major 

revenue sources for localities, 46 states and the District of Columbia 

limit local government’s ability to raise property taxes. It is unlikely 

that states and localities could raise the funds necessary to make up 

for the loss of federal funding from the budget cuts.  

 

 

 

 

                                                           
5 https://www.cbpp.org/sites/default/files/atoms/files/6-13-

17sfp.pdf 

 

CONCLUSION  

 

Revenue forecasters worry about risks, and in the latest forecasts, 

many have expressed concern about uncertainties related to the 

global economy, political risks in Europe, potential federal policy 

changes from the new administration, Federal Reserve Board 

actions, and changing demographics. The weak revenue forecasts 

that states are experiencing reflect anticipated slow economic 

growth, low oil prices, long-term demographic changes, anticipation 

of tax policy changes, and changing consumption and spending 

habits.6  

 

In the short term, states are dealing with a difficult revenue 

environment with depressed budget forecasts due both to 

uncertainty and a variety of factors including slow economic growth, 

a delayed effect from stock market stagnation, as well as slow gains 

in tax collection among other factors.  

 

Projections for the federal budget portend a future with less federal 

funding for states and localities. It will be difficult for many states 

and localities to maintain the level of programming they currently 

have, and will likely face much competition for alternative sources of 

funding.  

 

 

 

 

 

 

6 http://www.rockinst.org/pdf/government_finance/2017-03-27-

By_numbers_brief_no7.pdf 
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