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OVERVIEW
· You have probably read or heard about the state budget crises affecting almost every state in the nation.

· Shortfalls are created when state revenues fall short of the cost of providing services.

· Every state except Vermont has some type of balanced-budget law, so shortfalls for 2009, 2010, and most shortfalls for 2011 have already been closed through spending cuts, revenue (tax) increases, reserve spending, and use of federal stimulus dollars.
· Following the downturn in the overall economy, states began to face major budget shortfalls due to a variety of causes.

· Even as the economy shows signs of recovery, state budgets will remain weak this year.
· Historically, state revenue collections lag national economic recoveries, meaning 2011 will likely be worst than 2010.

· When adopting budgets for the current fiscal year (2011), at least 46 states struggled to close shortfalls.

· Gaps for 2011 totaled $121 billion, or 19% of budgets in 46 states.

· This figure is likely to grow throughout the year, and could exceed $140 billion.

· The problem isn’t likely to get better anytime soon, as 39 states already have projected shortfalls for FY 2012 that total $102 billion.
· The major contributing factors for state budget shortfalls include decreased revenue, inadequately funded pensions, and increased demand for essential services, and the end of federal stimulus funds.
· In order to address the problem, states are utilizing a variety of budget and service cuts, tax and fee increases, employee furloughs, reductions in force, cuts in employee benefits, pension reform, and other methods to close shortfalls.
· While the economy does show some signs of improvement, it is unlikely that the fiscal situation will improve for the states unless unemployment numbers begin to decrease.

· High unemployment results in lower tax revenue and increased demand for assistance from state governments.
· Since the recession began, at least 31 states have implemented cuts that will restrict low-income children’s or families’ eligibility for health insurance or reduce their access to health care services.

· Colorado is cutting public school spending by $260 million, which amounts to more than $400 per student.

· Due to higher education funding cuts in Minnesota, approximately 9,400 students will lose their state financial aid entirely, and the rest will see their aid cut by 19%.

· Over 30 states have raised taxes to some degree, and in some cases quite significantly.

· In April, Washington State implemented a 2-cent tax on every 12 ounces of soda sold in the state.
· Governor Schwarzenegger of California ordered the furloughs of 150,000 employees in order to conserve cash until lawmakers approve a budget.
· Schwarzenegger also ordered pay for 200,000 state hourly workers to be held at the federal minimum of $7.25 an hour until a spending plan is passed.

· 10 states that have voted this year to raise the retirement age for government employees or to increase penalties on workers who retire early.

· California is following Utah’s lead, as Governor Schwarzenegger has reached tentative contract agreements with employee unions to raise the retirement age for new hires by 5 years.

· Illinois has increased the retirement age for most new hires from 60 to 67.

· Colorado, Minnesota, and South Dakota reached the conclusion the cutting retirement benefits for new employees would not be enough to keep their pension plans solvent over time, so they have limited the cost-of-living increases they had already promised to current retirees.  Legal challenges have already begun.
· Many new state workers will be enrolled in pension plans that are only guaranteed in part.

· Due to recently passed legislation, the new plans will consist of guaranteed benefits, in combination with a 401(k) plan.

WHAT DOES THIS MEAN FOR COMMERCIAL REAL ESTATE

· Increased taxes have a number of effects on commercial real estate

· Higher taxes on business results in less money for expansion, moving, or initial purchases of commercial real estate.

· Higher taxes on businesses leave less money in the coffers to hire new employees.

· This does not help the unemployment problem.

· Higher taxes on real estate transactions could be used to increase revenue.

· States may be unwilling to continue to maintain vacant or abandoned buildings, leading to decreased property values or additional fees to cover maintenance.

