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In Memoriam 
 

A former member of the JLBC Staff, Henry “Hank” Reardon passed away on October 
29th.  Hank was one of the first JLBC employees, and began his career at JLBC as its sole 
economist in 1970.  He retired in 1999 as Chief Economist.  Hank was a member of the 
FAC from 2000 until his passing in October 2008.  Hank was a dedicated public servant 
and he will be missed by his many friends in the forecasting community. 
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FY FY ’’09 Revenues Will Need to Grow By 09 Revenues Will Need to Grow By 
6.1% to Meet $10.0 B Budgeted Level 6.1% to Meet $10.0 B Budgeted Level 

JLBCJLBC

• Original budgeted FY ’09 
growth compared to enacted 
’08 Budget

• Growth adjusted for lower 
’08 Base  

1.9%

6.1%
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’’09 Revenue Collections Continuing to Decline09 Revenue Collections Continuing to Decline
-- First HalfFirst Half--Year Decline = (10.1)%Year Decline = (10.1)%
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All Major Tax Categories DeclinedAll Major Tax Categories Declined
in the 1in the 1stst Half of FY Half of FY ‘‘0909

JLBCJLBC
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Where Are We Headed Over the Next Few Years?Where Are We Headed Over the Next Few Years?
-- FourFour--Sector Consensus Forecast IncorporatesSector Consensus Forecast Incorporates
Different Economic Views, Including the FACDifferent Economic Views, Including the FAC

4-sector forecast equally 
weights:

• FAC  average
• UofA model - base
• UofA model - low
• JLBC Staff forecast
• Remaining revenues (9% of 

total) are staff forecast

JLBCJLBC

* Includes Big 3 categories of sales tax, 
individual income and corporate income taxes.

JLBC
25%

UA - Low
25%

UA - Base
25%FAC 

Consensus
25%
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Sales TaxSales Tax
-- The Consensus Forecasts Declines of (8.2)% in The Consensus Forecasts Declines of (8.2)% in ’’0909

and Another (3.2)% in and Another (3.2)% in ‘‘1010
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Actual Four-Sector Consensus

FY 2008 Actual = $4.3 Billion

JLBCJLBC
* 5.6% without the $(55.2) million estimated payment threshold change.
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4-Sector Forecast

Sales TaxSales Tax
-- Collections Below FY Collections Below FY ’’07 Level Until FY 07 Level Until FY ’’1313

Includes enacted tax law changes.
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Construction and Vehicle SpendingConstruction and Vehicle Spending
Have Declined SignificantlyHave Declined Significantly

-- Represents 37% of Sales Tax CollectionsRepresents 37% of Sales Tax Collections
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Actual Four-Sector Consensus

FY 2008 Actual = $3.4 Billion

Individual Income TaxIndividual Income Tax
-- The Consensus Forecasts Declines of (7.2)% in The Consensus Forecasts Declines of (7.2)% in ’’0909

and Another (2.8)% in and Another (2.8)% in ’’1010

JLBCJLBC
* Excluding the 10% phased-in rate reduction, growth would have been 6.3% in ‘07, and (4.1)% in ’08.
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Individual Income TaxIndividual Income Tax
-- Weakness In Both Withholding and Payment Categories Weakness In Both Withholding and Payment Categories 

• Ongoing job losses are adversely 
affecting withholding tax collections. 

• Year to date, withholding is down by 
(1.8)% and is likely to decline further.

• Estimated payments have declined year-
over-year in 14 of the last 18 months.

• Year to date, payments are down by 
(16.2)%.

JLBCJLBC
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Actual Four-Sector Consensus

FY 2008 Actual = $785 Million

JLBCJLBC

*   Excluding tax law changes, growth would have been 12.8% in ‘07, and the ’08 decrease 
would have been (14.7)%.

** In FY ’09-11, there will be an additional incremental loss associated with the phase in of the 
corporate sales factor legislation.

