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The United States’ economy continues to perform better than expected. On
nearly all fronts economic conditions are remarkably buoyant in the middle of
the ninth year of one of the longest economic booms on record.

� Gross Domestic Product grew at an annualized 2.3 percent in the second
quarter of 1999, down from 4.3 percent in the first quarter but exceeding the
January forecast rate of 1.6 percent.

� Fear of inflation continues to dictate Federal Reserve policy, but actual
evidence of inflation is non-existent. The CPI rose 0.7 % in April, but was
flat in May and June.

� Unemployment remained at a low 4.3 percent in June and July. This low
jobless rate has raised concerns about the inflationary threat of rising wages,
and in late July a report on rising labor compensation rates created concern
on the stock market. Average hourly earnings are up 3.8 percent over a year
ago. 

� New job creation was higher than expected in July, with 310,000 additional
jobs. Manufacturing employment rose for only the second time in 16 months,
and overall manufacturing employment has lost almost one-half  million jobs
since early 1998.

� Consumption is the engine powering the economy. Household spending has
exceeded income since January. Households have, in effect, let the stock
market do their saving for them, relying on the higher value of their assets to
support their spending. (The savings rate looks only at household income
and spending and does not allow for the effect of additional wealth.) A lot of
consumption is related to home purchases -- new furnishings and appliances
are often bought for newly purchased homes. July retail sales figures were
higher than expected, and most major retailers are sharing in the good times.

� Interest rates have begun to creep up, after remaining low for most of 1998-
99. The Federal Reserve raised the federal funds rate on June 30, and
Chairman Greenspan has threatened additional rate increases if wages
continue to rise. The 30-year mortgage rate rose past 8 percent in early
August, which will probably slow the construction industry. Auto sales may
also be affected by higher interest rates.

� Residential construction has been at an historically high level in recent
months. Sales of new single family homes grew in June by 3.1 percent over
the previous year, after declining slightly in May. Commercial construction
is soft because of excess capacity in retail and manufacturing, but state and
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local construction spending is growing, mostly because of highway
construction.

� International trade remains the dark cloud on the economic horizon. Asia has
begun to recover from recession, but only slowly, and Japan remains in the
economic doldrums. South America is moving into recession, and the U.S.
trade deficit continues to deteriorate.

 
� Corporate profits have been healthy, and second quarter earnings were

higher than anticipated. 

With all this good news, why do we need awareness of recession impacts? The
answer is “just in case”. 

What will happen to Florida’s General Revenue Fund if the economic climate
changes and the Nation and Florida are forced to deal with a recession?  Not
having a crystal ball to look into the future, what would be wrong with looking at
Florida’s response to downturns of the past? More specifically, one might
assume that the downturn of the early 90's will give us clues about the impacts of
downturn in the future. The purpose of this interim project is to offer research
data that creates awareness of the impacts of a downturn, awareness of Florida’s
response in the past, and awareness of the extent of remedy offered by the
Budget Stabilization Fund (BSF).

��
��
�����
Quantitative research and analysis of historical data is used to provide three
economic models of what impacts a recession might have on the General
Revenue Fund.

The state of the economy was garnered from the DRI information provided to the
Florida Legislature. Research of the general revenue volatility in Florida since
1970 is provided to illustrate the fluctuation of revenue collections particularly
in the 70's and 80's.

Historical data was provided by the Office of Economic and Demographic
Research. Similarly, the Office of Economic and Demographic Research
provided two possible scenarios of future recessions in Florida.

The two scenarios and the mirror image of the downturn in the early 90’s were
overlaid on the projections of General Revenue collections in the near future.
The result is a graphic representation of the possible revenue and budget impacts
of three models; a mild recession, a deep recession, and a recession mirrored
after the last downturn in the early 90's.
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In addition to the recession models, a detailed analysis of the effects of the 90's
downturn on individual component of sales tax is provided to show what parts of
Florida’s economic structure were affected and to what extent.

Finally the budget stabilization fund is overlaid on the three models to illustrate
the extent to which this fund will mitigate the effects of a recession.

��	
�	��
General Revenue sales tax increases from 1971 to the present have ranged from a
high of 22.46% in 1971 to a low of -1.23% in 1991. The volatility mirrored the
nations economic trend both in inflationary growth periods and, more recently,
stable continuous growth of the economy. Table l and Graph l depict the
historical growth in General Revenue sales tax from 1971 through 1998. The
shaded areas on Table 1 identify the results of economic downturns on the dollar
and percentage increases in General Revenue.

TABLE I
Percentage Change in General

Revenue Sales Tax
FY Amount %

70-71 715.2

71-72 875.8 22.46%

72-73 1041.1 18.87%

73-74 1196.3 14.91%

74-75 1199.5 0.27%

75-76 1254.1 4.55%

76-77 1398.6 11.52%

77-78 1644.7 17.60%

78-79 1947 18.38%

79-80 2252.1 15.67%

80-81 2542.9 12.91%

81-82 2805.7 10.33%

82-83 3343.8 19.18%

83-84 3983.7 19.14%

84-85 4239.6 6.42%

85-86 4589.6 8.26%

86-87 5054.2 10.12%

87-88 6103.4 20.76%

88-89 6531 7.01%
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Percentage Change in General Revenue
Sales Tax
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89-90 7036.6 7.74%

90-91 6950.1 -1.23%

91-92 7635.6 9.86%

92-93 8380 9.75%

93-94 9006.9 7.48%

94-95 9578.3 6.34%

95-96 10455.9 9.16%

96-97 11031.2 5.50%

97-98 11841.1 7.34%

GRAPH I

� Chart I is not adjusted by tax rate increases. The peaks following the
downturn years are a result of recovery and tax increases . The penny
increase in sales tax in 1982 and 1988 (following the repeal of the services
tax) indicate both the increase in rate and recovery from each downturn.

� In 1990/91 the rate of change was actually negative at -1.23%. Sales tax
collections during the years of the last downturn and recovery may give us a
model to predict what might happen in the event of another downturn in the
future.
Unfortunately,
neither the past
downturns, the best
economic model or
Chairman Greenspan
can  tell us WHEN it
will occur if ever.
Now let us dissect
the component of
sales tax.
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Percentage Change in Sales Tax Revenue by Source
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BUSINESS 0.1637 0.0706 0.024 0.0054 0.1234 0.0882 0.0598

BUILDING 0.2156 -0.0328 -0.1366 -0.0674 0.1862 0.0933 0.0559

OTHER DURABLES 0.1628 0.0579 -0.0249 0.0079 0.1561 0.1068 0.0829

AUTOMOBILES 0.1613 0.0026 -0.0618 0.0319 0.1863 0.0966 0.0776

TOURISM 0.2168 0.0873 0.04 0.0401 0.0829 0.0213 0.0533

CONSUMER NON-DUR 0.1946 0.0692 0.0337 0.0381 0.1083 0.0561 0.0669

88/89 89/90 90/91 91/92 92/93 93/94 94/95
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�
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Attached is a list of goods and services that are included in the sales tax
categories of Business, Building Other Durables, Automobiles, Tourism, and
Consumer Non-Durables.

Table/Graph ll depicts the percentage change of each major component of 
Sales Tax.
� Business dropped from a increase of 16% to an increase of 7% in 1989/90,

dropped to 2% in 1990/91 and bottomed out at 0.5% in 91/92 and recovered
very well in 1992/93.

� The Building Industry booming at a 21.5% increase in 1988/89 dropped to a
-3.3% change in 1989/90 and even lower the next year with a -6.7% change.
The previous decreases were recovered with a 18.6% increase in a 1992/93
and appear to be stable at 6% in the following years.

� Other Durables took a similar path dropping from a high of 16.3% change in
1988/89 to 5.8% in 1989/90, followed by a -2.5% decrease in 1990/91, 0.8%
in 1991/92 and recovering in 1992/93 to a 15% increase.

� Automobile sales tax collections fell rapidly from a 16% increase in 1988/89
to 0.2% in 1989/90, to -6.17% in 1990/91, beginning recovery to 3.18% in
1991/92 and recovering to an increase of 18.6% in 1992/93.
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CONSUMER NON-DUR

TOURISM

AUTOMOBILES

OTHER DURABLES

BUILDING

BUSINESS

CONSUMER NON-DUR 380.270267 161.562528 84.1157807 98.3165446 290.079614 166.573358 209.736

TOURISM 269.47871 132.105709 65.846794 68.6019401 147.460269 40.9834559 104.790105

AUTOMOBILES 191.345506 3.5394464 -85.33723 41.3226075 249.076149 153.261554 135.038512

OTHER DURABLES 70.5273573 29.1809646 -13.270168 4.106251 81.7406714 64.6871903 55.5853575

BUILDING 103.309831 -19.097837 -76.979998 -32.768245 84.4813136 50.1866459 32.8928398

BUSINESS 185.880297 93.2984783 33.9375001 7.7555104 179.678766 144.340637 106.399796

88/89 89/90 90/91 91/92 92/93 93/94 94/95

� Tourism decreased from an increase of 21% in 1988/89 to an increase of
8.7% followed by stable increases of 4% for two years and then increasing
two-fold in 1992/93 to over 10%.

� Consumer Non-Durables generally followed the same path, dropping from a
high of 19.4% to an increase of 6.9% in 1989/90, 3.36% in 190/91, 3.8% in
1991/92 and recovering to 10.8% in 1992/93.

Percentage Change depicted in Table/Graph ll shows the volatility of each major
component of Sales Tax. What about the dollar value  of change in each
component?

TABLE/GRAPH III

Consumer Non-Durables, Automobiles, the Building Industry and Business took

hits in percentage change and dollars, with automobiles, other durables and
building showing losses in collections from previous years. These losses were
followed by a nice recovery in 1992/93,  particularly Consumer Non-Durables,
Automobiles, Building and Business. Now that we see what happened to General
Revenue and more specifically Sales Tax, the next question is: What did we do
about it? What was the Legislature’s reaction?
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General Revenue Cuts and Tax Increases
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GR Actual 9259.9 9907.3 10123.2 10898.6 12059

GR
Appropriated

9259.9 10175.4 11149.8 11539.3 11859.2

Gap 0 268 1026 640 -199

Budget Cuts
And Tax
Increases

458.4 961.9 611.2 0

1988/89 1989/90 1990/91 1991/92 1992/93

Legislatures Reaction to the Shortfall, Downturn, General Revenue Gap of the
early 1990's.

