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NEW FISCAL YEAR BRINGS FURTHER BUDGET CUTS TO 
MOST STATES, SLOWING ECONOMIC RECOVERY  

  By Michael Leachman, Erica Williams, and Nicholas Johnson 
 
 
 States have enacted deep cuts in education, health care, and other important public services in 
their budgets for fiscal year 2012 (which begins July 1 in most states).  It is the fourth year in a row 
of budget-cutting for states, and the 2012 cuts are deeper than in past years.  Of the 32 states that 
have enacted budgets, as least 24 are imposing significant cuts.  These cuts will delay the nation’s 
economic recovery and undermine efforts to create jobs.  
 
 These enacted budget cuts will cause hundreds of thousands of Arizona families to lose health 
insurance, force the shortening of the school year for 86,000 preschoolers in Georgia, sharply 
increase university tuition in North Carolina and Washington, and cost jobless disabled individuals 
in Michigan one-quarter of their cash assistance, among a range of other impacts.     
 
 These and other budget cuts for 2012 are resulting principally from the lingering effects of the 
long and deep recession, which are causing tax collections in most states to remain well below pre-
recession levels (despite modest recent improvements) and to lag far behind the growing cost of 
maintaining existing services.  The cutbacks in services that many states enacted are not entirely 
necessary, because they have been exacerbated by federal and state actions and failures to act.  The 
federal government, for example has provided $165 billion in emergency health and education 
funding to states, primarily through the 2009 Recovery Act, but those dollars are mostly ending June 
30.  For their part, many of the states that will implement very deep cuts in 2012 have failed to raise 
new revenue to replace some of the revenue lost to the recession.  Some states even added to the 
cutbacks needed by reducing corporate taxes or other taxes — an ineffective strategy for improving 
economic growth that likely will do more harm than good. 
 
 Cutting state services not only harms vulnerable residents but also slows the economy’s recovery 
from recession by reducing overall economic activity.  When states cut spending, they lay off 
employees, cancel contracts with vendors, reduce payments to businesses and nonprofits that 
provide services, and cut benefit payments to individuals.  All of these steps remove demand from 
the economy. 
 
 Moreover, many of the services being cut are important to states’ long-term economic strength.  
For instance, research shows that in order to prosper, businesses require a well-educated, healthy 
workforce.  Many of the state budget cuts described here will weaken that workforce in the future by 
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diminishing the quality of elementary and high schools, making college less affordable, and reducing 
residents’ access to health care.  In the long term, the savings from today’s cuts may cost states 
much more in diminished economic growth. 
 
 
Majority of States Enacting Major Cuts in Important Public Services 
 
 As of June 27, a total of 32 states have enacted their budget for the coming 2012 fiscal year. 
Three-fourths of these states — at least 24 of 32 — are making major cuts to important public 
services. Five of the remaining six states did not have a shortfall that they needed to close for fiscal 
year 2012; the sixth state — Hawaii — raised substantial revenues to balance its budget and avoid 
crippling cuts. Examples of the kinds of cuts enacted include the following: 
 

 Arizona is eliminating Medicaid coverage for 130,000 adults without children, freezing 
Medicaid enrollment for all other childless adults, and setting in motion a phase-out of the 
150,000 childless beneficiaries still enrolled.  The state also is canceling child care support for 
low-income families (denying 13,000 children assistance) and continuing a freeze on the state’s 
primary children’s health insurance program.  Since January 2010, when the freeze began, about 
60,000 children who would be eligible for the program have applied but not received coverage. 

 
 Florida is terminating employment for 1,300 public employees, reducing Medicaid payment 

rates by 12 percent for most hospitals, and cutting 15,000 children from a school readiness 
program that helps low-income families obtain high quality child care, among many other cuts.  

 
 Georgia is shortening the statewide pre-K school year from 180 to 160 days, increasing pre-K 

class sizes from 20 to 22 students per teacher, reducing pre-K teacher salaries by 10 percent, 
and reducing pre-K provider rates by 6 percent.  This is the result of cutting funds for pre-
kindergarten by 15 percent. 

 
 Michigan is cutting K-12 education spending by $470 per student.  The state also  is reducing 

by 70 percent the state’s Earned Income Tax Credit, which helps make work pay for low-
income families, immediately ending cash assistance for 13,000 families in poverty, and cutting 
by one-quarter monthly cash assistance to poor people with disabilities.  Michigan also is cutting 
124,000 poor children out of a program that helps with the purchase of school clothes and 
eliminating a program providing help to poor families with funeral expenses.  

