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STATE BUDGET UPDATE: IS IT RAINING YET? 
 

Many states are currently struggling with lower-than-anticipated revenue or increased costs for their fiscal 
2002 budgets. This brief Policy Page answers some of the most commonly asked questions about Texas’ 
state budget since the Legislature adjourned in May 2001 and explains why Texas may be better off in 
the short run, but worse in the long term.   
 
 

WHAT’S THE $5 BILLION TEXAS 
BUDGET PROBLEM I’VE HEARD 
ABOUT? 
Once the legislature has passed the biennial state budget 
bill, the comptroller must “certify” that enough projected 
revenue will be available to pay for appropriations 
authorized for the two-year period. After the June 2001 
certification of the 2002-03 budget, the Comptroller of 
Public Accounts said legislators might face a “$5 billion 
shortfall” when they write the next (2004-2005) budget. 
The term “shortfall” can be confusing. Here’s what the $5 
billion is and is not. 
 
What the $5 billion figure is: The comptroller’s “shortfall” 
number is what you get if you assume the state would raise 
the same amount of General Revenue (GR) in 2004-05 as 
it expects to receive in 2002-03 ($58 billion), and then 
factor in some other figures:  
 
Extra GR needed for two full years of the 
new school district employee health plan 

$1.0 billion 

GR cost of undoing a budget gimmick first 
used in 1999 that pushed a month’s worth of 
Medicaid premium & nursing home payments 
into the next budget cycle 

$150 million 

GR surplus that state budgetwriters originally 
expected at the end of fiscal 2001 

$2.9 billion 

Revenue from GR accounting changes 
approved in 2001 that cannot be repeated 

$800 million 

TOTAL $4.9 billion 
 
What the $5 billion figure is NOT: Nothing the 
comptroller said referred to deficits in fiscal 2002 or 2003, 
but the $5 billion figure has been inaccurately reported as a 
current “deficit” like those plaguing other states. (As of 
January 2002, 40 states are reporting a combined budget 
shortfall of $40 billion for fiscal 2002, according to the 
National Association of State Budget Officers.) However, 

some programs with higher-than-appropriated costs (such 
as Medicaid and foster care) will not have enough funding 
to get through the biennium if caseloads or costs do not 
decline soon. For Medicaid and CHIP alone, the GR 
shortfall could be at least $160 million, according to the 
latest estimate. 
 
SO, A BUDGET SHORTFALL ISN’T A 
PROBLEM YET, BUT IT WILL BE FOR 
THE NEXT LEGISLATURE?  
Many budget observers, aware of the state’s structural 
revenue problems, are indeed anticipating a large gap 
between revenue and spending needs in 2004-05, but it’s 
too early to tell what that amount will be—especially when 
“need” can be defined so differently by state budget 
officials, agency heads, and social services advocates.  
 
On the revenue side, the gap could narrow if General 
Revenue grows between 2002-03 and 2004-05—an 
increase not factored into the comptroller’s “shortfall” 
calculation. There may also be other “one-time” measures 
that the state hasn’t already used to increase the amount of 
GR available for certification. And for the first time ever, 
legislators will have a significant Rainy Day Fund balance 
(more than $1 billion by 2003).  
 
As for spending needs in 2004-05: State agencies have not 
yet received budget instructions (which result in the 
drafting of a “base” budget) or made cost projections for 
programs that in past budget cycles were allowed to request 
more GR (such as K-12 or higher education enrollment 
growth, prisons, or federally mandated programs). These 
instructions will be released soon, without any public 
comment period, and are likely to include across-the-board 
cuts as a starting point. And even if across-the-board cuts 
are not used as the “base,” budget instructions for the past 
decade have not allowed agencies to submit a true “current 
services” budget that takes into account inflation or other 
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measures beyond their control. Instead, most agencies are 
told to describe the level of services they will be able to 
provide with the same amount of general revenue they 
currently receive.  
 
This budget-writing process puts many agencies and 
programs in the position of having to request more 
General Revenue, above the levels in the introduced 
budget, just to “tread water”—let alone meet new 
demands. Starting the budget deliberations this way also 
does not offer lawmakers clear information about the full 
cost of doing the state’s business in an environment of 
increased costs and a rapidly growing population. Given 
the difficult decisions lawmakers are likely to face, budget 
instructions that allow for the submission of more than 
one scenario—including a current services budget—would 
provide a better starting place to understand the full 
impact of increases or cuts in state programs. 
 
HOW HAVE ECONOMIC CHANGES 
ALTERED THE REVENUE OR 
SPENDING OUTLOOK SINCE THE 
BUDGET WAS WRITTEN?  
The national recession that began in March 2001 took the 
most severe toll on states with economies that rely more on 
goods-producing sectors. Texas does not have as large a 
share of its workforce employed in manufacturing as do 
other states, and as a result was not as negatively affected as 
were other states. However, the September 11 attacks and 
other tragedies such as the collapse of the Queen Isabella 
Causeway did create layoffs that were concentrated in 
certain Texas industries (mostly airlines and tourism-
related). These, combined with a state economy that had 
been slowing since fall 2000, have led to continued growth 
in applications and caseloads for unemployment benefits, 
Food Stamps, and Medicaid. (Policy Page 147 provides 
more detail on developments in Medicaid and CHIP—see 
http://www.cppp.org/products/policypages/131-150/131-
150html/PP147.html.) But the Comptroller’s October 2001 
certification estimate, based on a pre-September 11 
forecast, was not revised to take these economic changes 
into account. The most recent forecast shows Texas 
continuing to outdo the nation on employment growth 
and GDP growth, although at a slower rate than that seen 
in 2000-01. 
 