Corporate Income TaxCorporate Income Tax
-- The Consensus Forecasts Declines of (23.0)% in The Consensus Forecasts Declines of (23.0)% in ’’0909

and Another (4.1)% in and Another (4.1)% in ’’1010
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Corporate Income TaxCorporate Income Tax
-- Collections Return to FY Collections Return to FY ’’05 Level in FY 05 Level in FY ’’1212

Includes enacted tax law changes.

4-Sector Forecast
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January 4January 4--Sector Projecting RevenueSector Projecting Revenue
Decline of (9.2)% in FY Decline of (9.2)% in FY ‘‘0909

-- October 2008 Forecast for FY October 2008 Forecast for FY ’’09 was (4.4)% Decline09 was (4.4)% Decline
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Each Sector Shows Improvement for FY Each Sector Shows Improvement for FY ’’10, 10, 
But Overall Forecast Still A (2.8)% DeclineBut Overall Forecast Still A (2.8)% Decline
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Actual Forecast *

* 4-sector forecast weighted average growth.

44--Sector Does Not Forecast Normal Sector Does Not Forecast Normal 
Growth Until FY 2012Growth Until FY 2012

JLBCJLBC
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4-Sector Forecast

OnOn--Going General Fund RevenueGoing General Fund Revenue
-- Collections Will Not Return to Collections Will Not Return to ’’07 Level Until After FY 07 Level Until After FY ’’12 12 

Includes Urban Revenue Sharing and enacted tax law changes
- excludes balance forward and other one-time revenues.
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FY FY ’’10 Revenue Base Also Adjusted for 10 Revenue Base Also Adjusted for 
Tax Laws and Urban Revenue SharingTax Laws and Urban Revenue Sharing

• Tax law changes of $(34) M.
– Corporate sales factor phase-in $(29) M, and 

Phoenix Convention Center payment $(5) M.

• Urban Revenue Sharing decreases by $(100) M 
from $728 M in ’09 to $628 M in ’10.
– Of $(100) M, $(18) M is due to elimination of one-

time special adjustments.
– Remaining $(82) M due to decline in income tax 

collections.

JLBCJLBC
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Urban Revenue Sharing VolatilityUrban Revenue Sharing Volatility
-- Due to Link to Income Tax CollectionsDue to Link to Income Tax Collections

• Cities receive 
15% of individual 
and corporate 
income tax 
collections from 2 
years prior.
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FY2009FY2009--FY 2012 Quartile Forecast WorksheetFY 2012 Quartile Forecast Worksheet

JLBCJLBC Forecast percentages are prior to tax law changes.

FY 2009 FY 2010 FY 2011 FY 2012

Sales Tax
JLBC Forecast -6.3% 0.1% 4.3% 6.0%
UA - Low -10.1% -8.7% -0.2% 6.6%
UA - Base -8.8% -4.2% 2.5% 7.9%
FAC Survey -7.6% 0.1% 3.7% 6.9%

Average: -8.2% -3.2% 2.6% 6.9%

Individual Income Tax
JLBC Forecast -7.7% -0.1% 6.5% 7.5%
UA - Low -8.7% -8.7% -1.3% 5.2%
UA - Base -3.1% -2.2% 2.5% 6.2%
FAC Survey -9.2% -0.1% 4.7% 8.5%

Average: -7.2% -2.8% 3.1% 6.9%

Corporate Income Tax
JLBC Forecast -20.4% 0.0% 12.3% 4.1%
UA - Low -20.2% -12.6% 13.3% 11.4%
UA - Base -18.2% -4.9% 18.9% 5.9%
FAC Survey -33.0% 1.3% 9.6% 14.5%

Average: -23.0% -4.1% 13.5% 9.0%

Consensus Weighted Average: -9.1% -3.1% 3.6% 7.0%

  JLBC Weighted Average: -8.2% 0.0% 5.8% 6.4%
  UA Low Weighted Average: -10.5% -9.0% 0.4% 6.5%
  UA Base Weighted Average: -7.4% -3.4% 3.8% 7.0%
  FAC Consensus Weighted Average: -10.6% 0.1% 4.5% 8.1%
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Elliott D. Pollack & Company

National Outlook 2009

Presented by:
Elliott D. Pollack

Presented to:
Finance Advisory Committee

January 13th, 2009

Elliott D. Pollack & Company

Bail Out or no Bail OutBail Out or no Bail Out

= a BAD year 
or
a TERRIBLE year.
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Elliott D. Pollack & Company

Credit Markets:Credit Markets:
Economics vs. PsychologyEconomics vs. Psychology

Elliott D. Pollack & Company

Government Economic Measures

1. Monetary Policy (rate changes),
2. GSE Reforms (Fannie/Freddie),
3. Money Mkt. Mutual Fund (MMMF) Guarantee,
4. Asset Backed MMMF Comm. Paper Liq. Facility,
5. Commercial Paper Funding Facility,
6. Increase Supply of Term Funds to Banks,
7. Expansion of Swap Agreements,
8. FDIC Temp Liquidity Guarantee Program,
9. Emergency Economic Stabilization Act (“bail-out package”),
10. FHA Hope for Homeowners($300B for mortgage 

assistance).
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Elliott D. Pollack & Company

United States Real Gross Domestic Product*
Annual Growth 1970 - 2009**

Source: U.S. Bureau of Economic Analysis & Blue Chip Economic Indicators
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Elliott D. Pollack & Company

Consumer
Too much debt
Not enough traditional savings
Poor stock market and housing 
price performance
Jobs and hours worked 
declining
Prices on basics, such as oil + 
food, have been rising

Basic Story
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Elliott D. Pollack & Company

Consumer
Consumer spending 
squeezed
Big cuts in spending on 
durables
Also cuts in non-durables 
and services

The Result

Elliott D. Pollack & Company

Consumer Spending on Durable Goods
Percent Change Year Ago

1971 – 2008* 
Source: Bureau of Economic Analysis
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Elliott D. Pollack & Company

Consumer Spending on Non-Durable Goods & Services
Percent Change Year Ago

1971 – 2008* 
Source: Bureau of Economic Analysis
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Elliott D. Pollack & Company

Business
Has been strong due to weak 
dollar / strong exports
Weakness in rest of world will 
hurt exports

Basic Story



6

Elliott D. Pollack & Company

Business
Business spending on plant & 
equipment will not be as strong 
as it has been
Trade deficit will improve, but 
more slowly

The Result

Elliott D. Pollack & Company

Housing
Supply / demand imbalance continues
No quick fix for credit markets
Foreclosures to continue at high rates

Basic Story
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Elliott D. Pollack & Company

Housing
Drag on economy from housing 
will end because comparisons so 
easy
But drag on economy from 
commercial will get worse

The Result

Elliott D. Pollack & Company

Weakening 
economies are 
more sensitive 

to shocks.
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Elliott D. Pollack & Company

How many more shoes How many more shoes 
can drop?can drop?

Elliott D. Pollack & Company

There may 
be a few 

more shoes 
left to 

drop….
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Elliott D. Pollack & Company

The Consumer

Elliott D. Pollack & Company

Real Personal Income Net of Government Transfers
Percent Change Quarter Ago, Annualized

1971 – 2008* 
Source: Bureau of Economic Analysis
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Elliott D. Pollack & Company

Real Retail Sales U.S. 
Percent Change Year Ago

1973 – 2008* 
Source: Federal Reserve
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Elliott D. Pollack & Company

Short-term: deflation

Long-term: inflation

?
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Elliott D. Pollack & Company

Consumer Price Index less Food & Energy
Percent Change Year Ago

1990 – 2008* 
Source: Bureau of Labor Statistics
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Elliott D. Pollack & Company

Consumer Price Index
Percent Change Year Ago

1990 – 2008* 
Source: Bureau of Labor Statistics
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Elliott D. Pollack & Company

Consumer Energy Goods & Services Spending
as a Percent of Personal Income

1975 – 2008* 
Source: Bureau of Economic Analysis
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Elliott D. Pollack & Company

Oil Prices - $/Barrel
1982 – 2008*

Source: Freelunch.com
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Spot Index for Raw Industrials
1967=100

January 2006 – November 2008 
Source: Freelunch.com
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Wealth
Effect
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In the 90s
Housing prices increased moderately, 

but stock market boomed.

First half of 2000’s
Stock market was doing poorly, 

but housing prices boomed.

Now
Declining housing prices AND 

poor results in the stock market.

What Will Happen to HH Net Worth?

Elliott D. Pollack & Company

Median Price of Resale Homes – U.S.
Percent Change Year Ago

2003 – 2008* 
Source: National Association of Realtors
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Dow Jones Stock Prices
Percent Change Year Ago

1980 – 2008* 
Source: www.economy.com
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*Data through January 6, 2009

Elliott D. Pollack & Company

Mortgage Equity Withdrawal 
as a share of Disposable Income 

U.S.:  1971 – 2008* 
Source: Bureau of Economic Analysis
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Financial Obligation Ratio**
1980 – 2008* 

Source: Federal Reserve
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Elliott D. Pollack & Company

Savings Rate
1980 – 2008* 

Source: Federal Reserve
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Business: Finally taking it on 
the chin?

Elliott D. Pollack & Company

The extent depends on 
the industry…
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Saving Graces
• Corporations were

in good 
financial shape.

• Exports were 
booming.

Elliott D. Pollack & Company

Corporate Profit
(Billions of Dollars, SA) 

1975-2008*
Source: Freelunch.com
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Industrial Production
Percent Change Year Ago

1973 – 2008* 
Source: The Conference Board
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Elliott D. Pollack & Company

Capacity Utilization Rate
1970 – 2008* 

Source: The Conference Board
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Total Plant Spending
Percent Change Year Ago

(Real Dollars)
1970 – 2008*

Source: Bureau of Economic Analysis
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•Data through third quarter 2008.
•NOTE: Series was revised in March 2004.  Data prior to 1990 was not provided.
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Elliott D. Pollack & Company

Total Equipment Spending
Percent Change Year Ago

(Real Dollars)
1970 – 2008*

Source: Bureau of Economic Analysis
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National Employment
Percent Change Month Ago, Annualized (S/A)

1981 – 2008* 
Source: U.S. Bureau of Labor Statistics
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Elliott D. Pollack & Company

Hours Worked
Percent Change from Year Ago

1976 – 2008** 
Source: Bureau of Labor Statistics
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Value of the dollar…

Elliott D. Pollack & Company

US Dollar Trade Weighted Exchange 
v. Major Currencies (1973 = 100)

1973 – 2008* 
Source: The Federal Reserve
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U.S. Real Exports 
as a Percent of Real GDP

1971 – 2008* 
Source: Bureau of Economic Analysis
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*Data through third quarter 2008
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Is credit 
now tight?
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Tougher Mortgage Loan Standards
Source: Federal Reserve Survey, October 2008

• 100% of banks tightened on sub-prime 
mortgages.

• 89.6% of banks tightened on 
“non-traditional” mortgages

(ARMs, Interest-only, or Limited Income Verification loans).

• 71.0% of banks tightened on prime 
mortgage loans.

Elliott D. Pollack & Company

Net Percentage of Large U.S. Banks
Reporting Tougher Standards versus Eased Standards 

on Residential Mortgage Loans
2007 – 2008q3 

Source: Federal Reserve, Board of Governors
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Percentage of Large U.S. Banks
Reporting Tougher Standards 

on Business Loans
1997 – 2008* 

Source: Federal Reserve, Board of Governors
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* Data as of October 2008 survey.

Elliott D. Pollack & Company

High Yield Credit Spread
2004 – 2008*

Source: Bespoke Investment Group; Merrill Lynch
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*Data through October 8, 2008.
** The spread between high yield corporate bonds (non investment grade/below bbb rated) and comparable Treasuries.
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High Yield Credit Spread
1997 – 2008*

Source: Bespoke Investment Group; Merrill Lynch
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*Data through October 8, 2008.
** The spread between high yield corporate bonds (non investment grade/below bbb rated) and comparable Treasuries.
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Housing Market
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U.S. Number of Vacant Homes for Sale
2000 – 2008* 

Source: U.S. Census Bureau
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• Data through  3rd Quarter 2008.
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Elliott D. Pollack & Company

United States Home Sales 
Months Supply – Single Family New Homes

2000 – 2008* 
Source: U.S. Census Bureau
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• Data through November 2008.
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Median Price of Resale Homes – U.S.
Percent Change Year Ago

2003 – 2008* 
Source: National Association of Realtors
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*Data through third quarter 2008

Elliott D. Pollack & Company

S&P/Case-Schiller Home Price Index** (Composite of 20 MSA’s)
Percent Change Year Ago

2001 – 2008* 
Source: Macro Markets, LLC
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Recession Periods

*Data through October 2008
**Measures changes in existing single family home prices given a constant level of quality.
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Greater Phoenix S&P/Case-Schiller Home Price Index** 
Percent Change Year Ago

1990 – 2008* 
Source: Macro Markets, LLC
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*Data through October 2008
**Measures changes in existing single family home prices given a constant level of quality.
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How
will it 

turn out?
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U.S. Housing Rebound: Can It Start After 2009? 
Total Housing Starts
Source: US Census Bureau
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Elliott D. Pollack & Company

Home Prices Indices 
2000 – 2010 

Source: Macro Markets, LLC; AMLS
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Tighter lending standards 
and a weak economy 

have acted as a drag on the 
housing market.

Elliott D. Pollack & Company

Over the past 12 months in the U.S.:

- 33.3% of homes sold were sold at a loss.

- 18.6% of home sales were foreclosures.

Of the homes purchased over the past 
5 years, an average of 31.1% have negative 
equity.

Source: Zillow
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Over the past 12 months in Greater Phoenix:

- 48.9% of homes sold were sold at a loss.

- 37.9% of home sales were foreclosures.

Of the homes purchased over the past 
5 years, an average of 41.8% have negative 
equity.

Source: Zillow

Elliott D. Pollack & Company

U.S. Summary 2009:

The first half, continued 
ugly.

The second half, no better than 
homely.



33

Elliott D. Pollack & Company

Because….

In the first half, comparisons 
are tough.

In the second half, comparisons 
get easier.

Elliott D. Pollack & Company

ELLIOTT D. POLLACK
& Company

7505 East Sixth Avenue,  Suite 100  Scottsdale, Arizona   85251
480-423-9200 P     480-423-5942 F          www.arizonaeconomy.com

Economic and Real Estate Consulting

WWW.ARIZONAECONOMY.COM

INFO @ EDPCO.COM
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Economic Update 
and Outlook:

JLBC FAC, January 13, 2009

Overview
• The nation’s economy is suffering a severe 

recession
– Economy in free fall as 2008 came to an end

• Arizona is one of the hardest-hit states
– No sign of the bottom as yet

• Recession should end in second half, 
followed by slow recovery in 2010
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Consumer Are in Full Retreat
• High gasoline prices have “crowded out”

other spending  
• In 12 months ending August

– Gasoline sales up 26%
– Retail down 8.3%
– Restaurant & bar sales down 2.1%
– All three combined, 3.8% lower

• Forecast (all three) 
– 2008 = -2.5%
– 2009 = -1.6%

JLBC FAC, January 13, 2009
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Arizona Personal Income
• Increased by 4.5% in 2007