TABLE/GRAPH IV

General Revenue Cuts and Tax Increases

Fiscal Year GR Actual Appro-
priation

Gap Budget Cuts And
Tax Increases

1988/89 9259.9 10175.4 0

1989/90 9907.3 11149.8 268 458.4

1990/91 10123.2 11539.3 1026 961.9

1991/92 10898.6 11859.2 640 611.2

1992/93 12059 -199 0

Table IV shows the gap that appeared between General Revenue collections and

appropriations. The following is a chronology of cuts, transfers and tax increases
to fill the gap between appropriated and actual funds.
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� December 1989 $271.6 million in Budget Cuts

� Post Session 1990 $186 million in Tax Increases

� Post Session 1990 $500 million in Tax Increases

� November 1990 $479.9 million in Budget Cuts 

� January 1991 $270 million in Budget Cuts

� March 1991 $170 million used from WCTF (Working
Capital Trust Fund)

� Post Session 1991 $30 million in Tax Increases

� June 1990 $42 million in Budget Cuts

� December 1991 $514.2 million in Budget Cuts

� December 1991 $15.8 million in Trust Fund Transfers

� February 1992 $46 million in unappropriated FEFP (Florida
Education Finance Program)

� Special Session 1992 $350 million in Tax Increases

Total Cuts, Transfers or Tax
Increases

$2.88 Billion)

����������
��

Florida has two reserve funds designated for use if revenue collections in the
General Revenue Fund are insufficient to meet appropriations. These are the
Working Capital Fund, created in 1959, and the Budget Stabilization Fund,
created by Constitutional amendment in 1992.

��������	
���

�����

The Working Capital Fund is established pursuant to s. 215.32, F.S. It is
statutorily created and not required by the Constitution. The Working Capital
Fund (WCF) accrues from moneys in the General Revenue Fund in excess of the
amount needed to meet General Revenue Fund appropriations. The WCF cannot
exceed 10% of the preceding fiscal year's net General Revenue Fund collections.
The Governor is required to transfer to the WCF by September 15 each year
moneys in the General Revenue Fund in excess of the amount needed to meet
appropriations for that year. No minimum is required for the WCF. In the event
of a shortfall in the General Revenue Fund, the Governor is directed to transfer



Fail Safe: Impacts of Economic Downturn on Florida Revenues

Page 9

funds from the WCF in accordance with the procedures in s. 216.221, F.S.

Section 216.221, FS, provides procedures to prevent a deficit in the General
Revenue Fund. The Governor, as chief budget officer, is charged with
responsibility to ensure that no deficit occurs in any state fund. The Legislature
is required to provide direction in the General Appropriations Act regarding the
use of the Working Capital Fund to offset General Revenue deficits. If in the
opinion of the Governor, after consultation with the Revenue Estimating
Conference, a deficit in the General Revenue Fund will occur he is to so certify
to the Administration Commission and the Chief Justice. Within 30 days, the
Governor for the executive branch and the Chief Justice for the judicial branch
are to develop plans to prevent a deficit from occurring. In developing these
plans, a list of 17 guidelines is provided in statute including that the use of
nonrecurring funds to solve recurring deficits should be minimized and that the
Working Capital Fund should not be reduced to a level that would impair the
financial stability of the state. However, if the projected deficit in the General
Revenue Fund exceeds $300 million the deficit is to be resolved by the
Legislature. The Administration Commission and the Chief Justice are to
implement the plans developed. Once actions have been taken to reduce budget
authority, no action can be taken by the executive or judicial branches to restore
those reductions.

When not required to meet General Revenue Fund appropriations, money in the
WCF may be used as a revolving fund for short term transfers to other funds.
Interest earned on WCF accrues to the fund.

�������������������
���
�

The Budget Stabilization Fund (BSF) was created upon approval of a
constitutional amendment placed on the November 1992 ballot by the Taxation
and Budget Reform Commission. The relevant portion of that amendment states: 

(g)  BUDGET STABILIZATION FUND. Beginning with the 1994-1995
fiscal year, at least 1% of an amount equal to the last completed fiscal year's
net revenue collections for the general revenue fund shall be retained in a
budget stabilization fund. The budget stabilization fund shall be increased to
at least 2% of said amount for the 1995-1996 fiscal year, at least 3% of said
amount for the 1996-1997 fiscal year, at least 4% of said amount for the
1997-1998 fiscal year, and at least 5% of said amount for the 1998-1999
fiscal year. Subject to the provisions of this subsection, the budget
stabilization fund's principal balance shall be maintained at an amount equal
to at least 5% of the last completed fiscal year's net revenue collections for
the general revenue fund. The budget stabilization fund's principal balance
shall not exceed an amount equal to 10% of the last completed fiscal year's
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net revenue collections for the general revenue fund. The Legislature shall
provide criteria for withdrawing funds from the budget stabilization fund in a
separate bill for the purpose only of covering revenue shortfalls of the
general revenue fund or for the purpose of providing funding for an
emergency, as defined by general law. General law shall provide for the
restoration of this fund. The budget stabilization fund shall be comprised of
funds not otherwise obligated or committed for any purpose.

While the Legislature has not yet enacted procedures for withdrawing funds
from the BSF, s. 216.222, FS, was enacted establishing criteria for transferring
money from the Budget Stabilization Fund. These purposes are:  offsetting a
deficit in the General Revenue Fund, and providing funding for an emergency as
defined in s. 252.34, FS. Section 252.34, FS, is part of the State Emergency
Management Act and defines emergency as “any occurrence, or threat thereof,
whether natural, technological, or manmade, in war or in peace, which results or
may result in substantial injury or harm to the population or substantial damage
to or loss of property.”  All required transfers to the BSF have been made. No
funds have been transferred from the fund. Interest on moneys in the BSF
accrues to the General Revenue Fund.
 

WORKING CAPITAL FUND

Fiscal
Year

July 1
Balance

Transfers into
Fund

Interest
Credited

Disburse-
ments

June 30
Balance

1997-98 $193,670,000 $150,700,000 $16,914,019 $5,808,858 $355,475,171

1996-97 150,396,891 40,125,817 9,751,430 6,604,128 193,670,010

1995-96 161,576,695 0 8,753,289 19,933,093 150,396,891

1994-95 296,203,418 0 15,737,169 150,363,892 161,576,695

1993-94 162,384,316 122,600,000 11,219,102 0 296,203,418

BUDGET STABILIZATION FUND

Fiscal
Year

July 1
Balance

Transfers into
Fund

Interest
Credited

Disburse-
ments

June 30
Balance

1999-00 $786,890,000 61,110,000 $0 $0 $847,000,000

1998-99e 686,000,000 100,900,000 0 0 786,900,000

1997-98e* 409,390,000 276,610,000 0 0 686,000,000

1996-97 260,790,000 148,600,000 0 0 409,390,000
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Balance
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1995-96 120,590,000 140,200,000 0 0 260,790,000

1994-95 0 120,590,000 0 0 120,590,000

* Transfer to BSF is greater than constitutionally mandated.

Both Funds together create a reserve of $1.2 billion.

We have provided a “state of the economy”,  provided historical data of
percentage changes in General Revenue sales tax since 1971, provided detailed
information of the components of sales tax and their response to an economic
downturn, communicated the Legislative response to the most recent downturn. 

Now, what about the future? Will we have another downturn?  If we do, what are
some possible scenarios?  How will the Florida Legislature respond to a 
downturn “now simulated” that mirrors the most recent downturn?  What are
some other scenarios? “What are the probabilities of each simulated scenario? 
Will the budget stabilization fund be adequate or will the Legislature  have to cut
services and/or increase taxes?

������������������


The following  approach is to first identify the Estimating Economic Conference
Trend projections for General Revenue. Details are presented in the table V.
Next, Frank Williams, Economist with Demographic and Research, created two
scenarios using DRI data adjusted for Florida: is a mild recession, and a deep
recession. For a third scenario we simply mirror the percentage changes of the
early 90's downturn on the trend projections of the future, adjusting the
percentage change by adding back the budget cuts and tax increases . According
to DRI the stable trend has a 60% probability, the mild recession has a 25%
probability and the deep recession has a 15% probability. The probability of the
mirrored scenario, more similar to the deep recession,  is also estimated at 25%.

Federal Reserve Board Chairman Greenspan, in his testimony to the U.S. Senate,
stated that the present economic conditions could continue; and, he
recommended caution and a wait, watch and see approach to the future. While he
recommended deficit reduction as his first choice, he stated that tax reduction
with a willingness for expenditure cuts is preferable to an increased expenditure
approach to the contemplated federal surplus. As of this writing, the tax cuts
were passed by Congress and the U.S. Senators and Congressmen have begun to
communicate and sell their program to the public. Now, let us return to the three
simulated scenarios:
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TABLE/GRAPH V

98-99 99-00 00-01 01-02 02-03 03-04 04-05 05-06 06-07 07-08 08-09

GR TREND 17861.7 18228.362 19116.39 19935.421 20928.896 21983.11 23129.353 24346.243 25547.479 26751.559 28097.3

GR MILD
RECESSION

17861.7 18415.109 19570.7 20331.131 20284.629 21389.464 22959.483 24490.514 25875.043 27112.451 28562.6

GR DEEP
RECESSION

17861.7 18145.352 19238.48 19939.705 19673.534 20525.327 22145.582 23767.697 25236.874 26523.193 27930.9

GR MIRROR
DOWNTURN

17861.7 18145.352 19116.39 20324.399 19780.712 20548.976 22496.227 24178.944 25712.857 26751.559 28097.3

In the mild recession scenario, inflation remains low as oil and commodity
prices fail to recover in 1999. Consumers continue to spend as their confidence
remains high, wealth rises, jobs remain plentiful, and wages increase. The
economy continues to soar and is boosted further by spending on the year-2000
problem.

In 1999, businesses boost inventories to guard against millennium bug-related
production problems. Businesses also create additional spending as they pour
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money into computer hardware and software to ensure a smooth transition to
four-digit year dates. Given the extra inventory buildup and the surge in
computer spending, real GDP grows 3.3% in 1999.

As the labor market tightens, the Federal Reserve, fearing a surge in inflation led
by a tight labor market, begins to apply the brakes in early 2000. By the
beginning of 2001, the economy is still strong and the Fed's action has failed to
slow the economy. The Fed raises rates again in the spring of 2001 and continues
raising rates until the federal funds rate reaches 6.0% at the end of the year.

With the Fed tightening, the stock market begins to correct. The S&P 500 index
peaks in 2001:3 at 1543.0. It then tumbles almost 43% to a low of 865.8 in
2002:3 (63% of the trend forecast in that quarter), leaving the index at its lowest
level since 1997:2 (it doesn't surpass its peak until 2005:4). The slide drags down
consumer confidence and spending. The economy falls into a four-quarter
recession during 2001-02. Real GDP peaks in 2001:3 at $8202.9 billions (saar),
and it reaches its trough of $8023.6 billion in 2002:3, tumbling 2.2%, peak to
trough.

 In the midst of the recession, consumer sentiment sinks to 64, its lowest level
since the 1981/82 recession. Weak profits and declining output force layoffs, and
the unemployment rate climbs to 7.0% by the beginning of 2003. The Fed reacts
to the economic downturn by cutting the federal funds rate to 5.25% by mid-
2002 and 4.84% by late-2003.

In the deep recession scenario, the swing in investment in inventories is
magnified, as is consumer confidence (reaching a low of 61) and consumer
spending. However, the stock market does not increase as much as under the
mild recession scenario, but the slide is deeper.

Under the deep recession real GDP peaks at $8200.2 billion (saar) in 2001:3. It
then declines for 5 consecutive quarters, with a trough in 2002:4 at $7948.1
billion. This is a fall of 3.1% (peak-to-trough). It isn’t until 2004:1 (the 5th

quarter of the recovery) that real GDP surpasses its pre-recession peak.

The S&P 500 index peaks in 2001:2 at 1455.5. It then falls for 5 quarters to a
low of 838.9 in 2002:361% of the trend forecast in that quarter. This represents a
decline of 42.4% in the value of stocks its lowest level since 1997:2. It doesn’t
surpass its peak until 2004:3.

While the Fed’s reaction in staving off inflation is similar to the mild recession
scenario, weaker consumer confidence, greater job losses (the unemployment
rate peaks at 7.8% in 2003:2), and larger inventory correction requires bigger
cuts in the federal funds rate to generate a recovery. The rate reaches a low of
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3.75% in 2004:1.

The mirror image scenario applies the downturns of the 90's to the revenue
forecast of tomorrow: Like the downturn of the early 90's tourism ironically
drops some, but is not reduced as much as automobiles or the building industry.
The cummulative reduction in sales tax as a result of the mirror sceneriod is
$2.24 billion. All general revenue sources, however are reduced by $3.38 billion
compared to less than $2.8 billion in the early 90's. This is not surprising since
the mirror image scenerios applies the percentage reductions of the early 90's to
a larger trend base of the future.

TABLE/GRAPH IV
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A CLOSER LOOK:
TABLE/GRAPH VII

98-99 99-00 00-01 01-02 02-03 03-04 04-05 05-06 06-07 07-08 08-09

GR TREND 17861.7 18228 19116 19935 20928.9 21983.1 23129.35 24346.243 25547.5 26751.6 28097.3483

GR MILD
RECESSION

17861.7 18415 19571 20331 20284.63 21389.5 22959.48 24490.514 25875 27112.5 28562.5997

GR DEEP
RECESSION

17861.7 18145 19238 19940 19673.53 20525.3 22145.58 23767.697 25236.9 26523.2 27930.888

GR MIRROR
DOWNTURN

17861.7 18145 19116 20324 19780.71 20549 22496.23 24178.944 25712.9 28562.6 28097.3483
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Budget Stabilization Fund

GR MILD RECESSION

GR DEEP RECESSION

GR MIRROR DOWNTURN

Budget Stabilization Fund 786 847 908.5 970 1031.5 825.09 448.81 216.79 0 0

GR MILD RECESSION 786.00 847 908.5 970 387.23 -206.4 -376.2 -232.0 95.55 456.44 921.70

GR DEEP RECESSION 786.00 763.99 908.5 970 -223.8 -1681. -2665. -3243. -3554. -3782. -3949.

GR MIRROR DOWNTURN 786.00 763.99 908.5 970 -116.6 -1550. -2183. -2351. -2185. -1824. -1359.

98-99 99-00 00-01 01-02 02-03 03-04 04-05 05-06 06-07 07-08 08-09

Comparison to Trend

98-99 99-00 00-01 01-02 02-03 03-04 04-05 05-06 06-07 07-08 08-09

Trend 0 0 0 0 0 0 0 0 0 0 0

GR MILD
RECESSION

0.00 186.75 454.31 395.71 -644.27 -593.65 -169.87 144.27 327.56 360.89 465.25

GR DEEP
RECESSION

0.00 -83.01 122.09 4.28 -1255.36 -1457.78 -983.77 -578.55 -310.61 -228.37 -166.46

GR MIRROR
DOWNTURN

0.00 -83.01 0.00 388.98 -1148.18 -1434.13 -633.13 -167.30 165.38 360.89 465.25

98-99 99-00 00-01 01-02 02-03 03-04 04-05 05-06 06-07 07-08 08-09

Budget
Stabilization
Fund

786 847 908.5 970 1031.5 -206.41 -1614.19 -2877.71 Recovery Begins

GR MILD
RECESSION

786.00 847 908.5 970 -644.27 -1237.91 -1407.78 -1263.51 -935.95 -575.06 -109.80

GR DEEP
RECESSION

786.00 763.99 908.5 970 -1255.36 -2713.14 -3696.92 -4275.46 -4586.07 -4814.43 -4980.89

GR MIRROR
DOWNTURN

786.00 763.99 908.5 970 -1148.18 -2582.32 -3215.44 -3382.74 -3217.36 -2856.47 -2391.22

                 TABLE/GRAPH XIV

BUDGE
T
STABIL
IZATIO
N
FUND/
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Table/Graph XIV depicts the reduction of the budget stabilization fund from a
mild recession, deep recession and finally from the mirror scenario of the early
90's. The mild recession depleted the fund in three years. The deep recession
depleted the fund in one year. The mirror scenario depleted the Budget
Stabilization Fund in the first year as well.

Budget Stabilization Fund will not be adequate to shield the budget from cuts.
The Legislature will again have to make tough choices to balance the budget in
each of the simulated scenarios. The Budget Stabilization Fund as it exist today
is a band-aid that stops the bleeding until the following session. Florida should
be proud that policy makers and citizens created the budget stabilization fund,
but should not assume that it cures the problems of a recession. In fact, the
requirement to replenish the fund each year during the downturn digs the hole
deeper.

��	������	���	
��������	
�
��	�

Like thirty-two other states, Florida, has created a budget stabilization or “rainy
day” fund to ease the pain of a future downturn in the revenue collections.
During the most recent downturn, the Florida Legislature cut budgets by more
than$1.5 billion. Yet, what is generally perceived is that the Florida legislature
raised taxes; tax increases during the downturn were only one billion compared
to $1.8 billion in cuts and transfers. The downturns of the 70's and 80's however
each resulted in penny increases in sales tax.

We have a 60% probability of not having a severe downturn during the forecast
period, but the possibility also exists that by the time this interim study is
published and presented to the Fiscal Resource Committee, we could be
discussing budget cuts to balance the 2000/01 fiscal year. Chairman Greenspan,
economic models, our Revenue Estimating Conference, or our Office of
Economic and Demographic Research will not be able to predict when, if ever, a
downturn will occur. In fact, there is almost a  100% probability that all of us
will miss the next downturn in our forecasts. We can take comfort in the recent
stable economic growth with less volatility than in inflationary years, and in the
prudent policy of the Florida Legislature of continuing the contributions to the
Budget Stabilization Fund. While the fund is not adequate to shelter the State
from budget cuts in the event of a downturn similar to any of the scenarios
presented in this interim project, the fund will allow policy makers time to make
decisions about the best response. The budget stabilization fund has already
helped Florida keep good bond ratings and will likely prevent a emergency
decision mode. Additionally, an  opportunity may exists, because of the BSF, to
fund expenditures that enhance economic recovery, such as construction of
schools or roads.
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The purpose of this project is to aid in the awareness of the economic downturns
of the 70's, 80's and early 90"s. Similarly, we want to report the responses of the
Florida Legislature in the past; to present scenarios of possible effects of
economic downturns on Florida’s revenue stream and to demonstrate the extent
of remedy offered by the Budget Stabilization Fund.

Hopefully, this is only an exercise in awareness. But if a downturn exists in the
near future, Florida Policy makers can know which parts of the economy were 
affected in the most recent downturn and have at least one model of possible
responses to assure that Florida has a balanced budget and can continue
providing services to the Citizens of Florida.

After reading this report, legislators might consider the need to accelerate the
contributions to the budget stabilization fund and perhaps even increase the cap
beyond the maximum of 10% of previous year Net General Revenue.
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 GENERAL REVENUE FUND LONG TERM FORECAST - TREND
($ Millions)

1998-99 1999-00 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09

Sales tax/GR 12700.8 13,213.5 14003.54 14720.758 15467.446 16285.97 17163.792 18072.293 19004.003 19949.438 20972.561

Sales tax/GR 562.1 537.8 538.7 543.3 551.5 559.9 568.2 576.3 584.3 592.1 600

Corporate income tax 1472.2 1,477.2 1502.131 1536.9132 1601.1965 1686.552 1797.1645 1925.9239 2044.2002 2158.6323 2284.6347

Documentary stamp tax 479.9 425.6 406.9 429 454.4 482.9 510.7 541.3 571.3 603.1 635.6

Tobacco taxes 132.6 120.9 122.5 123.5 124.4 125.3 126.2 127.1 128 128.9 133.9

Insurance premium tax 257.9 297.0 303.6 288.2 326.1 347 369.6 394.3 420.6 447.2 473.1

Parimutuels tax 14 9.3 8.8 4.9 1.2 0 0 0 0 0 0

Intangibles Tax 751.2 518.0 528 538 550.4 560.1 573.9 589 597.4 605.5 625.7

Estate tax 674.1 706.9 750.9409 789.44986 824.63444 854.5289 891.96332 938.33563 970.14731 991.41076 1046.5022

Interest earnings 214.9 244.8 255 261 276.1072 300.5338 324.85092 350.79408 379.84744 410.76735 441.64491

Driver's License Fees 62.2 60.5 62.5 61.7 64.3 70.7 70.3 71.7 71.6 72.6 74.4

Medical-hospital fees 104.5 113.2 118.3 123.7 129.3 135.2 141.4 147.8 154.6 161.7 169.1

Motor vehicle impact fees 41.8 43.1 44 44.8 45.6 46.5 47.3 48.2 49.1 49.9 50.7

Auto title & lien fees 24.3 25.0 25.47865 26.047593 26.447593 26.83025 27.232415 27.620584 27.978097 28.318873 28.66405

