SUMMARY: NASBO STATE EXPENDITURE REPORT
Total state spending growth slowed from fiscal 2010 to fiscal 2012 as state revenues have
not increased as quickly as federal ARRA funds have declined.
December 20, 2012

Overview: Slow State Spending
The latest edition of NASBO’s State Expenditure Report
finds that state spending has experienced tremendous
shifts over the past three years due to the recent economic
downturn and slow recovery. Spending from state funds
(general funds and other state funds combined) declined
in fiscal 2010, marking the only occurrence of an outright
spending decline from state funds in the 25-year history
of the State Expenditure Report. However, spending from
federal funds rose sharply in fiscal 2010 due to the American
Recovery and Reinvestment Act of 2009 (ARRA). In
fiscal 2011, spending from state funds once again turned
positive due to the slowly improving national economy,
while federal funds grew considerably more slowly as
ARRA spending began to wind-down. In fiscal 2012 it is
estimated that state funds continued to grow moderately
while federal funds experienced negative growth due to a
rapid decline in ARRA funds.
The recent improvement in the national economy has not
translated to strong growth in total state expenditures.

This is largely due to the fact that state revenues have not
increased as fast as ARRA funds have declined, leading
to a unique situation in which total state expenditure
growth has slowed during the same time that the national
economy has been improving. Total state expenditures
from all fund sources grew 3.8 percent in fiscal 2010,
slowed to 2.8 percent in fiscal 2011, and are estimated
to have grown only 0.1 percent in fiscal 2012. The 0.1
percent increase in estimated fiscal 2012 marks the
lowest total state expenditure growth level since the State
Expenditure Report was first published in 1987.

Federal Funds Begin to Decline as a
Share of Total State Spending
The passage of ARRA produced a dramatic shift in the
funding sources for state expenditures. In fiscal 2008,
the last year before ARRA, general funds accounted for
45.9 percent of total state spending, federal funds were
26.3 percent, other state funds were 25.5 percent, and
bonds reflected 2.4 percent of the total. By fiscal 2010,
general funds accounted for 38.1 percent of total state
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expenditures, federal funds 34.9 percent, other state funds
24.9, and bonds were 2.2 percent of the total. However,
due to the rapid decline in ARRA funds, general funds,
as expected, are starting to once again make up a larger
component of total state expenditures. In fiscal 2012,
general funds are estimated to account for 39.8 percent of
total state expenditures, federal funds 31.2 percent, other
state funds 26.5 percent, and bonds 2.5 percent.

Medicaid Continues to be Largest
Component of Total State Spending,
although Growth Levels Slow
Medicaid spending continues to rise as a percentage of total
state expenditures. In fiscal 2010 Medicaid represented 22.2

percent of total state expenditures, 23.7 percent in fiscal 2011,
and is estimated to represent 23.9 percent in fiscal 2012. At
the same time, elementary and secondary education has gone
from representing 20.4 percent of total state expenditures in
fiscal 2010, to 20.2 percent in fiscal 2011, and an estimated
19.8 percent in fiscal 2012, the first time total state spending on
K-12 has fallen below 20 percent. While Medicaid continues
to represent a greater share of total state expenditures, the
growth of total state spending on Medicaid has slowed due
to the rapid decline in ARRA funds and cost containment
actions at the state level. Total Medicaid spending grew 9.6
percent in fiscal 2011 and an estimated 1.2 percent in fiscal
2012. Federal funds for Medicaid grew 4.1 percent in fiscal
2011 and are estimated to have declined 7.8 percent in fiscal
2012. State funds increased 20.3 percent in fiscal 2011 and are
estimated to have grown 16.2 percent in fiscal 2012.

Outlook: Continued Austere Budgets
Looking beyond fiscal 2012, states are concerned that general
fund revenue growth will not be strong enough to meet
increasing spending demands. At the conclusion of fiscal
2012, it is estimated that general fund revenues remained
$16 billion below their pre-recession peak. States also face
uncertainties regarding future federal funding levels, health

care reform, and national economic growth, and also must
deal with long-term liabilities such as pensions and retiree
health care. All of these factors combined mean that states
are likely to continue to face austere budgets for at least the
next several years and will have to make difficult spending
decisions.

Since its inception in 1987, the State Expenditure Report has developed into a definitive baseline for the analysis of state spending. This edition of the
report includes data from actual fiscal 2010, actual fiscal 2011, and estimated fiscal 2012. The report details the seven main functional categories of
state spending: elementary and secondary education, higher education, public assistance, Medicaid, corrections, transportation, and “all other.”

If you would like additional information, please contact
Scott Pattison (spattison@nasbo.org or 202-624-8804) or Brian Sigritz (bsigritz@nasbo.org or 202-624-8439).
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