 
 Mississippi, for the fourth year in a row, is failing to meet the state’s statutory obligation to 

support K-12 schools, underfunding school districts by 12 percent or $237 million.  The 
statutory school funding formula is designed to ensure adequate funding for lower-income and 
underperforming schools. According to the Mississippi Department of Education, the state’s 
failure to meet that requirement over the past three years has resulted in 2,060 school employee 
layoffs (704 teachers, 792 teacher assistants, 163 administrators, counselors, and librarians, and 
401 bus drivers, custodians, and clerical personnel).1  

 
                                                 
1 Job loss figures from oral testimony given by the state superintendent to the Joint Budget Legislative Committee at a 
public hearing on September 21, 2010 and communicated to the Center on Budget and Policy Priorities by the 
Mississippi Economic Policy Center.   
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 New York is cutting education aid by $1.3 billion, or 6.1 percent, delaying for the third year in a 
row implementation of a court order to provide additional education funding to under-
resourced school districts.   

 
 North Carolina, which writes a budget for two years at a time, is cutting nearly half a billion 

dollars from annual K-12 education in each of the next two years.  Both the state-funded pre-K 
program for at risk 4-year-olds and the state’s early childhood development network that works 
to improve the quality of early learning and child outcomes will be cut by 20 percent.  The state 
also is cutting nearly half a billion dollars from higher education in each year of the biennium.  
This cut means, for instance, that full-time resident community college students will see their 
tuition increase by as much as $320 in FY12 and $400 in FY13 above the current annual tuition 
of $1,800.  

 
 Washington is cutting state funding for class size reduction, early learning programs, and 

teacher professional development by over $1 billion, an amount equal to $1,100 per student. 
State lawmakers cut funds for colleges and universities by more than $500 million, which will 
require tuition increases of 11 to 16 percent plus additional unspecified cuts.  The state also is 
cutting cash assistance for most of the 28,000 poor individuals with disabilities currently 
receiving that assistance. 

 
 Wisconsin is cutting the state’s Earned Income Tax Credit for 152,000 families with two or 

more children by 21 percent, which amounts to an average credit cut of $518 for families with 
three or more children and $154 for families with two children.  The state also is cutting $740 
million, or about 8 percent, from K-12 spending designed to equalize funding across school 
districts. 

 
 Other states enacting identifiable major cuts to important services in their 2012 budgets include: 
Alabama, Colorado, Idaho, Kansas, Maine, Maryland, Missouri, Nebraska, New Mexico, Nevada, 
Oklahoma, South Dakota, Tennessee, Utah, and Vermont.  
   
 These are just a few examples; more are emerging daily as additional states finalize their budgets 
and as the full ramifications of enacted budgets become clear.  In their budget proposals for 2012, 
the large majority of governors proposed spending levels below 2008 spending levels, adjusted for 
inflation, even though there are more children enrolled in public school, more students in public 
universities, more families qualifying for Medicaid, and more people using other state services than 
there were in 2008.  Overall, governors proposed 2012 spending levels of 9.4 percent below 2008 
levels, adjusted for inflation; while legislatures are making some changes, it is unlikely that the overall 
trend will be very different from what governors proposed. 
 
 
States Still Face Large Shortfalls, Despite Modestly Improved Outlook 
 
 The cuts states enacted have been mitigated modestly — but only modestly — by recent 
improvements in the outlook for state finances.  
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 State revenues are showing the clearest signs of recovery yet.  At least 20 states have reported that 
tax collections for the current fiscal year will exceed the amount expected when their budgets were 
originally adopted last spring.  
 
 Despite this encouraging news, states are just beginning to emerge from a deep fiscal hole, and 
that recovery will be a slow process.  The recession brought about the largest collapse in state 
revenues on record.  As of the first quarter of 2011, revenues remained roughly 9 percent below pre-
recession levels.  Plus, the economy remains weak, unemployment is still high, and state fiscal 
recovery tends to lag behind recovery in the broader economy.   
 
 Consequently, even though the revenue outlook is better than it was, states still are addressing 
very large budget shortfalls.  Some 42 states and the District of Columbia still face a combined 
shortfall of $103 billion in budget gaps.2  These gaps come on top of the large shortfalls the states 
faced in fiscal years 2009 through 2011.  States will continue to struggle to find the revenue needed 
to support critical public services like education, health care, and human services for a number of 
years.  Among other impacts, this means that state actions will continue to be a drag on the national 
economy, threatening hundreds of thousands of private- and public-sector jobs and reducing the job 
creation that otherwise would be expected to occur. 
 
 
States Imposing Deeper Cuts Than Necessary That Will Harm Economy 
 
 Because states still face these very large budget gaps, their best strategy will remain a balanced 
combination of modest spending cuts, new revenue measures to strengthen the revenue recovery, 
and (in a few states) utilization of remaining reserves.  Instead, most states that have enacted budgets 
so far relied almost entirely on cuts to close their shortfalls — making the cuts they imposed deeper 
than necessary and impeding the economic recovery.  
 
 Only a few states raised revenue to help resolve their fiscal year 2012 budget shortfalls.  Hawaii, 
for example, raised over $600 million in new tax revenue over the biennium by limiting tax 
exemptions for businesses and by eliminating the standard deduction and capping itemized 
deductions for higher-income individuals, among other actions.  Illinois lawmakers enacted 
personal and corporate income tax increases to help address the state’s budget shortfalls for the 
current and upcoming year. 
 
 A few states made their problems worse by cutting taxes.  Georgia, for example, enacted nearly 
$100 million in tax cuts, including $46 million to allow top income earners to claim unlimited 
itemized deductions on their income taxes.  And Arizona reduced the corporate income tax rate and 
commercial property taxes, costing the state $38 million in fiscal year 2012, or 4 percent of the 
state’s 2012 budget shortfall.3  
 
 The cuts states have imposed since the recession began have impeded the nation’s economic 
recovery and cost hundreds of thousands of private-sector and public-sector jobs.  State and local 
                                                 
2 Elizabeth McNichol, Phil Oliff, and Nicholas Johnson, “States Continue to Feel Recession’s Impact,” Center on 
Budget and Policy Priorities, June 17, 2011, http://www.cbpp.org/cms/index.cfm?fa=view&id=711. 

3 By fiscal year 2018, the cost of the tax cuts Arizona enacted will balloon to $538 million, half of which will result from 
the corporate tax rate cut. 
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governments have cut 535,000 jobs in education and other areas since August 2008 and are forecast 
to continue to cut tens of thousands of additional positions each month.  In addition, deep cuts in 
funding for services create a cycle of job loss in the private sector.  When schools, universities, 
health agencies, police departments, and other units of government cut their budgets, they cancel 
contracts with private vendors and eliminate or lower payments to businesses and nonprofit 
organizations that provide direct services.  As a result, the companies and organizations doing 
business with the state have less money to spend on salaries and supplies and may reduce the salaries 
of their workers or lay them off.  When workers receive lower pay or lose their job, they consume 
less, and the ripple effect continues throughout the state’s economy, costing even more jobs.  
 
 Even more 
significant may be the 
long-term effects of 
the 2012 cuts.  
Reducing access to 
pre-school or to 
higher education, for 
example, can 
undermine a state’s 
long-term economic 
competitiveness by 
reducing the quality of 
its workforce — 
which economists and 
business leaders 
repeatedly invoke as a 
key ingredient in state 
economic success. 
 
 Until now, federal assistance has lessened the extent to which states need to take actions that 
further harm the economy.  The 2009 Recovery Act and the August 2010 jobs bill provided about 
$165 billion over a roughly 2½-year period to reduce the extent of state spending cuts and state tax 
and fee increases.  But these funds nearly all expire at the end of June 2011.  One way to avert the 
need for these kinds of cuts, as well as additional tax increases, would be for the federal government 
to reduce state budget gaps by extending emergency Medicaid funding over the period during which 
state fiscal conditions are expected to remain problematic.  But such an extension appears to be only 
a remote possibility. 
 
 Moreover, federal policymakers are now considering some actions that could further deepen states’ 
fiscal problems in 2012 and in 2013 (for which states are also projecting budget shortfalls and 
therefore additional cuts).  In pursuing deficit reduction, federal policymakers are considering deep 
cuts in discretionary programs, which would force significant reductions in federal support for 
services provided by state and local governments.  Such actions would worsen state budget 
problems, deepen the size of spending cuts (and state tax and fee increases) and thus slow economic 
recovery even further than is already likely to occur. 
 

 

State and Local Government Payrolls Are Shrinking 

Source: Bureau of Labor Statistics, seasonally adjusted data. 