Severance tax 33.2 30.9 30.8 31.7 32 32.2 35.1 43.4 44 44.6 45.2

Corporation Filing Fees 95.4 81.9 83.3 84.7 86.1 87.3 88.7 89.9 91.1 92.3 93.5

 

Service charges 401.5 424.9 439.1 461.3 478.2 495.7 514.5 534.1 554.1 574.6 596.1

Other taxes & fees 161.1 156.8 156 154.2 184.8 189.9 195.2 200.6 206 211.6 217.5

 

Total Revenue 18,183.7 18,487.3 19,379.6 20,223.2 21,224.1 22,287.1 23,446.1 24,678.7 25,898.3 27,122.7 28,488.8

 Less:Refunds (321.9) (258.9) (263.2) (287.7) (295.2) (304.0) (316.8) (332.4) (350.8) (371.1) (391.5)

 

Net General Revenue 17861.7 18228.36 19116.39 19935.421 20928.896 21983.11 23129.353 24346.243 25547.479 26751.559 28097.348



GENERAL REVENUE FUND LONG TERM FORECAST - MILD RECESSION
($ Millions)

1998-99 1999-00 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09

Sales tax/GR 12700.8 13,304.6 14205.439 14831.556 15163.489 16030.733 17142.146 18249.061 19266.668 20285.009 21378.94

Beverage tax & licenses 562.1 533.8 536.1 544.5 548.9 554.7 564.2 572.9 581.2 589.5 597.9

Corporate income tax 1472.2 1,491.7 1549.6656 1596.9196 1572.1955 1566.4645 1729.0143 1903.0104 2075.4368 2193.2295 2341.986

Documentary stamp tax 479.9 439.7 439 435.6 413.9 445 518.2 562.2 592 623.4 658.8

Tobacco taxes 132.6 121.0 122.9 123.8 123.8 124.1 125.3 126.4 127.3 128.3 133.4

Insurance premium tax 257.9 281.8 297.5 333.9 340.9 337 359.5 388 421.2 452.9 483.5

Parimutuels tax 14 12.1 9.1 5.4 1.1 0 0 0 0 0 0

Intangibles Tax 751.2 575.6 603.5 603.4 486.9 565.8 600.8 634.6 638.9 636.3 661.9

Estate tax 674.1 742.6 864.9464 916.20626 631.14039 709.4675 849.32785 927.53387 975.43566 958.11875 1020.806

Interest earnings 214.9 239.9 249.9 255.86369 270.39795 297.58552 308.90842 331.57486 357.21978 385.43724 414.5085

Driver's License Fees 62.2 60.5 62.5 61.6 64.2 70.5 70.1 71.5 71.4 72.4 74.2

Medical-hospital fees 104.5 113.2 118.3 123.7 129.3 135.2 141.4 147.8 154.6 161.7 169.1

Motor vehicle impact fees 41.8 43.1 44.1 44.9 45.4 46 46.9 47.9 48.8 49.7 50.6

Auto title & lien fees 24.3 25.0 25.523079 25.993548 26.12354 26.56486 27.188637 27.585881 27.919349 28.274153 28.63266

Severance tax 33.2 30.9 30.8 30.9 31.1 31.9 32.4 32.7 35.7 44.2 44.2

Corporation Filing Fees 95.4 81.9 81.9 83.1 83.8 84.7 85.6 86.6 87.5 88.4 89.3

 

Service charges 401.5 421.7 440.1 452.6 461.5 480.6 506.7 529.7 550.8 572 593

Other taxes & fees 161.1 156.8 156 154.5 184.4 188.9 194.8 200.6 206.1 211.5 217

 

Total Revenue 18,183.7 18675.909 19837.274 20624.439 20578.546 21695.215 23302.485 24839.666 26218.18 27480.368 28957.77

 Less:Refunds (321.9) (260.8) (266.6) (293.3) (293.9) (305.8) (343.0) (349.2) (343.1) (367.9) (395.2)

 

Net General Revenue 17861.7 18415.109 19570.7 20331.131 20284.629 21389.464 22959.483 24490.514 25875.043 27112.451 28562.6



GENERAL REVENUE FUND LONG TERM FORECAST - DEEP RECESSION
($ Millions)

1998-99 1999-00 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06 2006-07 2007-08 2008-09

Sales tax/GR 12700.8 13,052.8 13934.989 14517.503 14644.822 15416.707 16494.271 17626.565 18674.848 19675.478 20707.37

Beverage tax & licenses 562.1 533.9 536.3 544.3 547.5 552.4 561.2 570.2 578.9 587.6 596.2

Corporate income tax 1472.2 1,482.3 1528.5 1574.6 1539.3 1490.9 1663.2 1853.8 2034.6 2169 2310

Documentary stamp tax 479.9 433.1 431.2 424 383.6 413.5 483.6 536.7 579.9 619.7 660.9

Tobacco taxes 132.6 121.0 122.9 123.7 123.5 123.6 124.7 125.8 126.8 127.9 133.1

Insurance premium tax 257.9 289.4 318.7 345.9 352.7 348 371.3 401.1 436.1 469.4 501.5

Parimutuels tax 14 10.1 6.5 2.7 0 0 0 0 0 0 0

Intangibles tax 751.2 575.6 603.5 603.4 486.9 565.8 600.8 634.6 638.9 636.3 661.9

Estate tax 674.1 742.6 821.59455 865.95476 605.0089 553.8517 825.17193 935.72138 992.14054 1027.227 1106.3319

Interest earnings 214.9 235.0 244.8 257.63265 266.34321 278.26108 300.90761 325.92685 349.47492 375.54428 402.62914

Driver's License Fees 62.2 60.5 62.5 61.6 64.1 70.4 70 71.4 71.3 72.3 74

Medical-hospital fees 104.5 113.2 118.3 123.7 129.3 135.2 141.4 147.8 154.6 161.7 169.1

Motor vehicle impact fees 41.8 43.1 44.1 44.9 45.3 45.8 46.6 47.6 48.6 49.5 50.4

Auto title & lien fees 24.3 22.5 22.99977 23.514887 23.659605 24.10679 24.630686 24.984 25.310326 25.643489 25.957337

Severance tax 33.2 30.9 30.8 30.8 30.8 31.7 32.4 32.7 33 36.1 44.1

Corporation Filing Fees 95.4 81.9 81.9 83.1 83.7 84.5 85.4 86.3 87.2 88.1 89

 

Service charges 401.5 420.9 437.7 447.9 451.5 497.6 490.8 511.5 531.7 551 570.7

Other taxes & fees 161.1 156.8 156 154.6 184.9 189.9 196.1 202.2 207.9 213.4 219

 

Total Revenue 18,183.7 18405.652 19503.283 20229.805 19962.934 20822.227 22512.482 24134.897 25571.274 26885.893 28322.188

 Less:Refunds (321.9) (260.3) (264.8) (290.1) (289.4) (296.9) (366.9) (367.2) (334.4) (362.7) (391.3)

 

Net General Revenue 17861.7 18145.352 19238.483 19939.705 19673.534 20525.327 22145.582 23767.697 25236.874 26523.193 27930.888



Simulated Mirror % Change by Category 2000-01 2001-02 2002-03 2003-04 2004-05 2005-06 2006-07

CONSUMER NON-DUR 0.00 6.9195% 3.3694% 3.8099% 10.8284% 5.6105% 6.6890%

TOURISM 0.00 8.7330% 4.0033% 4.0102% 8.2877% 2.1271% 5.3255%

AUTOMOBILES 0.00 0.2569% -6.1779% 3.1885% 18.6251% 9.6610% 7.7624%

OTHER DURABLES 0.00 5.7927% -2.4900% 0.7902% 15.6062% 10.6831% 8.2939%

BUILDING 0.00 -3.2784% -13.6627% -6.7362% 18.6213% 9.3255% 5.5907%

BUSINESS 0.00 7.0592% 2.3985% 0.5353% 12.3350% 8.8210% 5.9753%

TOTAL FINAL LIABILITY 0.00 5.2479% 0.1035% 2.3294% 12.5464% 6.6943% 6.5213%

Simulated Mirror $million base year

CONSUMER NON-DUR 4868.7 4868.7 5205.5918 5380.9908 5586.0015 6190.8784 6538.2188 6975.5624

TOURISM 2983.9 2983.9 3244.4839 3374.3694 3509.6895 3800.561 3881.4025 4088.1053

AUTOMOBILES 2686 2686 2692.9001 2526.5356 2607.0938 3092.6666 3391.4493 3654.7062

OTHER DURABLES 1203.6 1203.6 1273.3211 1241.6151 1251.4261 1446.7263 1601.2813 1734.0895

BUILDING 848.8 848.8 820.97259 708.80524 661.05872 784.15622 857.28304 905.21111

BUSINESS 2619.3 2619.3 2804.2011 2871.4592 2886.8292 3242.9208 3528.9784 3739.8439

TOTAL FINAL LIABILITY 15210.3 15210.3 16008.521 16025.085 16398.371 18455.782 19691.27 20975.398

CONSUMER NON-DUR 0.00 336.89 175.40 205.01 604.88 347.34 437.34

TOURISM 0.00 260.58 129.89 135.32 290.87 80.84 206.70

AUTOMOBILES 0.00 6.90 -166.36 80.56 485.57 298.78 263.26

OTHER DURABLES 0.00 69.72 -31.71 9.81 195.30 154.55 132.81

BUILDING 0.00 -27.83 -112.17 -47.75 123.10 73.13 47.93

BUSINESS 0.00 184.90 67.26 15.37 356.09 286.06 210.87

TOTAL FINAL LIABILITY 0.00 798.22 16.56 373.29 2057.41 1235.49 1284.13

Sales Tax Final Liability Trend 15210.3 15989.9 16798.6 17685.9 18636.1 19620.9 20631.4

Cut from trend (trend less mirror simulation) sales tax
only

18.621171 -773.51484 -1287.5286 -180.31778 70.370426 343.99796

-2241.3613

Mirror of last recession (cumulative) 18.621171 -773.51484 -2061.0435 -2241.3613 70.370426 343.99796

GR TREND 19116.39 19935.421 20928.896 21983.11 23129.353 24346.243 25547.479

GR Mirror Image 19116.39 20324.399 19780.712 20548.976 22496.227 24178.944 25712.857

General Revenue Balances 0.00 388.98 -1148.18 -1434.13 -633.13 -167.30 165.38

Loss of over $3.3 billion over four years ��������


