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This paper Is not dasigned to stake out an absolute and inviolable position o the

FOREWORD

fulure direction of Massachusolts. Wa do hope to genorate further discussion ubout
what we think is the most important aspect 01' state‘publi(; policy -- what can help turn the
Massachuselts oconomy around. Our basic promise is that a sound state liscol policy is
the sine qua non of the state’s 6CONOMIC recovory. |

The paper Is a soequel to "After tho Miracle: . A History and Analysis of the

Massachusetts Fiscal Crisis,” which we issuod in the Spring. Our intent in that earlior

.

report was simply to present the background and indicate the consequences of the
stalo's fiscai policies over the last fow years.

“After the Revoll: A Framework for Fiscal Recovery* looks forward to the next few
years and foresees escalating deficit spending if major ;'x)lic;y changes are not
undertaken. After reviewing the stale's fiscal and economic conditions as of Oclober 1,
1990, tha report suggests a framework for fiscal recovery. Spocific budgetary targets
are offered. They will be tough medicine for the state to swallow, but we belicvu that
difficult chioices must be made, and that our options grow fewer tha longer we wait.

We trust that this paper will be useful both to the incoming Administration und
Legislalure in designing a fiscal recovery program and to ho citizens of the
Commonwaealth in Judging the results.

We acknowledge our gratitude to Pat Mullon and Futh Finn for bringing this effort

{0 a successful conclusion.

Edmund Beard
Director
John W. McCormack Instituto of Public: Affairs
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Dedicated 1o the memory of our colleague

KERMIT C. MORRISSEY

Ie really knew the numbers




EXECUTIVE SUMMARY

Despile the injection of new taxes in tho amount of $1.2 billioﬁ in fiscal 1991, and recently
announced cuts in the budget of approximately $464 million, the Commonweallh's fiscal
condition -- irrespective of the outcome of CLT's petilion -- is prei:aricn.»xs. Although the
political juices are flowing in Massachusetts, with an GyG On November 6ih,
Massachuselts decision-makers have not faced up 10 the problems inherent in the long-

L)

term, structural spending patterns of the state's budget.

Our five-year budget projection indicates that if expenditure trends continue without
dramatic restructuring -- particularly in the "non-discretionary” accounts - thu
Commonwealth faces a steady rise in annual deficits that could exceed $700 million in
fiscal 1993 and may escalate beyond $1.3 billion by 1995. Belween nov/ anl 1995, lotal

expenditures are estimated to increase by 32%, whereas revenues will grovs by only

24%.

The most recent news from the Governor is that another round of employee layotfs 1nust
be initiated and that more services will be cut. Just a week ago the Governor announced
that some MDC skating rinks will be closed along with one ot the state’s zoog;
supportive services for certain people on welfare will be cut, and horne care for the
elderiy, job training programs, prenatal and postnatal nulrition care and colleyo
scholarships would be substantially reduced. While these cuts are painful, it shoulc be
noted that this year's spending program is above last year's expenditure by

approximately $20 million.

What is driving this uncontrolled expenditure growlh e the well-known, NOLOFAOUS

"Budget Busters" -- Medicaid, MBTA (and regional transit) subsidlies, Pensions, Group




Insurance and Debt Se:vice. These items ate -y 32.3% of the budget in 1990, and aru
projected to require 38% of the budgsel in 1991. By 1995 they are likely 1o Claim 45.7%.
For every dollar of new revenue the state receives belween now and 1995, about 90

cents will be needed for these “Budgot Bustors.”

Over the past three years, the Administration and Legislaluré have carried out &
spending strategy that essentially balanced budgets by chipping away at the so-called
discretionary items -- accounting for aboul half of the state's expenditure budget -- while
treating the "budget busters," -- that consume two out of every five revenue dollars -- as
" legally-bound commitments requiring longer-term restructuring. To dato, however, the
enactment and implementation of fundamental changes in entitlements, contractual
arrangements, subsidies and fixed charges have been limited 1o trimming their budgot
allocations around the edges -- to mandating gracual revisions through the use of

outside budget sections -- while avoiding basic: overhiaul of their authorizing legistation.

This budget strategy has reduced state supporl for higher education from FYE8 10 FYO1
by $125 million, a cut of over 16%. Direct local aid is 1 264 below the level of two years
ago. Home care for the elderly is down by 15% over 1989. There ars substantially fewer
subsidized day care slots than two years ago. Swirnming pools were closed this past
summer. Workforce reductions have particularly alfected the Governor's office, the
Legislature, several conslitutional offices (Altorney-General, Auditor and Secrotary of
State), the Departments of Education, Communities and Development, Public Health and

Public Works, and the state police.

Meanwhile, welfare recipients and state relirces have gone three years without cost-of-
living adjustments. State employees have been workirig without collective bargaining

agreements for 18 months, and state agency anagers ave not had salary increases

since 1986.

ii




Whether the CLT-High Tech petilion is approved ¢ ot the newly-elected Administration
and Legislature will need the g-month poriod from Junuary-June 1991 to fanmulate and
begin implementation of a dotailed plan to restructurc thie state governmen, a plan that

rellects the volers' concerns about the slate’s ecotumy, taxos and out-ot-control costs.

A fiscal recovery plan must contain the following ingredients it it is to demonslrate
sensilivity to the public call for budget stability and relicf from tax escalation, and ifitis to

LY

avert the escalating deficits projected for the period, 1992-95.

1. Tax policy changes that are consistent with the competitive requirements ofa
state economy dominated by professional services, high technology, high-
wage manufacturing and relatively high per capita personal income.

2. Future tax revenue estimates that reflect the recent gloomy pxecli(tlion 15 of the
State Department of Revenue, and a general consensus of seonan lists that
the state's economy will begin 1o rebound slowly, at best, in late 1992,

3. Careful review of the state's "big-ticket" entitlement, contractual, subsidy and
fixed charge expenditures, mainly "hudget busters” that arv ditven by both
statutory and budgetary policy constraints, and which hold the key to
bringing the state’s costs into line wilh available resources. These Gannol
be treated as "off the table,” "non-discretionary” accounts.

4. New budgetary targets that cap annual percentage increases for the "buddget
busters" o add critical budgetary discipling 10 adopted and punding
statutory and administrative relorms designed o curh the upreard trench ol

*budget-buster"” costs.

Our proposed fiscal recovery plan is tough medicine. It recpuires the following aclions:

11l




1. The Commonweallh', vulnerable 1o tho potontially npgalivo inpact of recontly-
cnacted sales and incorne tax increases on @ stagnant peonormy, will

initiate a 3-year gradual tax recuction plan {otalling $1 billion, eﬂgcﬁvo on

July 1, 1991 and ending on June 40, 1994, and containing {he following

steps: |

a. Repealing the new sales tax on selective prc;fessional sernvices 10
‘ pusinesses and miscellansous Services. .

b. | Reducing prevailing income tax rates applicable 10 the 1993 and

1994 fiscal years and subsequent years by $700 million in WO

e the slale’s income lax ralCs {0 Moro

steps, in order to restor

competitive interstate levels.

2. Modifying annual property 1ax levy limits, o exempting debit service on
newly-issued municipal debl (room the limils (0 {hat cities and 1owWnS viould

have access to an additional $300 million & year in property taxes) and . o

increasing the proportion of loliery receipts distributed O citios and toi'ér.xs'.. ,

prizes and aciministration (Lringing R

by reducing the proportions for
(e slaleé):’"-t S

¢ into line with the gxperience ol gihor 1ar
which raflect shamw 3
| gl Is leved

Massachusells mor
3. Holding "budget buster' growth 10 percentage targets
reduced rates of increase

funded and "all olher* categories of vtate

s in these accounts, wi ilo direct loca
government aro rsduced by 2%

for FY1992. Astax revenues are |')ro]ectcd {0 improve by iodest’
percentages during the next thrce years, budgots for direct local aldmd
mmensurate annual per 13

*all other” categories should receive €o

increases.

The implications Of such a drastic budget strateyy for stald sorvicus vill b fer '&- i
‘ Ry
al6 Gown 10 INSCVaNtth:

The alternative -- continued deficit spending - will cirag the st

o

g2 Lo

v

ho3
ST

,,
Ee




B SRR

Whather or not the state's voters approve the CL1 -1 figh Toch initiative pelition that would
roll back up to $2.3 billion in revenues and/or the petilion of the Massachusetls
Municipal Association that would require 40% of the stale'’s Iargeél taxes 1o be paid
annually to cities and towns as local aid (thereby increasing local aid by $1.2 billion in
FY92), the next Administration and Legislature cannol avoid putting every expenditure

"on tha table" and raising tough questions about everything on which the slate spends

money, including:

Who should be eligible for Medicaid and for state supporl in nursing hornes when the
proportion of elderly in Massachuselts nursing homes is far above the national average

and when Massachusetts spends much more than the national average for nursing

home Medicaid patients?

How many of the Medicaid options should be provided when only a handful of slates

incuding Massachusetts provides a full menu of options?

When will mentally retarded patients be shifted from institutions to commuaity-hased

facilities -- after more than 25 years of state policy emphasizing de-institutionalization?

Should MBTA fares, lowest of any urban transit system in the naiion, He raised lu COVEr

at least one-third of MBTA expenses?

1 ¥

Should the state continue to operate zoos in view of its historically poor performance and

limited resources?

Whether our current systems of two-year and four-year state colleges may require

institutional consolidation in view of the state's declining college-age populaiion?




Is a publicly subsidized maritime academy warranted when the state no longer has

significant marilime economic interests?

s a state subsidy for professional education of veterinarians in a private institution

justifiable?

Should the missions of a sworn Capito! Police force, essentially providing building

securily services, be re-examined in tho context of escalating demand for more crime-

fighting police officers?

Are the number and distribution of 70 district courts outdated in light of significant

changes in population densities, transportation access and caseloads?

Until now the tendency has been to reduce budgets by merely deing less or having

fewer service recipients. A number of explanations have been offered as to why major

it will take more money 10 save money; the

reforms cannot be undertaken, i.e.:
statute; the affected client group is oo large

Legislature will not amend the authorizing

and too vocal. Such excuses wear thin as the state's economy flounders.

Vi




AFTERTHE REVOLT: A FRAMEW T FORFISGAL RECOVLY

Will the Miracle Cver Nevive?

Why prepare an epilogue to the Massachusclts drama, "After the Miracle,” as we
had promised in May? An epilogue is rendered alier the conclusion of a play. The
curtain for the final act ol this political tragedy Gannot come down until e state's newly-
elected constitutional oflicers and men‘xberé of the General Court have taken their oaths
of office in January 1991. . .

In a real sense, the final curtain cannot come dovin hecause despiti: the
Governor's recent optinistic proclamation that revivil of the miracle had begun, the
Commonweallh's short-term fiscal problem has not heen resolved. Inthe absence of
firm fiscal discipline, state spencling for big-ticket iterns continues 1o spin cut of control.
Slale tax revenues dely more prudent forecasts i indicated in collections ior July-
September of the new fiscal year. |

Morcover, long-tenn prospects for ceonomic alid fiscal recovery are clouded by
the distinet possibility that the state’s volers might approve initictive pelilions on
November 6, 1990, the fiscal impact of which will severely exacerbate the cinensions of
the slale’s current problem. Meanwhile, the stale primary clection retung of seplerber
181 provided clear-cut evidence that a rajosity of voters wert unhappy with the
incumbent political establishment and identified state tazes and the economy as Lheir

leading concerns.

Flccm)_; 7Y 1987-90
_l_.aggil_'gg_gggrlom_y, The latest numbers dramatice the precipilous recent decling in
the slate's economy: |
(. The unemployment rate in Massachuscti L clirnbexd 1o G750 (August, 19U0)

compared with 3.7% only 16 months belore.




2. Employment growth in Massachuselts (ring the 12-month period botweon July

1990 and the year belore actually declined by 3%, rellecling @ loss of over G0, 0KK) jobs, ;

compared with an employment growth rate of about 2% & year since the carly 19805 :

ome for the first quarter of 1990 was

3. Growthinthe state’s total personal inc
ew and dlstuxbmg trend; for |

owth for the nahon as a whols, an

‘pelow personal income gr
husells was substanhally above

e TEECPT Daze Rt 2 NI T

almost a decade, per capila personal income in Massac L
the national average. | ;
4. Forecasts of growth rates for personal inCOME, employment, unemployment, 3
“housing starts and net outmigration, compounded by higher levels of intfation  and a
soaring oil prices as @ result of the Mideast crisis and the steep plunge in consumer r
confidence as shown by weak retail sales, indicate that the Massachusetts econony is : ‘3
not likely to revive until late 1992 at the carliesl. {
' | i

Deteriorating State Finances: An Overview. The state's tinances over the past four years ";,‘1
(FY 87-90) have had all the earmarks of & floating "craps game.” Onthe spending sids, 'f%
authorizations have been a crazy quilt of line items in the annual general d[)])lOplldllonS _: j
1 continuing accounts, B %E

act, off-budget spending of retained revenues, spending from
year), supplermnentary appropriations, iy

< Hiag.
offset from time to time by i

P

(authorizations carried over from the prior

deficiency appropriations and non-appropriated distributions,
oes, and appropriation raversions.

allotment withholdings, appropriation vet
side of the state’s fiscal planniny Process resembles a continuing
evenus collecuons :

The revenue

"shell game,” conducted quarterly or rnore frequently as aclual tax

fall behind original estimates and constitutional requirements for budgetary balanco

ons of revenug estimales plus a resort to the use of fund

dgictate knee-jerk revisi
d accounting adlustmcnts {0 bolstor avallable recelpts”_g iy

balances, inter-fund transfers an

i
and balance the books. It should be noted, moreover, that the state's lmanc.a statmw“ i :'."
e rr"

ption of the stale’s revenue estimates as part ot the am.;&i

do not require legislative ado




fiscal plan as they do require dolinilivo legislativis aporopriations to spond. Furthor
confusing the tax ravenue forecas sting dilonana is the curront rnochanisim for revenai
estimation, which is legally undor control ol the Diepartinent of Administralion and
Finance, whose track 1ocord, based on tochnical advico and cm‘msol from tho Slatu
Department of Revenue and tho Advisory Board on Revenue Resources and tho Slate
IZconomy, has heen far off the mark since June 1987, (Sco Table 1.)

The Commonweallh has lust heavily in these floating craps and shell garies ovel
the pastfour years. Between the 1987 and 1990 fiscal years, on the budgelary basis of
accounting as defined by current stato finance lavs, the stal's principal L)])Uullllu funds
(qeneml, local aid and highway) have been in the recd by armounts ranging om $300
million a year in 1987 (cquivalent to 3% ol total revenues) 1o over §1.2 billion (105 of total
revenues) in 1990. The annual budgetary deficit during this period ¢ l\w ocketed by over
300%. Although revenues hetween the 1987 and 1990 fiscal years grew by $1.3 billion
or alinest 12%, expenditures escalated by $2.2 billion or over 19%. (See ldl)lu )

To close the $1.8 billion in gaps belveen operating revenues anc expenditures
over the last two years, 10 cover an accumulation of unpaid Medicaid bills of past years
(lotaling over $600 million) and to financo a Supreme Judicial Court judgmsnt against the
slate in lax cases ($23 million), the Commonvealtl has horrowed 10 date und will be
borrowing during the current fiscal year atotal of 2.4 billion in notes and bonds, This
debt, which will not pay for any useful slale assels, will cost over $600 million ininterest
expense, bond insurance |)xennume (lo enhance sale of the state’s bonds) and letters-
of-credil fees (to securo tho payment by credit-issuing banks ot principal and intera ,t
(Iue on notes and bonds in case of Commonwealth defaull). The: $600 mutlion v »uld
have been more than enough to ineet the slate’s 107 foderal iatching requircrment for
the $5 billion Central Artery/Third Harbor Tunnel Project.

Nt only has Massachusells been forced o rely inercusingly vn above-average

interest rates, bond insurance and letters of credit 1o markel note and hored iscues inan




TABLE1 - e B 7
TAX REVENUE FORECASTS AND RESULTS

- FY 1987-1980
Original Estimate Revised Estimate Actual
Date of % Change Over Date of % Change over % Change Over

Fiscal Year Original Forecast Prior Year Revisions Prior Year Prior Year
1087 June 1986 +76 August 1987 + 8.2 +83
1988 June 1987 +7.4 August 1987 +6.8 + 2.1
1989 June 1988 +10.9 December 1523 +7.2 + 6.5

May 1989 + 6.0
1850 July 1989 +7.0 August 1989 + 5.1 -36

November 1589 + 0.7

April 1990 -1.9

“
4




TABLE 2 .
FINANCIAL RESULTS, 1987 - 90 FY, STATE'S PRINCIPAL OPERATING FUNDS"

(in millions)
% Change
FY 1987 FY 1988 FY 1989 FY 1980 1987 - S0
$ S S $
Actual Expenditures 11,249.2 12,032.5 12,812.1 13,451.0 + 19.6
Actual Receipts - 10,948.9 11,641.8 12,255.0 12,238.8 + 11.8
Defieciency of Actual
Receipts Over Actual : v ' '
Expenditures (300.3) (390.7) (557.1) (1,212.2) 4+ 303.7

Note: Data presented on budgetary accounting basis.
*Genera! Fund, Local Aid Fund, Highway Fund.

Source: Preliminary Official Statement (September 15, 1290), accompanying initial prospectus for Massachusetts dedicated income tax bonds, Fisca
Recovery Loan Act of 1990.




elfort 1o offset tho lowest-in-tho-nation statd crodit vating, it has also bour loresd o
plocdgo and dedicate propcn‘ii@ﬁ% of tax receipts as fuithur ¢ juaranioes of dubt repaymuont
for deposit in eupl1emislicmly-lati)eued trust funds fror whicli the debt sovice viould be

paicl. Tho Commonwealth Liability Azaduction Fund and the Meclical Assistance Liability -

Jlished in the 1990 fiscel year {o receive deposits of the temporary

Fund were eslal
The Commaonwealth Fiscal

income tax increase of 15% on cortain salaries and wagos.

Recovery Fund was established in the 1991 fiscal year 1o receive deposits equivalent 10

15% of all personatincome 1ax collections.

rY_1990: _The Gory Details. If the major fiscal decisions and modifications for the 1990

liscal year were plotted on a graph, the line would look like a giant roller coaster,

: |

Spending authorizations and revenue adjustments bolted wildly between January 25, ;
!

!

1989 when the Governor submitted his original budget proposal of $13.5 Lilhon and

August 1, 189G, when the Governor signed the largust deficit funding bailout bill in the ,

; history of the Cormmonwealth, "An Act Providing for Certain Fiscal Requircrents of the 2
', Commonwealth® (c.151 of the Acis of 1990). E
f _In authorizing the so-called Commonweallh liscal Recovery Loan hond issues of 1
% 1.4 hillion for financing the Y 1990 hondable deficil of $1.3 billion in the stale’s genol al i
and local aid funds and for financing another $126 million in unpaid Medicaid bills of prior
: .
‘ fisc:al years, this statuto finally made possible the closing of the Gomnmorwealth's ;
; accounts for 1990, thereby endihg the wild revenue and expenditure gyrations. (Geo ']’
. Table 3 for a fiscal chronology of the 1890 fiscal year.) ‘;
.S,!a.t_c_.!?_i_s_c_al_[.‘lam__fQ_r.J_S_‘J;L:_.!]m'i).!.ay_s;ﬂ;i952.{')2 | 'i

Tax Fix. Two weeks before ho signed the unprecedented 1.4 billion bord null‘u‘).li.’allon_ ';

bili, which finally resolved the 1990 fiscal problen, ihe Governor approved a record- | : ,f

-

e
—— S

ninating ning months of rancorous

=

breaking tax revenue increase measure, culi

L
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legislative debate. This tax compromise was designod to provide funds over tha next

seven years 1o cover debt service requirernents on 1o state's Fiscal Recovery Loans

(funding the 1990 bondable deficit) and to provide sufficient additional tax resenues 1
balance the adopted FY 1991 spending program, then estimated at $13.8 billion.

Approved by only 4 votes in the House of Representatives and by 5 votes in the Senale,

the tax legislation, according to EOAF estimates of August 15, 1990, will res altin

additional revenue from higher income, sales and gasoling 1axes of $1.162 billion (plus

) in the 1991 tiscal year and $1.680

LY

$50 million in accelerated corporate tax payments
billion during the 1992 fiscal year. For FY 1991, however, §3% of the estitneted
additional tax yield will not be realized until the latter half of the fiscal year.
Below is a summary of the principal components of the new tax progriant.
.- Personal income tax rates are increased retroactively to January 1990. On
interest (excluding Massachusetts banl interest), dividends and cap tal qains,!
the tax rate is increased from 10% to 12%: on all other types of income, tho tax
rate for 1990 is increased from 5.75% to 5.95%.2

.- For 1991, the income tax rate of 5.95 will increase to 6.25% and revert in 1992

and subsequent years 10 5.95%.

-- Sales excise tax statutes aré amended! to apply the current 5% tax rale eﬂeclive:
December 1, 1990, to legal, accounting, engineering and architeclural services -
provided to most businesses in amounts larger than $20,000 per year andtoa -
number of general services, mainly applicable to businesses. -

-- The motor fuel or gasoline tax is increased effective July 28, 1990 by SiX cents{?ﬁ{;

Pty

(from 1110 17 cents) and by another four cents (10 21 cents) on January 1, 1991.:

The current deduction of 50% of net capilal gains is retained, resulting inan effoctive
capital gains rate of 6%. Con
2The tax rate for unemployment com ensation, alimony, Mass. bank interest, rontal’
income from real estate, pension and annuily incoimne and IRA/Keogh distributions 8
maintained at 5%. : -



A b oalidown of ustimatoc ads fional revonuus © ik SOUFGE (uraduding BE0O million
in accelerated corporatd taxes) i shown below:
N Y

(in millions:)

Income Tax 7420 ' S 31,0370
Sales Tax 192.0 376.2
Molor FFuel Tax 177.0 263.0

The fiscal 19971 budget appioved by the Legislature had been hased on projected
tax revenues of $9.748 billion. Farly in September the secretary of Administration andd
Finance scaled down these tax reventic estimates t6 $9.594 hillion, & reduction of 4§ 1h
million i the face of the continuing slide in tanc ooliections caring July ancl August, 1990
lotalling about $30 million as compared with the benchmarks originally eslablished by
the Stale Department of Revenue. Lale in September, reacting to ;')n‘;)]t:(:licu'.us of @
worsening state economy, the Stale Departrent of Revenue iurther inoddified e rovised
estimate 1o a new total of $9.227 billion.

There are a number of factors that render tenuaus even the latest lax reveitt
projection of $9.2 billion for the current fiscal year, not only because of the sliding
economy, but because of the sales lax extension 10 SEIVICES:

1. Aslcling the sales excise tax to broad categories ol professional sevices is a brand
new lax venture for Massachusetls. Slale Department of Revento forecastérs (o nol
have actual collection experience 10 quide themiin their i alysis of projected v,

2 The $20,000 exemplion Opens the door to creative techniques that lawyers,
accountants, engineers and archilects and their clients may devise to evade the sules

tax.




Moreover, the tax yieid from professional 1. :vices may be adversely alfacted by the
|

administrative nuisance of the intricate exemptions -- tho tax applies to businesses within

ihe state but not to services for out-of-state clients, raising the issue of client ;

confidentiality betrayal in the case of legal services, 50rvices for individuals are exempt; .|

“exemption of the first $20,000 of bills could result in taxpayer.confusion, pe.asmal i

business has legal bills totalling $25,000 frorn two law firms, one for $1 5,060 and the

other for $10,000: how will the $5,000 in legal sarvices subject 10 the tax s prorated .
between the two firms? ¢
3. Despite the split-decision advisory opinion of the Supreme Judicial Gourt that ‘
extending the sales tax to services was constitutional, several legal challeges have {

beer launched by professional associations of allorneys and accountants and by a

statewide taxpayers group which argue that the stale constitution limits 1l o sales ax 1o

scommodities” and which question the constitutionality of extending the corollary "use’

tax to services. In-additicn, a major metropolitan newspaper is clisputing a separate ;:'4
-! i

amendment of the sales tax statute that takes away from NEwspapers the oxemption of

ihe sales tax from the purchase of equipment used in Newspaper publisling, arguing

that the tax was unconstitutional and discriminatory, in violation of the freedom of the

press under the state and U.S. constitutions.®
for the 1991 fiscal year made by the

The Revenue Plan. According to revised estimales

Secretary of Administration ard Finance late in September 1990, total revenues ofthe

state’s principal operaling funds, including estimated aclditional taxes fivim the racently- .
_ enacted tax bil, il total $13.268 billion, as detailed in Table 4. K

The initial projected tax revenues for FY1991, mada in August but pxcluding

estimated yields from the new tax increases and reflecting continued slowing of the - A'-.‘"-

economy, had been based on the following assumptions of the state’s Advisory Bompof

30nly 3 other slates (Hawaii, South Dakota and New Mexico)
legal services. '

10
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TABLE 4
ESTIMATED STATE REVEN'JES, FY 1991

(in millions)

Tax Revenues’ Estimates”
Income Tax | $5,183.74
Sales Tax - 11,9826
Corporate Excise | ‘ . 6020
Non-Business Corporate? 407.7
Other Excises3 1,051.5 )

Total Taxes §9,2275
Non-Tax Revenues
Federal Reimbursements ' $2,014.4
Deparimental and Other Revenues 1,275.2
Interfund Transfers & Other Sources ' 770.9
Total Non-Tax Revenues | $4,060.5
Total Revenues $ 13,288.09

Source: Executive Office of Administration and Finance.

* As of September 30, 1990. -
1 Tax revenues exclude $56.6 million in other state taxes accounted for in other tudgetary funds.

2 Includes bank, insurance and public utility issues.

L
3 Includes motor fuels, cigarette, estate, alcoholic beverage, room occupancy, deeds and miscellaneous
excises.

4 excludes $444.5 million estimated to result in FY90 from temporary increase in ‘ncome tax dedicated to
Commonwealth Liability Reduction Fund (covering FY89 deficit ) and Medical Assistance Liability Fund
(covering payment of prior year Medicaid bills), and $293.9 million estimated to result in FY91 from income
tax increase dedicated to Commonwealth Fiscal Recovery Loan Fund.

5 Excludes $1.3098 billion for prior-year debt financing.

11




Revenue Resources and the State Economy: income 1ax revenues would increase by a i

modest 3%, sales tax revenues vould grow only slightly by 0.7%, while business

corporation tax revenues would fall by 9.3% and tax revenues from banks by 18.7%.

The September downward revisions totalling $464 million in tax revenues rmean that the -

original assumptions have been abandoned.
The Spending Plans. The legislative disarray thal cl mraclerized the debate in the

General Court from May to mid-July 1990 over state tax policy spilled over into

simultaneous and subsequent disagreements over spending totals, allocations, priorities
and savings for the 1991 fiscal year. \

Legislative activity on the Governor's budget for FY1991 did not intensify until May
hecause, unlike past years, the Governor had refrained from fecommending additional
taxes and the emphasis was on crafting a tax revenuo package that would not only meet
the financing requirements for the prior year's deficit but would close the: gap between
eroding tax revenues and built-in spending increases for the 1 091 and subsequent fiscal
years.

The Governor's proposed budget for 1991, submitted to the General Gourt on
January 24, 1990, totalled $12.9 billion. It had been based on the assumption of no tax ‘
increases, although it did include a “current service" budget as an expression of his I

dislaste for the no-tax budget that he called "a disgrace”. Budgetary ping-pong between

ihe executive and legislative branches began in May, 1990 when the IHouse of

A D ek R SRR e . B e T .v..vv_
s o = ~ il oot 7 5 Ot a0 e B = N - ——— . :
b - ———aC 44" @ S = e S e > R SImen €PN 0 o o as L

Representatives passed and sent to the Senate a budget of about $13.9 billion (unclud:ng'
anticipated debt service in FY1991 for the forthcoming deficit bond authorization) and .
based on its previous passage of collateral increases in income and gasoline taxes

In June, 1990, the Senate enacted a budget of $13.7 billion but substituted a tax
package that shifted the emphasis from higher income taxes to extending the state salw

tax lo services. After both branches of the Legislature had enacted & compromlse tax'

bill providing for an estimated $1.2 billion in increased income, sales, and gasollnetaxes.-‘-
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'for FY1991 and an additional $1.8 billion for FY1392 oarly.in July, a budget conference
committee late in July recommended an alternative budget based on the enacted tax bill.
Whereupon the House of Representatives, sensitive to charges that the budget was still
several hundred million dollars out of balance, erupted in revolt bver the budget
conference committee's report, finally rejecting it. - |

Opposing further tax revenue adjustments offered by the House Committee on
Ways and Means, the conference committee recommended across-the-board
decreases of 4% in so-called discretionary budgetary accounts, thereby cutting
appropriation requests by another $265 million and enacting on July 28th a total bu‘dget
of $13.967 billion, which included $167 million in additional anticipated spending
provided for in the overall budgetary plan for FY1991.4 The Governor gave final approval
on August 1 to the 1991 general appropriations act after vetoing 34 budgetary line items,
disapproving the language in four items and returning four budget sections to the
Legislature for amendment. |

The ink on the Governor's signature was hardly dry, however, when disappointing
" tax revenues in July, down by 1.6% from the same month in 1989, and again in August,
when tax collections were over $27 million or 4.6% below the estimates for that month
(not the projected increase of 4.8% over August 1989), prompted the Governor to order
further budget reductions of $154 million on September 4, thereby reducing the state's
spending plan for FY91 to $13.8 billion. On September 25th, the Governor ordered
additional reductions in appropriations totalling $310 million, acting upon the pessimistic
outlook made by the State Department of Revenue as to economic trends and their

a
impact on future tax revenues. The latest tax revenue estimates reflect a cecrease of

4To meet operating expense requirements in July, the Legislature passed two interim
agy:ropriation acts and temporary notes were issued to provide the necessa cash. The
4%, cut was applied to $6.8 billion of proposed spending and excluded so-cal ed legally-

mandated expenditures and reimbursable expenditures.
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about $374 million or 4 4% from tho baseling tax ruvonue total of $8.5 billion cullected in

the past year. A
Little seems to have changed. Tho state’s buclget and tax revenue pictures aré still ;

in disarray. ,
nding plan as of October 1, 1990 totals

Another Qperating Defigit? The state’s 1991 spe

$13,451.0 million, while revenues aré estimated at $13,288'.0 million, indicati_ng a deficit of

$183.0 million after only three months into the 1991 fiscal year. Tax collections in July

and August 1990 were $30 millior: below the benchmarks of the Staté Department of

LY

Revenue.

In September tax collections fell short of revised benchmarks by another $195

e & . ”
T e T T T A, X Bt T ST ] e STt T

million as sales tax and corporate tax proceeds continued o lag badly hehind revised f;ﬁ_:
projections. And if past experience is repeated, supplementary appropriations could :;:'-)'l
add substantially to the state's current spending plan. 3
The state's short-term fisca problemis due to the fact that the econdmy no longer g|
generates tax re\'/enue growth. The slate's more serious longer-tenm fiscal cilemma is "g’, Icg'l
attributable to a state spending paltern {hat growss faster than its resources. 4?(; @
WUy

A Grim Qutlook for the Future
t recent (October 1, 1990) revenue and expenditure estirnates for the

Using the mos
1991 fiscal year as our baselin
year period (FY91-85), we have prepared T

. structural gap between estimates of reasonable levels O

able 5 10 show the dimensions of the state's . e

’ A 1
f revenue and tax growth and s
projected expenditures for the next four years. B

The Senate Committee on Ways and Means, a5 part of its FY 1991 hudget

recommendations released on June 1990, prepared a b-year budget projection (FYS1-

g5) based on assumptions that additional revenues would not be forthcoming and tt}@!;{

spending reductions would not be made. Accerding to the projections ofthe - it

e for projecting state revenues and expenditures overa 5 N
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. : TABULE 'S )
MASSACHUSE‘I‘TS BUDGET PROJECTIONS
(in millions)

FISCAL YEAR

Reysed
Preliminary

1e30! 1921 1682 18C3 1684 1985
Revenues

Tax Revenues $8,517.6 $9,227.5 $9752.1 $8,887.9 $10,287.5

Federal Reimbursements

Deparimental Revenue & Other
Interfund Transfers & Other

1,774.4
1,145.8
801.3

2,014.4
1,275.2

2,235.0
1,303.2

2,476.4
1,320.1
£6S.8

2

,738.8

1,234.6

893.8

$11,1105
3,032.0
1,350.6

770.8 846.9 g€22.8

Totel $12,238.¢ $13,288.0 $14,177.2 $14,854.2 €15,254.8

w
-
_§T)
(&)
(o]

~-~.*\ah~|turps

o Al $2,839.12 $2,608.5 $2,613.3 $2,615.0 $2,722.2 $2,858.2
~i . 2 — - -

Mecicaid 2,120.6° 2,671.3% 3,072.0 3,532.3 4,032.7 $4,6721
Public Assistance 1,000.¢ 1,030.3 1,100.9 1,166.5 1,227.3 1,288.0
Debt Service 762.5 860.8 940.0 1,012.0 1,048.5 1,674.7
Pensions €852.3 705.9 780.4 7852 847.1 &o2.5
Group Insurance 433.4 478.8 551.8 £34.6 7228 8358.3
MET4 & Regional Transit 354.5 411.2 462.4 517.6 5776 848.8
Al Ciner g,i8C.¢ £,703.1 48920 5.08¢.0 5,287.5 5,48C.7
ol £z 450 33,6750 Si4,332.% S1Z,ET1E SIC LT £i7,784 .2
Surplus o (Defich) 221201 (S183.0} (£272.5) (€747.3) L ($1,247.9; (S1.357.4)
Source: Preliminary 3‘" ~iz! Siateman’ accompanving 5roposec sizie tond issue, September 15,1920
% mefiacs ravenue 2nd sugdget revisione srdered by Governcr during Saptembsr 1829; cale for FY8T anc FYE1 irom revise Preiiminany Cisi
Siztemen’ { September 27, 12380;, Tahbies oo 0. 2% and .42 '
Zinsiuoes £210 miliior it oreviousiy witnnzic 7T aid
&= fagod H 1 H - . . - ~~ o~ ~r - -~ ~ ~e o~ o~ 4 . -~ ~ - -~ —~~ ~ -
S Sysiases S48F miliion in ratroasiive rate adjusimants anc Lol year C2is & SSIVISS spenging suppcniss Dy ofi-budgetfinancing ant &
revenys stream. '

inciudes $123 miiiior authorized ov 2,125, Gote o 1520, 100 retroacuve tiedicaic provider setliements

(R



{otal rovento would increaso by an i i i of H.5% cach yvar and tax

Commiltng,
/11 TGVenuo projections are sinilar -

ago 0f 6.U0% oach year. Qur ov

5.9% annually for 1otal rovenue and . o7, cach year for tax. rovenue, but

rovento by anaver
vio have based

our estimates for the [FY91 baseline year and for FYg2 onthe expectod vields from the

recently-enacted 18X legislation. |
ale Commitiee estirnated thatthey yould grow by @

As for expenditures, the Sen
h year from FYg2 1o Y95 if curront

total of 7.9% in FY 91 and by an average of 6.4% eac

[ service were to be maintained. Our expendilure Proj
wailable to the Cornrmilieu. These

levels O ections arc based on mot u
recent figures for the FY91 base year than were &
reflect budget reductions totalling over 700 million for v but maintain the assunption
aboul cunent levals of service. According to our projections, total expenditares would

grow hy an average of 6.4% hetveen the 1991 and 1995 fiscal years. For rmajor
ol buslers, we have aclopted the Comimittee:'s

expenditure cateyories, including the budg

.m to our FY91 base peiod, Thest

year-to-year percentade estimates and applied th :
indicate that Medicaid and Group Insurance, for example, will increast by an annual *
average of 15%, MBTA subsidies by over 1Y%, pensions DY 5150, public assistance and ‘

%

debt service by 5%, “all other’ expendilures by over 3.A4% and direct local wid Dy 296

5 reveal thal if gapendiurg e (s

o e e

Thus the b-year budget projections in Table
continue without drastic change, particularly the steep upward \rends in so-calied non-

discretionary accounts, mainly in the large budget bustcrs, Ihe Cormmonvicalth faces ',7
{

steady rise in ant wual deficits that couldt exeeed L7000 e by 1093 and uocdlaie !,

’ 1

peyond 1.3 bilion by 1995, $ielween the 199 and 1995 fiscal yuars, {olal expenditures i

i

are esliimated to increase by 32% whereas revenues will grow by ordy 2495, vven wilh the \
comprehensive {ax increase package that will provide over 6.6 hillion in additiona

estimated revenues in the 1002 fiscal year. i

;{

X

i B
5Seo the Senate (oI nmitiee on Ways and Means, "Fiscal Year 1991 Budget Recom: 4
mencdlations, Budgeling {or Economic Recovery’, June, 1990, . 1-9-11 by

. e 2T
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That the so-called budget-buslers were growing at extraordinary annual rales is

evident from tha percentage changes for the FY87-91 period, as shown in Table 6. .

Table 6
Estimated Expendliture Trend by Maior Category
FY 1987-91 .

Expenditure Category %Qverall Changs /(\}grﬁ}flrg 2nqe
Direct Local Aid + 0.2% + .05%
Medicaid 1+ 83.8% + 20.9%
Group Health Insurance +100.3% | + 25.1%
Public Assistance + 34.0% + 8.5%
Debt Service | + 64.2% + 16.0%
Pensions + 13.4% + 3.4%
MBTA + 08.4% +17.1%
All Others - | 4 1.9% + 0.5%

Total + 19.7% 4 4.9%

Moreover, as indicated in Table 7, the FY91 budget allocations for Medicaid, group
insurance for state employees and retirees, debt service on short-term and long-term
borrowing, employee pension costs for state employees, and state subsidies to the
Massachusells Bay Transportation and regional transit authorities will increase by over
$780 million or 19% over the prior year (FY90) as contrasted with spending for all other
major budget categories (direct local aid, public assistance and “all other”), the total

budgets of which will decling by over $760 million or 8.4%.
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If our expenditure projections hold up, M::licuid could approach $4.7 Lillion by the

o of 220% over 1987 COSIS. Group health

. over the 18987 level. Debl

1995 fiscal year, an extraordinary increas
insurance is pxpected to exceed $800 million by 1995, or 2509

service could climb above $1 billion, more than double the cost in 1987. Subsidies for

wiould grow to $647 million, or 165% above the

il hit $900 million, 72% above the

' {he MBTA and regional transit authorities

1987 expenditure. By 1995 pension expenditures W
cost in 1887. Between the 1987 and 1991 fiscal years, the rising cost of pensions had
e of just over 3% @ year by adoption of & fully-funded

o mran e v =+ = -

slowed down to an average increas

—_T o 1 e 4

pension system the annual costs of which had been spread out over 40 years, with lower

! costs during the early years of the new system.

Although a myriad of outside budget sections in appropriation legistation of the last
4 two years has been enacted to curb the upward spiral of the budget buslers, because of
deral and

laggard implementation of measures 10 control these costs, exacerbated by fe

“ state laws and standards that impede cost control efforts, and the reality that cost

containment of the larger budget busters require longer periods ta realize reductions, the

budget busters are expected to continue their dramatic rise. ;
In fiscal 1991 the budgst busters account for 148.1% of total spending compared

with 32.3% in the prior year. By 1995, they are likely to claim 45.7% of the total. The

58.6% by FY95 while all olher accounts,

including direct local aid and public assistance, will rise by only 15.7%. [3y 1995, 3
g

budget busters aré projected to increase by

Medicaid will absorb over 6% of the state’s total spending compared with 20% in fiscal
see their direct local aid decling lrom 19% of tolal

’1991. By contrast, cities and towns will

state spending this year to 16% in fiscal 1995. (See Table 7.)

Appropriation levels for the current (1991) fiscal year cdernonstrate that the ' ‘}
Governor and Legislature have ignored the warnings of the Senate Cormilted on Ways U H

and Means that budget buster authorizations roust nol only be drastically reducedto '

balance the budget even after taxes are raisedl, but their upward spending rales must be"?i
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TABLE7

PROJECTED MASS. STATC SFENDING GROWTH. "8UDGET BUSTERS" vs. OTHER ACCOUNTS

. (in millicns) . :

Freliminary % Change Average Annual
Budget Catecery Fy1eco FYigei FYices =721 -85 % Change
*EBudcet Eusiers”
Mecicaid $2,120.5 $2,671.3 S4,872.1 + 745 + 13.0%
Crous inzurance 4324 4738 £€32.3 + 749 + 15.0
Cect Servica 759.6 860.3 1,074.7 + 24.8 + 5.0
Pansicns B £569.3 705.3 ©C0.5 +27.6 + 3.5
MBTA & Regicnal Transit 334.5 411.2 €43.8 + 57.3 + 11.4
Sub-Total . S$4,347.4 $5,128.0 $38,133.4 + 58.6 + 11.7%
% of Tetal 32.3% : 38.1%% 435.7%%6
Ciher Accounts: : .
Direct Local Aid $2,939.1 $2,806.6 $2,862.2 + 10.1 + 2.0
Public Assistance 1,000.9 1,030.3 1,288.0 + 25.0 : + 5.0
All Other 5,163.5 4.705.1 5,453.7 +16.8 . 134
Sub-Total $2,103.6 S$8,342 0 $G6,850.2 + 15,7 . + 3.1
%% of Total 67.7%¢ 61.8%¢ 854 .G%
Total $13,451.0 $13.471.0 1 $17,784.3 +32.0 €.4%

»

Source: Acapted irom Table 1, p. 1-9, "Budgeting for Economic Recovary”, Fiscal Year 1891 Budget Recommendations, The Senate
Committe on Ways and Means, June 1920.
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controlled lest inappropriately large reductions bocome necessary in other budgel

accounts and there be no budgetary ‘margin for dealing with future state neods. 5

o w mane

f A Proposed Fiscal Recovery Plan

What is crystal clear from the analysis in this re
s and Means, is that the Commonwealth

port, which corrobales the

conclusions of the Senate Commiltee on Way

faces a steadily deteriorating fiscal condition over the next five years even if the voters

reject the Committee for Limited Taxation (CLT)--High Tech Council initiative pelition to

roll back state taxes and fees to the June 30, 1988 leveols. The evidence
ge along with a second round of heavy

Al o - L AT AT e et

is inounting that

the recently-created record-breaking tax packa

borrowing to fund accumulaled operating deficits will not achieve the state's goal of

restoring badly-needed stability to state finances in the near term.
Whether the CLT-High Tech petition is approved or not, the newly-elected

Administration and Legislature will need the 6-month period from Jam.lary-‘lu'ne 199110

formulate and initiate implementation of a detailed plan to re-structure the state

government, a plan {hat reflects the voters' concermns about the stale’s economy, taxes

and out-of-control costs, and that takes into consideration the tax rovenue collections for

P e

the last quarter of calendar 1990 and tax revenue projections.

A fiscal recovery plan must contain the following ingredients if it is 10 demonstrate i
i

Tolr i oo

-

sensitivity to the public mood for budget stability and relief from tax escalation, and if itis

to avert the escalating deficits projected for the 1092-95 fiscal years:

. 1, Tax policy changes that are consistent with the competitive requirciments ofa ‘,%
state economy dominated by professional services, high techniology, high-wage | :
manufacturing and relatively high per capita personal income. A 3 ; :

. Future tax revenue estimates that are predicated on the recent gloariy '-

predictions of the State Department of Revenue and on a general consensus of

- e ey .
N i ed s, e ezt e e
PP L AP Sy FSSVRARIC UL NP R SN SRS S B

economists that the state's economy will rebound slowly.




3. The state's big-tickot onlitlernent, contract.al, : hsidy and fixed chargo
expenditires, mainly budget bustors that are driven by bioih statutory and budgstary
policy conslraints, hold the key 10 hringing the slate’s custs into line with availably
resources, and must be the major focus of future short-term and longer-term budgut
planning. These non-discretionary 2ccounts can no longer be "off thy table.” o

4. Wew budgetary targets that cap annual g')t:rconlage' i :(‘:ru;xsés for the budgel
buslers are needed to reinforce budgetary discipline contained in adopted and pending
statutory and administrative reforms designed Lo curb the upward trend of l)l,l(.l{](;l-~l:llisl(-).l'

\

Cosls.

Our propesed fiscal recovery plan, shown in Table 8, is tough medicine. Il abidues
by the above criteria and reflects the following assumptions:

1. The Commonwealth, vulnerable to the potentially negative impact of recently-
enacled sales and income tax increases on a stagnant cconormy, wil initiate a 3-year
gradual lax reduction plan totalling $1 billion effective on July 1, 1891 and eruriing on
June 30, 1995 which conléins the [nllowing sleps:

a. Repealing the new sales tax on selective professional services 10 businusses and
on miscellancous services, thereby reducing lax revenue ustimaies for Y02 ard
subsequent years by about $350 million and eliminating a new tax thal attachks the heart
of the stale's econorny.

by, Reclucing prevailing income tax rales @) plicable to the 1908 and 1994 fiseal
years by $700 million (by $350 million each year) in order (o restore the slale’s income
ax rates on both earned and uncarncd income to more competitive interstate levels.

2. M::)difying annual property tax levy limils aind exerinpating debl service on nevdy-
issued municipal debt from the limits 50 that citics and towns would have acccns to an
additional $300 million a year in property taxes and increasing the proportion ofleliery
receipts distributed to cilies and towns by reducing the proportions for prizes and

administration (bringing Massachusells more inlo line with (e expericnce of othier large
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TABLE 3

PROPOSED FISCAL RECOVERY BtAN FOR MASSACHUSE] 'S

(in miilicns;j

FISCAL M=~

fevenuyes

Tax Fevenues

Federal Reimbursaments
Capanmental RFevenue & Cther
intarfund Transiers & Other

Exnenditiires
Diract Local Aid

Medicaid

Public Assistance

Dbt Servica

Pensions

Group Insurance

MATA & Regional Transit
All Gther

Total

Surplus or (Deficit)

1581 1962 1ge3 1584 1585
58,2275 39,442.1 36,327.5 $3,887.5 210,387.0
2,014.4 2,235.0 2,476.4 2,738.S 3,032.5
1,275.2 1,303.2 1,320.° 1,334.5 1,350.3
770.3 245.2 389.3 2523 323.3
§72,283.0 93,3572 3733022 735343 373,354+
$2,5808.5 $2,508.5 $2,384.2 $2,791.5 $2,931.2
2,671.3 2,858.3 3,058.4 3,272.5 3,501.5
1,030.3 1,051.2 1,093.0 1,147.6 1,205.0
860.8 940.0 1,019.0 1,048.5 1,074.7
705.9 752.2 798.8 849.1 €025

479.8 513.4 544.2 576.8 3
4112 4317 453.3 476.0 435.3
4,705.1 4,611.0 4,653.3 4,792.7 4,940.7
$§13,471.0 $13,774.4 $14,304.2 $14,954.8 $15,667.0
(5183.0) $52.8° $26.4
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stales).6 These changes woulld offset the declines ir direct local aid in FY90 and FY91
and proposed level-funding ¢ direct local aid in FY92.

© 3. Tabls 9 shows what we propose as percentago targets for each budget category
in each of the years, FY92-95. We emphasize that the targets are relative to recent
trends and can be modified to meet alternative value judgemenfs as to allocation of
resources. |

4. The proposed budget for the 1992 fiscal year in our recovery plan is the most

difficult to balance. Itis bgsed on the following assumptions: (a) that there will be no
growth in the tax revenue baseline of $8.5 billion for FY91, (b) that the estimated
additibnal yield of $564.6 million from the higher income and gasoline taxes mandated by
the 1990 tax legislation will be collected plus an estimated 8% increase in nontax

revenues, but (c} these revenue additions will be offset by our proposed repeal of the

sales tax on services.

~ 6ln Massachuselts (for calendar 1989), 30.2% of the $1.5 billion from lottery receipts
represented net income (after deductions of prizes, commissions and administrative
expenses), which is well below the Percenta e of lottery net income for the U.S. as a
whole 338.9%3 and for such large slates as California (38.5%), N.Y. (43.1%), Florida

(39.5%) and Pennsylvania (41.0%).
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TADLE Y
ERCENTAGE CHANGES OVER PRIOR FISCAL YEAR

PROPOSED ANNUAL P
Fiscal Year _

Expenditure Categony 92 | 93 94 95
Direct Local Aid - +2% 4% 1-5%
Medicaid +79% AT +3Y0 1+ 7%
Public Assistance 1+ 3% +3% +5% +5%
Debt Service +9% + 8% + 3% C +3%
Pensions +6.6% 1+ 6% + 1356 6%
Group Insurance +7% 1 6% + 636 G
MBTA and Regional Transit +5% 1+ 5% 5% +6%

- 2% 1 1% 3% 1 3%

All Other

ed rales of increaso

In FY92 the five budge! busters are held to sharply reduc

while direct local aid is level-flunded and the “all other™ calegory must be reduced by

another 2% in order to balance the budget. It should be noted that legislative

modification of the property tax limits as recommended would be equivilent 10 a 10%
rise in direct local aid.

5. The proposed budget for FY93 anticipates a slight improveines it in tax révenues

of 2% along with a 6.4% increase in non-tax revenues and beging to rehuild gradually the

,approprialions for expenditure categories that had gither been previously cul below the

baseline year of 1991 or level-funded, as in the case of direct local aid.
6. In light of the projected increase of 3% in tax revenues and a 6.5% estimated

increase in non-tax revenues, the proposed budget for FY94 begins to restore

appropriations in the "all other" category.
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7. The proposed budget for FY85 maintain the stuady improvemert i
appropriation levels based on the expectation that a stronger economy will holster tax

revenues by an estimated 4%.

Budaqet Targets for Budget Busters: FY32-95

If the five budget busters are not restrained and kept in check, the proposed tiscal

recovery plan will quickly fall apart. Prior efforts to contain their upward spiral by
mandated statutory and administrative reductions in services, program design ¢ hdnges
and special mechanisms to control costs have had limiled results. For example, the
Governor's original Medicaid budget for FY91 assumed over $700 million in reductions
through legislative amendments and waivers of federal regulatiohs. The final Mcdicaid
budget for the current fiscal year is $2,671. 3 million, 26% above the prior year's
estimated expenditure.

Anticipating the political difficulties and counterac ling cost-driving fust that
propel the budget busters, we felt it necessary to push for the concept sUJYes sted by the
Senate Committee on Ways and Means that would establish budgelary targets limiting
the annual percentage increases in budgetary allocations 10 the hudget busters:

(1) bringing the annual rise in Medicaid budgets down to 79 over the FYY2-Uo period,

(2) reducing the FY92 increase in the Group Insurance budget to 7% and for subsequent
years of the recovery period 10 6%; (3) including a Y% increase for FYJ2 ai Wl an 8%
increase for FY92 in debt service, and a reduced increase of about 3% for both IFY94
and FY35; (4) continuing the average yearly rise of just over 6% for pensions throughout
th‘e next four years; and (5) bringing down the increase in the stale's subsidies tor mass
transit to 5% during the FY92-85 period.

If it becomes clear that caps on annual percentage increases reintorced by legal
and administrative reforms fail to bring the budgets of Medicaid, Group Insurance and

transnt subsidies down to the desired targets, il may bo necessary, as the Senale
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Cormmiltee on Ways and Mcans concluded, to ur.lortake complete re-draits of tho

legislative authorizations underlying these prograrms. (It should be noted that the

Governor vetosd an outside section of the FY91 appropriations act that would have
moved in this direction. It would have termi»nated any Medicaid henefits not required
under federal law if Medicaid program expenditurés exceoded 1B.25% of total state
spending and would have required the MBTA 10 raise any expenditures in excess of
2 75% of total state spending from its own source revénues.)

A similar outside section strategy to place into a kind of "administrative  «
receivership” a number of less costly budget accounts with excessive growth since FY88
spending levels and patterns of inefficient management plus increased demand similar to
the budget busters was not vetoed by the Governor, however. The Legislature
prescribed an oversight process for the following appropriations -- workmen's
compensation, the Commitice for Public Counsel Services, emergency assistance by the
Department of Public Welfare, and the Turning 22 programs managed by Menial Ilealth,
Mental Retardation, the Executive Office of Human Services, the Mass. Rehabilitation
Cominission and the Mass. Commission for the Blind -- under which overall
management, operatidns, case management, eligibility criteria, regulations, elc., would
be given special scrutiny and evaluation.

Medicaid

If legislative reforms alone could curb Medicaid costs, the Budgel Control and
Reform Act of 1989 (BCRA) would have resolved this problem. This legislation included
over 20 sections, the intent of which was to reduce the skyrocketing trend -- giving
responsible Medicaid administrators additional contractual authorily to control costs,
giving them limited power to approve Medicaid rates, establishing needs-hased criteria
for new health providers, requiring certain relatives of Medicaid recipients o pay 2% of

nursing homs costs, rovising rate formulas to emphasize cost-elfectiveness and

establishing managed-care programs. '
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The general approprialions act for FY91 co::tained another round of sbme 20
outside sections affecting Medicaid, with an emphsis on programmatic and
administrative reforms and jump-starting the implementation of reforms delineated in the
BCRA, 0.g., imposing an independent audit of the Medicaid ,prog'ram (costs, receivables, -
payables, cost-effectiveness of cost-saving efforts); requiring the Medicaid program to
adopt by January 1, 1991 an accrued liability account.ing system,; directing the Medicaid
program to adopt a management informatibn system that identifies cost and utilization
patterns for each category of program beneficiary and by health care provider
categories and selting criteria and reporting requirements; requiring the Medicai‘d
p.rogram to enroll all beneficiaries in managed care programs by January 1, 1991,
assuming that federal waivers are received; authorizing the Medicaid program to
contract for speéialized. high-cost, high technology services with acute care hospitals
and 1o require exclusive use of such services by beneficiaries; prohibiting the Medicaid
program from providing options not mandated by federal law.” a

Olher outside sections of this year's appropriation act mandated that the state’s
publiz health and mental health agencies implement inpatient screening for all Medicaid
recipients under age 21 admitted to private psychiatric hospitals except for court-ordered
admisslons and require the Medicaid 'program to implement a comprehensive strategy to
control private psychiatric hospital payments for persons under age 21. Concern over
the rising costs of pharmaceutical products prompted inclusion of an outside section
that authorized "sole and competitive bids" by the Medicaid program for drugs
dispensed to Medicaid patients in nursing homes and other institutions and creation of a
special commission to study the feaéibility of a pharmaceutical manufacturers’ rebate

program, a highly controversial issue.

7Such as adult dental services, except for dentures and emergency diagnostic and
restorative dental care, over-the-counter drugs prescribed for non-dependent children,
cosmelic surgery except as medically necessary, services of chiropractors, podiatrists or

social work interns except as medically necessary.
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If the myriad of legislative and administrati -, reforms fail in reducing and

maintaining annual Medicaid increases to 7% ovu. the prior year as assumed in the fiscal

recovery plan, it may be necossary as a last resort to negotiate an annual lump sum

Medicaid authorization for internal allocation by major segments of th
h is limited to the 7% annual cap increase. Massachusetts is only one of

e Medicaid-provider

community whic
a handful of states that offers all 32 Medicaid options to beneficiaries. Itis cne of a few

states that does not include a recipient’s primary residence in the calculation of assets

for determining Medicaid eligibility.
Group Insurance Until now the principal reform to contain the escalating cost of Group

Insurance for active state employees and retirees, which had been the fastest growing

item in the state budget, has been the requirement of the BCRA that the state share of
the employer-employee cost- sharing arrangement should be limited to 90% of premiums
regardless of selected health plan. This basic change, supplemented by tha downward

trend in health plan insurance participation from worl force reductlions, seams 10 be

having the desired effect. The FY91 appropriation for Group Insurance is 19.7% above

the prior year's estimated expenditure compared to the annual average of over 27% for

the prior four years.

" Concerned that the changing Group Insurance participation pattern of imore
family members and more elderly members, who generally need more expznsive care,
exacerbated by Medical care inflation, expensive medical techinology, a greater number
of catastrophic health claims, and higher costs of outpatient care, would vutstrip savings
from implemented reform, the Legislature directed the Group Insurance Cernmission in
an outside section of the 1991 appropriations act to studly the benefits, pre niums, €o-
payments and deductibles under current health insurance plans, making ¢ YNparisons
with plans used in the private and governmental sectors and evalualing the. cost
effecliveness of the current state indemnity plan and potential savings that might be
generated by utilization of preferred payer organizations (PPO's) and inci pased

managed care. (The study report must be filed by November 1, 1990.)
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In addition the Legislature imposed a freo  n adkling now mandated henofits to
any available health insurance plans as aninterin - tep to help curtail grovethin Group
Insurance without affecting the current benefits package.

Transit Subsidies

Dospito the strategies contained in the BCHA Lo curb the large annual Creases in
stale contraclual assistance and debt service for the MBTA and other rogional transit
authorilies, the IFY91 appropriation is 16% above last year's expendilures and these
subsicdies have gone up by a yearly average of 17% since 1987. Aware of the [agt that
the stale’s subsidy of the MBTA accounts for over three-quarters of its operating budget,
ub from 55% in 1982, the Legislalure had included provisions in the BCRA that the MBTA
raise at least one-third of its operating revenues through fares and related sources, thal
capital spending be limited to $300 million a year, that MBTA employeés pay at least 10%
of health insurance premiums, and that a study be undertaken df the MBTA'S linancing
structure. |

Although the BCRA required the MBTA Lo implerent a revenue-reécoviry ritior of
one-third from its own revenue sources, there has nol heen any fare adjustinents to date
although an outside section of this year's budget act macle possible an increase in the
senior citizen fare by eliminating language that the armount of such fare be specilically st
in the stalule.

The mandated report on MBTA finances, released late in May 1990, contained
limited number of revenuc-enhancement and cost-saving recommendations. It
proposed $7 million in fare increases through either @ stall fare increase o all riders or
irlareascs in fares for the elderly, disabled and students. It also proposed legislatives
changes eliminating restrictions on MBTA purchases of electic power ene gy (estimaled
savings of $2-3 million) and setling a $100,000 limit on tort liability cases ayainst tho
M.BT/\ (estimated saving of $5 million.) These recomimendations viere notin lemented

in outside sections of the approprialicns act for Y91, however.
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raising the MBTA assessments on 25 of the 78 cities and town

Other proposals in the MBTA financing re; - .t would rostore the local oporaling
subsidy share of cities and towns in the MBTA district 10 50% from the current 30% by
s being served. This
would merely shift some of the cost burden from the state 10 municipalities. AS for
substituting state forward funding for retroactive funding of the MBTA, the report

concludad that this would cost the state $600 million and should not be implementod

during a period of fiscal crisis.

Unless the Legislature limits the MBTA to an annual increase in state subsidy
capped at the index measuring the prices that state and local governments pay‘ for
goods and services (an inflation rate), which we have currently estimated al 5%, and
demands on fare increases and related revenue changes that guarantee the one-third

revenue-recovery ratio, the transit subsidy budget buster will continue unabated.

Capping the MBTA costs through an inflation rate increase is consistent with our related

proposal that the annual limit on the property tax levy be raised from the current 2.5% 10

such an inflation rate.

Debt Senvice
" If the Commonwealth in FY92 and subsequent years borrows less for capital
improvements than it pays off in debt by eliminating and Jor deferring all low-priority

outlays previously authorized and will continue this policy over the next three years, the

state should realize a gradual declihe in the annual cost of debt service. Moreover, by
t:sing receipts from expanded sales of Surplus state propertics to finance sume needed
capital outlays, the state can further reduce its borrowing requirements. In the next fow
years, however, ihe annual cost of debt service will continue to rise. In FY02, for

example, the cost of principal and interest on the loan to cover the prior yodr diticit will

account for over 20% of the state’s total debt service requirernents for thiat year.
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Pensions
Legislation of 1987 estabiished a new pension payment schedule as pait of a
fully-funded system thereby easing annual pension expense requirements during the

early years. However, the shift deferred the cost impacts of the new system until the

21st century.

The Politically Easier Way Means Budget Distortions

Over the past three years, the Administration and Legislature have: (;arriefl outa
spending strategy that essentially balances budgets by chipping away at the so-called
discretionary items, accounting for about half of the state’s expenditure b.idget, while
treating the budget busters, that consume two out of every five revenue collars, as
legally-bound commitments requiring longer-term restructuring. To déte, efforts to enact
and implement fundamental changes in entitlements, contractual arrangements,
subsidies and fixed charges have been limited to trimraing their budget al ocations
around the edges, and to mandating gradual revisions through the use of outside
budget sections while avoiding basic overhaul of their authorizing legislation.

As tax revenue collections have fallen below projections and the Administration
has been forced to scale back current year appropriations by over $700 rillion within a
brief 3-month period after their original enactment, the rmore recent hudget reductions
indicate that slowing down the upward rates of spending has given way to niore drastic
budget decisions with telling impact'on the availability, volure and quality of services
rendered. One must speculate whether this is political "blood letting" or irformed,
co‘mpassionate choices among the state's priorities.

This overall budget strategy, for example, has reduced state suppart for highér
education from FY88 1o FY91 by $125 million, a cut of over 16% Direct loeal aid is 12%
below the level of two years ago. Home care for the elderly is down by 1£% over 1989.

There are substantially fewer subsidized day care slots than lwo years ago. Swimining
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Aleaner by about 7,500 employee

:ship assistance has boor: scaled

pools were closed this pe.st summer. State sch
«ar year, the state payroll will be

down by about 20%. By the end of the 1990 ca.
s or 9% over Ju./ 1988. Workforce reductions have

particularly affected the Governor's office, the Legislature, several constitutional offices

(Attorney-General, Auditor and Secretary of State), the Department of Education,

Communities and Development, Public Health, Pu:lic Works and the state police.

Meanwhile, welfare recipients and state relices have gone three years without

cost-of-living adjustments. State employees have been working without collective

bargaining agreements for 18 months and state agency managers have not had salary

increases since 1986.
~dministration and legislative initiatives to slow down the upward spiral of

spending growth of both the budget busters and discretionary buclget accounts have

been impeded by the following examples of executive and/or legislative reluctance 10 acl

boldly and in concert:

1. The badly-needed consolidation of the state's health care programs, including

Medncald into a new Secretariat, as recommended by an aulsicle panel appointed by the

Governor and implemented through an outside section of the 1991 apprapriations act,

was at least temporarily derailed by the Governor's decision Lo return this section for

amendment by substituting a new Department of Health within the Executive Office of

Human Services, thereby perpetuating an unwieldy bureaucratic behemoth responsible

for over 40% of the state's operating budget.
2. Legislative resistance to the consolidation of the state's sworn police forces

despite the Governor's recommendation to carry out this long overdue reform.

3. Legislative resistance to delegating powers over the number of dlistrict courts, the

deployment of court resources and control over court system facilities, finances,

personnel and operations so that the Chief Justice of the Supreme Judicial Goun and
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other legally-designated court administrators carn ru-structure the court system to moet
changing needs, enhance cost/ellecliveness, reduce cost disparities among individual
courts and improve the administration of justice.

4. Not yet in place, because it lacks vigorous executive and legislative endorsement,
is a performance measurement system abplicable to human services that defines
objectives in programmatic and measurable terms and is used to evaluate client services
and areas of need. |

Harder Choices: Up to the Next State Administration .

Although the Governor has pledged that he will leavo office with the
Commonwealth in good fiscal shape, recent events and future projections indicate that
the Commonwealth’s fiscal problems will persist and are likely to dominale slate
concerns over the near term in the face of a weakening economy, despite record-high
borrowing to cover budget deficits, despite huge tax increases and ¢espite sporadic
cost-culting efforts.

Whether or not the state's voters approve the GLT-High Tech initiative petition thal
would roll back up to $2.3 billion in revenues and/or the petition of the Massachuselts
Municipal Association, that would require 40% of the state's largest taxes to be paid
annually to cities and towns as local aid (thereby increasing local aid by $1.2 billion in
FY92), the next Administralion and Legislature cannot avoid putting every expenditure
"on the table" and raising tough questions about everything the state does and spends
money for:

Who should be eligible for Medicaid and for state support in nursing hormes when
the proportion of elderly in Masachusetts nursing hornes is far above the nalional
average and when Massachusetts spends much rnore than the national average for
nursing home Medicaid patients?

How many of the Medicaid options should be provided when only a handful of

states including Massachusetts provides a full menu of options?




When will mentally retardled patients be shifted from institutions to community-

based facilities after 25 years of state policy emphasizing de-institutionalization?

Whether MBTA fares, lowest of any urban transit system in the nation, should be

raised to cover at least one-third of MBTA expenses?

Whether the state should continue to operate zoos in view of its poor
performance and limited resources? | |

Whether our current networks of two-year and four-year state colleges require
institutional consolidation in view of the state's declining college-age population and the

need for less duplication and more cost-effectiveness.
| Whether a publicly subsidized maritime academy is warranted when the state no
longer has significant maritime economic interests?

Whether state subsidy for the professional education of veterinarians in a private
institution is justifiable as public policy?

Whether the missions of a sworn Capitol Police force, essentially providing
building security services, should be re-examined in the context of an escalating demand
for more crime-fighting police officers?

Whether the number and distribution of 70 district courts is ouldated in light of
changés in population densities, transportation access and caseloads?

Until now the tendency has been to reduce budgets by merely doing what has
been done for fewer service recipients or with smaller approprialions. A variety of
explanations have been offered as to why major reforms cannot be undertaken, i.e. it will
t§ke more money to save money; the Legislature will r:ot amend the authorizing statute,;

the affected client group is too large and too vocal. Such excuses wear thin as time

grows short.
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FOREWORD

This paper Is not designod to stake out an absolute and inviolable position on the
future direction of Massachusotts. Wa do hope to generato further discussion ubout
what we think is the most important aspect of state public policy -- what can help turn the
Massachusetts economy around. Our basic premiso is that a sound state fiscul policy is
the sine qua non of the state’s 6CONOMIC rBCOVOTY.

The paper Is a sequel to "After tho Miracle: . A History and Analysis of the
Massachusetts Fiscal Crisis,” which we issued in the Spring. Our intent in that varlior
report was simply to present the background and indicate the consequences of the
_state’s fiscal policies over the last fow years.

“After the Revolt: A Framework for Fiscal Recovery” l00ks forward to <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>