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FINANCE ADVISORY COMMITTEE 

March 31, 2009 
Senate Hearing Room 1 – 11:30 a.m. 

 
 

 
Members Present: 
Brian Cary, Salt River Project 
Dennis Doby, Arizona Department of Commerce 
Pete Ewen, Pinnacle West 
Eileen Klein, Director, OSPB  
Dean Martin, State Treasurer 
Georganna Meyer, Arizona Department of Revenue 
Elliott Pollack, Elliott D. Pollack and Company 
Martin Shultz, Pinnacle West Capital Corporation 
Marshall Vest, Eller College of Management 
 
Mr. Richard Stavneak, Director, JLBC Staff, opened the meeting at 11:34 a.m. and welcomed everyone to 
the Finance Advisory Committee (FAC) meeting.  The panel meets 3 times a year to discuss the economy 
and to provide the Legislature with guidance on state revenue projections.  Mr. Stavneak stated that 
materials being presented are also on the JLBC website. 
 
Mr. Stavneak, Mr. Eric Jorgensen, Mr. Hans Olofsson, and Mr. Martin Lorenzo, gave the JLBC Staff 
presentation with an overview of state revenues.  (Click here to view.) 
 
Mr. Elliott Pollack, Elliott D. Pollack & Company, gave a slide presentation on the national economy.  
(Click here to view.)  
 
Mr. Dennis Doby, Department of Commerce, gave a handout to members and made a presentation 
regarding Arizona employment.  (See Attachment 1) 
 
Mr. Dean Martin, State Treasurer, gave a handout to members and made a presentation regarding the state 
operating balance and revenue picture.  (See Attachment 2)   
 
Ms. Georganna Meyer, Arizona Department of Revenue stated to the members that as they are watching 
April income tax revenues, beware of the comparisons.  The Department is operating at significantly 
lower staffing levels, which may impact income tax processing.   
 
Marshall Vest stated that the economy was in a free-fall during the 4th quarter of 2008.  He noted that we 
are seeing the very worst in the numbers now.  He does not think it will get any worse.  He stated that we 



 

are at a point where we are trying to find the bottom of this economic cycle.  It is still very possible that 
this recession could bottom out by the middle of this year.  He would suggest guarding against being too 
pessimistic.  The data look awful, but he believes that it is not going to get any worse.  The recession will 
end because of all the liquidity that is occurring and a lot of assets are looking very cheap at this point.  At 
some point all the liquidity starts to move and the stock market recovers, fear recedes and the economy 
follows suit.  A couple years down the road, however, we could see a lot higher inflation and 
unfortunately a lot higher interest rates.   
 
The meeting adjourned at 12:36 p.m. 
 
 __________________________________ 
 Sandy Schumacher, Secretary 
 
 
 __________________________________ 
 Tim Everill, Assistant Director 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
NOTE:  A full audio recording of this meeting is available at the JLBC Staff Office, 1716 W. Adams.  A 
full video recording of this meeting is available at http://www.azleg.gov/jlbc/meeting.htm. 
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Arizona Economic Indicators at Historic LowsArizona Economic Indicators at Historic Lows

• 2.7% personal income growth lowest since 1949

• (6.5)% employment decline lowest since 1946

• (5.9)% year-to-date withholding loss only 
exceeded in 1964 and 1983

JLBCJLBC
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Any Revenue Forecast Will Have Significant Any Revenue Forecast Will Have Significant 
Constraints In Predicting the Next 15 MonthsConstraints In Predicting the Next 15 Months

• Current economic instability makes forecasting 
especially challenging

• The impact of Federal stimulus is difficult to 
gauge

• Current forecasts can indicate the direction of the 
economy, not its precise landing point

JLBCJLBC
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General Fund Revenues Are Declining More General Fund Revenues Are Declining More 
Rapidly Than Budget ForecastRapidly Than Budget Forecast

• FY ’09 budget forecast 
(January Special Session)

• February YTD revenue 
decrease

• YTD revenue below 
January forecast

(9.7)%

(13.5)%

$(155) M
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Percent Change Below FY 2008

Rate of Rate of ’’09 Decline Appears to be Accelerating09 Decline Appears to be Accelerating
-- 8 Month YTD Decline = (13.5)%8 Month YTD Decline = (13.5)%

-- February Decline May Be OverstatedFebruary Decline May Be Overstated
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February Decline of (33.4)% Is OverstatedFebruary Decline of (33.4)% Is Overstated
-- Probably Closer to (19)%Probably Closer to (19)%

• Sales tax collections are down by (17.9)%
• Withholding tax collections are down by (19.2)%
• Net February income tax collections are not a 

large dollar amount
• Total income tax collections for February went 

from a $39 M in 2008 to $(42) M in 2009 – a 
reduction of (207)%
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All Major Tax Categories DeclinedAll Major Tax Categories Declined
in the 1in the 1stst 8 Months of FY 8 Months 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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March 4March 4--Sector Projecting RevenueSector Projecting Revenue
Decline of (13.0)% in FY Decline of (13.0)% in FY ‘‘0909

-- January 2009 Forecast for FY January 2009 Forecast for FY ’’09 was (9.7)% Decline09 was (9.7)% Decline
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Weighted Big 3 Average of (13.2)% and JLBC Forecast 

for Small Categories Prior to Tax Law Changes

FY 2009
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(13.0)% Decline Appears Optimistic Given Trend(13.0)% Decline Appears Optimistic Given Trend
-- Recommend Using (14.5)% DeclineRecommend Using (14.5)% Decline

-9.4% -9.8% -10.2%
-12.0%

-13.5%

-6.2%

-8.6% -8.9%

-20%

-15%

-10%

-5%

0%

5%

Jul Aug Sep Oct Nov Dec Jan Feb

Cumulative Percent Change Below FY 2008



11

Each Sector Shows Improvement for FY Each Sector Shows Improvement for FY ’’10, 10, 
But Overall Forecast Still A (2.1)% DeclineBut Overall Forecast Still A (2.1)% Decline

-- Compares to January Rate of (2.8)%Compares to January Rate of (2.8)%
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Sales TaxSales Tax
-- The Consensus Forecasts Declines of (10.6)% in The Consensus Forecasts Declines of (10.6)% in ’’0909

and Another (2.7)% in and Another (2.7)% in ‘‘1010

FY 2008 Actual = $4.3 Billion

JLBCJLBC
* 5.6% without the $(55.2) million estimated payment threshold change.
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Sales TaxSales Tax
-- Collections Below FY Collections Below FY ’’06 Level Through FY 06 Level Through FY ’’1212

Includes enacted tax law changes.

4-Sector Forecast
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Construction and Vehicle SpendingConstruction and Vehicle Spending
Have Continued to DeclineHave Continued to Decline

-- Historically Represents 37% of Sales TaxHistorically Represents 37% of Sales Tax
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Actual Four-Sector Consensus

FY 2008 Actual = $3.4 Billion

Individual Income TaxIndividual Income Tax
-- The Consensus Forecasts Declines of (14.8)% in The Consensus Forecasts Declines of (14.8)% in ’’0909

and Another (1.1)% in and Another (1.1)% 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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4-Sector Forecast

Individual Income TaxIndividual Income Tax
-- Collections Are Below FY Collections Are Below FY ’’06 Level Through FY 06 Level Through FY ’’1212

Includes enacted tax law changes.
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Individual Income TaxIndividual Income Tax
-- Withholding and EstimatedWithholding and Estimated

Payments Have Declined SharplyPayments Have Declined Sharply

• Through February, YTD withholding is down (5.9)%

• Only twice in the past 47 years has the comparable 
withholding number declined by more (’64 and ’83)

• YTD estimated payments are down (26.5)%

• ’09 YTD estimated payments are comparable to 
amounts collected in ’05

• April is critical to the ’09 forecast since two-thirds of 
final payments are collected in this month

JLBCJLBC



18

Recent Federal Legislation ReducesRecent Federal Legislation Reduces
State WithholdingState Withholding

• New $400/$800 federal tax cut implemented through 
federal withholding

• Since state withholding is a percentage of federal 
withholding, recent federal change reduces state 
withholding

• Absent any legislative action, the state will incur an 
income tax loss of $(73) M in ’09 and $(37) M in ’10

• These losses (which began in late February) are not 
reflected in the 4-sector consensus forecast

JLBCJLBC
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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 (20.9)% in The Consensus Forecasts Declines of (20.9)% in ’’0909

and Another (5.3)% in and Another (5.3)% in ’’1010
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4-Sector Forecast

Corporate Income TaxCorporate Income Tax
-- Collections Below FY Collections Below FY ’’05 Level Through FY 05 Level Through FY ’’1212

Includes enacted tax law changes.
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* 4-sector forecast weighted average growth.

Forecast Shows Declining Revenue Forecast Shows Declining Revenue 
Through FY Through FY ’’1010

-- Recovery Begins in FY Recovery Begins in FY ‘‘1111

JLBCJLBC

10.8%
7.8% 6.3%

18.1%
20.1%

5.5% 7.0%

-4.6%

9.4%

0.4%
6.9%

-5.7%

-14.8%

-2.3%

-20%

-10%

0%

10%

20%

30%

'99 '00 '01 '02 '03 '04 '05 '06 '07 '08 '09 '10 '11 '12

Fiscal Year

Y
ea

r 
O

ve
r 

Y
ea

r 
Pe

rc
en

ta
ge

 C
ha

ng
e

Actual Forecast *



22

7.72

9.26

9.62

8.76

7.32
7.62

8.15

7.22

6.5

7.0

7.5

8.0

8.5

9.0

9.5

10.0

'05 '06 '07 '08 '09 '10 '11 '12

$ 
in

 B
ill

io
ns

JLBCJLBC

4-Sector Forecast

Includes Urban Revenue Sharing and enacted tax law changes
- excludes balance forward and other one-time revenues.

OnOn--Going General Fund RevenueGoing General Fund Revenue
-- Collections Are Below FY Collections Are Below FY ’’06 Level Through FY 06 Level Through FY ‘‘12 12 
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Impact on Budget Shortfall ofImpact on Budget Shortfall of
(14.5)% FY (14.5)% FY ’’09 Revenue Decline09 Revenue Decline

• Projected revenue shortfall is $(487) M
– After adjusting for $(73) M withholding and $50 M 

balance, net shortfall is $(510) M

• Given accelerating losses and lack of any 
remaining Budget Stabilization Funds, JLBC 
Staff recommends contingency plan
– Suggest deficit reduction solutions equal to at least 

$650 M
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Estimated FY Estimated FY ’’10 Shortfall = $(2.93) B10 Shortfall = $(2.93) B

JLBCJLBC

• (2.1)% revenue decline in ‘10
• Incorporating January Special Session ’09 

expenditure reductions as on-going
• Assumes ’10 spending growth from January 

Baseline
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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 (3/17/09) -11.4% -1.6% 3.5% 6.5%
UA - Low (2/09 revision) -10.2% -6.4% 3.3% 7.1%
UA - Base (2/09 revision) -9.4% -3.3% 4.5% 7.9%
FAC (3/4/09 Survey) -11.4% 0.7% 4.9% 7.1%

Average: -10.6% -2.7% 4.1% 7.2%

Individual Income Tax
JLBC Forecast (3/17/09) -17.8% -1.4% 6.2% 7.0%
UA - Low (3/09 revision) -14.8% -5.8% 5.2% 5.2%
UA - Base (3/09 revision) -11.0% 1.8% 7.1% 5.7%
FAC (3/4/09 Survey) -15.6% 1.1% 5.5% 7.8%

Average: -14.8% -1.1% 6.0% 6.4%

Corporate Income Tax
JLBC Forecast (3/17/09) -20.4% 0.0% 12.3% 4.1%
UA - