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Fiscal 2008 Budget: Straining at the Seams

The fiscal 2008 state budget debate turns to the
Senate this week at a particularly delicate time for
state finances.

The final tally shows that the House added $204
million in spending during floor debate, a net
increase of $171.6 million in state spending after
adjusting for $32.35 million in federal Medicaid
reimbursements. While most of those additions
were for deserving programs, the House budget's
bottom line of $29.37 billion clearly is not
affordable over the long-term.

The House budget depends on almost $700
million in reserves,! an amount too large in the
midst of an economic recovery. In both fiscal
2006 and 2007 the Legislature passed budgets that
included major draws on the state's reserve funds,
betting that tax revenues would come in higher
than expected, and thus not require an actual use
of reserves. That bet was won in 2006 and may be
in 2007 as well, but it is not at all clear that
revenue growth will cover proposed spending in
2008. Revenue growth has slowed substantially
and April tax collections were disappointing,
falling $115 million below the benchmark for the
month.

The Foundation recommends that fiscal 2008
spending be held to the approximately $29.2
billion in the Governor's and House Ways and
Means budgets.

In one significant area the House budget is a
distinct improvement over the Governor's —

! Including the suspension of the $100 million annual deposit
to the stabilization fund.

decision not to include some $300 million in new
corporate taxes. The Governor's package of
corporate tax increases would be the fourth in
five years and result in a 75 percent increase in
corporate income taxes during this period. These
large tax increases will undercut the creation of
jobs and thus exacerbate the state's long-term
fiscal problems. Furthermore, it is highly
unlikely that these tax changes would produce
the hundreds of millions of dollars claimed by
the administration.

The House budget, like the Governor's, counts on
approximately $300 million of savings in the
Medicaid program in order to hold the program's
rate of growth below 5 percent. With Medicaid
expenditures having seen average increases close
to 7 percent annually since 2001, this is an
ambitious target that relies in part on the
Commonwealth reducing or eliminating expected
rate increases to a variety of health care
providers.

Also on the fiscal front, the Governor has
announced a $1 billion, 10-year life sciences
initiative, and the Legislature has approved $88.4
million in supplemental spending requested by
the Governor for fiscal year 2007.

Regardless of their merits, the many additional
spending proposals — and the resulting inflated
fiscal 2008 budget — ignore the state's fiscal
realities. Barring a dramatic economic recovery
and an accompanying sharp increase in revenues,
the state simply cannot afford the level of
spending that is being proposed. The state's
leaders need to choose among the long list of
competing needs.



BUDGET SUMMARY!

FYoT Fyia FYIH Actual F¥iog
(% Millions) GAA House § Diff % Daff Infl. Adij. House 5 Diff % Diiff
Investment in Children 56,4705 56,8388 33683 5.7% 573422 £6.838.8 -5503 .4 -6.9%
Education Local Aid 40329 42862 2533 6.3% 24033 43842 -117.1 -2TH
Higher Education o449 10334 587 5.9% 14141 10535 -360.3 -25.5%
Services to Children T15.2 004 151 3.2% 731.3 2004 8.0 B4
Youth Setvices 1575 160.7 il 2.0% 150.8 160.7 a8 6.5%
Child Care Services 510.0 3380 180 55% §421.7 3380 -14.7 -16.3%
Criminal Justice and
Law Enforcement 820567 32,1421 5855 4.2% 511784 521421 -536.2 -1.T%
Comectons 9274 Q609 i34 3.8% 10181 a0 9 581 -BTH
Tudiciary 72448 7654 8 2.8% T304 T65.4 148 20%
Palice 254.8 1814 168 10.5% 261.8 1814 19.6 T.5%
DAs 214 L4 i4 3.8% 1038 248 -0 -BER
Attorney Ceneral EE N ] £ ] 2.5% 43.1 £ -3.5 -B1%
Local Government 515611 31,506.1 5350 2.2% 51,9647 515061 -5368.7 -18.8%
Assistance to the Poor 508078 510,218.6 34108 4.2% 57,5141 510,218.6 517045 36.0%
Mediraid Other Health Cars’ 86619 00544 3930 4 5% 61963 L0529 1858.6 46.1%
CashHousing Assistance B3R5 T3 10.7 1.2% 1,025.7 2703 -1354 -182%
Eldesly 1864 1833 71 2.5% 2911 X3S 13 0.5%
Assistance to fhe Sick
and Disabled 522874 32,4140 3126.6 5.9% 51,5009 §2.4140 -51769 -6.8%
Mental Fetardation 1.172.5 12282 536 4.7% 1.168.0 12282 601 51%
Mental Health 6.3 G651 18 2.9% 679 685.1 -1m2.7 -134%
Public Health 44684 5.7 5211 11.1% §35.0 5207 -134.3 -205%
Transportation £21146 31007 -518 -1.3% 53110 52097 -812111 -36.8%
Repional Transit 517 523 0.5 1.0% 515 523 -0.3 05k
Highways 9.7 947 S50 -5.0% 198.1 227 -1034 -2
Bepistry 61.2 628 L& 2.T% 514 62.8 -1B.3 22 B
Economic Development £3816 33004 503 2.4% §514.4 53009 -812135 -24.0%
Business and Labor 1545 1653 0n.g 0.5% 2020 1653 -16.6 -1B.1%
Environment 217.1 1256 g3 3.8% 3114 1256 -26.8 2T B
Central Costs 544087 34,5811 51725 3.9% 54,0500 £4 5811 582112 12.8%
Employes Benefirs’ 24214 15807 178.1 T.4% 21383 13897 4514 216%
Diebt Service 1987.0 Logl4 0.0% 19216 JE1= 0%
Other 0301 30782 5301 4.2% §1,3132 50782 -83450 -26.1%
Total 5181154 51036086 312442 4.4% 5178108 520 369.6 515498 3.6%
L Anzouns ars adjussd to mchide certez off-tudest aotheorzatons, primanily for Sealh tame and pecsions, and wo eechods BETAL

schnal building acich=cs, comantion canter, moequitn comerel and cortam other axpendiee: moved off-udget over the
PEeious Several e,

Comibizes MassHealh acconis wid relasd off bodest Snds, sach as the Commnoowialth Came Trust Fund (inclading the 10O}
and tha Essamial Conmmoesty Provdar Trust.

3 Droas oot inzluds wedars' < i

]

and el

i insorence whick arw budgetsd in agsooy aocoums