WHAT HAPPENS IF AMOUNTS 
APPROPRIATED FOR PROGRAMS 
IN 2002-03 AREN’T ENOUGH? 
After the comptroller certifies the appropriations bill and it 
is signed (with line-item vetoes) by the governor, state 
agencies draw up operating budgets based on appropriated 
amounts. If problems with state agencies’ spending or 
revenue plans develop in the first year of a biennium, 
agencies can get permission from the Legislative Budget 
Board (LBB) and Governor’s Budget Office to reallocate 
funds within their budget, borrow from the next year’s 

funding, or cut spending. If problems continue into the 
second year, more cuts may be made, or legislators may 
approve emergency appropriations early in 2003. This 
biennial timeframe is why most state officials say it is “too 
soon to tell” whether major changes will be required in the 
Texas 2002-03 budget. States with annual budget 
processes have less time to “wait and see.” 
 
Texas’ health and human services state agencies, along with 
all other state agencies, were asked by the Governor’s 
budget office in mid-January 2002 to identify “savings 
options” in the remainder of the 2002-03 biennium. HHS 
agencies also were asked by the Health and Human 
Services Commissioner to describe the effects on their 
programs of 1%, 2%, and 3% reductions in GR spending 
for the last quarter of fiscal 2002 and all of 2003. A 3% 
General Revenue reduction in HHS spending for that time 
period translates to a $245 million across-the-board cut; 
the problem is that some programs (such as Medicaid 
vendor drugs and foster care) already need more General 
Revenue, not less. Caseloads for Medicaid and HHS 
programs are being closely monitored to determine if and 
when a real and significant budget shortfall will occur.   
 
WHERE CAN I FIND OUT FOR MYSELF 
HOW MUCH TEXAS WILL SPEND ON A 
PARTICULAR PROGRAM IN 2002-03?   
Information on 2002-03 appropriations can be found at: 
http://www.lbb.state.tx.us/The_LBB/Access/AppBills_LBEs.htm   
Most social services are funded through Article II (Health 
and Human Services), with some major exceptions: child 
care subsidies (Article VII, Workforce Commission), child 
support enforcement (Article I, Attorney General’s Office), 
and adult education and various other programs funded 
through the Texas Education Agency (Article II). CPPP is 
preparing a list of the largest HHS programs and where 
they can be located in the 2002-03 budget; Policy Page 
subscribers will be notified when that information is 
available. The LBB has also released an update of its Fiscal 
Size-Up publication, providing more information about 
state spending (see http://www.lbb.state.tx.us/Fiscal_Size-
up/Documents.htm ). 
 
HEALTH CARE GETS A LOT OF THE 
BLAME FOR STATE SPENDING 
PRESSURES—WHY?   
In 2001, health care programs—not just Medicaid-related 
programs found in Article II, but also state 
employee/retiree health insurance premiums, Higher 
Education Group Insurance, managed health and 
psychiatric care for state prison inmates, and the state’s 
teaching hospitals and health science centers—accounted 
for about one-fifth of the state’s “own-source” spending 
(i.e., General Revenue and Fund 6). The need for public 
health care services is large partly because of Texas’ high 
rates of poverty and lack of insurance, which in turn are 
related to a low-wage economy that does not provide 



affordable health benefits to many working Texans. Faster-
than-expected growth in the cost of health care is not 
unique to Texas or to state government; most buyers of 
health care services and products are seeing rapid increases 
in the cost of pharmaceuticals, hospital costs, health 
insurance premiums, and other medical costs. When costs 
that make up a large part of state spending increase faster 
than state revenues, budget problems are the inevitable 
result.  
 

WHAT SHOULD I PAY ATTENTION 
TO BEFORE JANUARY 2003? 
House and Senate interim committees are studying major 
fiscal issues such as school finance, health care’s impact on 
the state budget, state taxes, and the newly created 
Mobility Fund and long-term highway finance options. 
These committees will report to the Legislature, and many 
of their recommendations will be introduced as legislation. 
More information on interim charges is available at 
www.capitol.state.tx.us (House and Senate committees). 
 

WHAT CAN I DO TO SEE THAT 
[NAME OF YOUR UNDERFUNDED 
PROGRAM HERE] GETS ENOUGH 
FUNDING IN 2004-05?  
Right now, the LBB and Governor’s Budget Office are 
preparing budget instructions that will go to state agencies 
early in 2002, telling agencies how they can request 
funding for 2004-05. There are several ways you can 
express your support for continued or increased funding 

for a particular program: contact your state legislators 
(House and Senate); make sure that candidates for state 
elected office are aware of your views; contact state agency 
board members (especially those residing in your city); 
and/or testify in support of the program at the LBB-
Governor’s Budget Office hearings that will take place in 
late summer/early fall of 2002.  
 
SOCIAL SERVICES IN TEXAS GET A 
LOT OF FUNDING FROM FEDERAL 
REVENUE—WON’T UNCLE SAM 
HELP IF THINGS GET WORSE? 
The health and human services part of the Texas state 
budget is about 60% federally funded. This reliance on 
federal dollars makes some programs highly vulnerable to 
the annual DC budget fight. In 2002, several major “safety 
net” programs (such as Temporary Assistance for Needy 
Families, the Child Care and Development Block Grant, 
Food Stamps, and Transitional Medicaid) are scheduled to 
be reauthorized. CPPP is visiting various cities in Texas to 
make sure local communities understand the risks and 
opportunities presented by reauthorization, especially as 
the federal deficit begins to grow again. More information 
on reauthorization is available at www.cppp.org. 
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