– 1Q 2008 = 3.4% 
– 2Q = 4.1%
– 3Q = 2.3%

• Forecast for 2008 = 2.8%
– 2009 = -0.4%
– 2010 = 3.1%

JLBC FAC, January 13, 2009
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Housing Update
• Home resales moving higher

– But foreclosures account for major portion

• Residential permits still declining
– But nearing bottom

• Inventories still very high
• Housing prices are moving lower
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Labor Market Update
• Business Confidence at recessionary levels
• Nonfarm employment peaked August 2007

– Lost 83,000 jobs, or 3.1%

• Losses are spread across sectors
• Unemployment rate headed above 8%

– But will remain below levels in prior recessions

• Nonfarm jobs will decline 70,000 this year
– Bottom in 4th quarter

JLBC FAC, January 13, 2009

Business Leader Confidence Index 
Arizona
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Population Growth Slowing
• U.S. Census Bureau estimates

– Mid-year 2008 AZ pop = 6.5 million
• Up 2.3%, or 147,000

• Currently, growth is probably nearer half 
that amount
– 70,000 annual increase, or 1.2%

JLBC FAC, January 13, 2009
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Indicators To Watch

• Initial unemployment insurance claims
• Auto sales
• Nonfarm employment
• Consumer and business confidence
• Financial markets

– Stock market indexes
– Yield spreads

• Price levels

JLBC FAC, January 13, 2009

Visit Our Award-Winning Website: 

EBR.Eller.Arizona.edu



1111

State Budget State Budget 
& Cash Flow Crisis& Cash Flow Crisis

January 13January 13thth 20092009



22



33



44



55



Where is the money going?Where is the money going?
% Change in % Change in ““slice of the GF pieslice of the GF pie””

66

Fiscal Fiscal 
YearsYears
19991999--
20092009



 
 
 
 
 
 

Sales Tax 



































JLBC FINANCE ADVISORY COMMITTEE (FAC) MEMBERS 
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Brian Cary is Corporate Economist for Salt River Project (SRP).  Prior to joining SRP in 
September 2007, he served as Principal Economist on the JLBC staff for 4 years.  Mr. 
Cary has been producing forecasts and analysis for more than 25 years, mostly focused 
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Pete Ewen is Chief Economist and Manager, Revenue and Fuel Analysis and Forecast 
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Previously, he served as Chief Economist for Bank One Arizona and as the Executive 
Director of the Governor’s Partnership for Economic Development (GSPED).  Dr. 
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State Treasurer Dean Martin serves as the chief financial officer for the State Treasury 
in Arizona.  He previously served as a State Senator from 2001 to 2007 and was 
Chairman of the Senate Finance Committee, responsible for legislation related to taxes, 
retirement, insurance and financial issues.  The State Treasurer has been a member of the 
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FAC since he became State Treasurer in January 2007. 
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Elliott D. Pollack is President of Elliott D. Pollack and Company in Scottsdale, Arizona, 
an economic and real estate consulting firm established in 1987.  Mr. Pollack served as 
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consulting firm and is currently a member of the Economic Estimates Commission.  He 
has been a member of the FAC since its inception. 
 
Debra J. Roubik is the Chief Economist and Founder of VisionEcon, a consulting firm.  
Ms. Roubik began her career as an economist at Chicago’s Harris Trust and Savings 
Bank where she was responsible for the bank’s macroeconomic model.  She also held the 
positions of Vice President of Stotler Economics, Manager of Revenue Forecasting for 
Atchison Topeka & Santa Fe Railway, and Economist for the Arizona Department of 
Economic Security’s Research Administration.  Ms. Roubik has been a member of the 
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Martin Shultz is Vice President of Government Affairs for Pinnacle West Capital 
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has been a member of the FAC since 1984. 
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as an economist/budget analyst with the Joint Legislative Budget Committee, and is a 
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University Economic and Business Research, whose membership includes university-
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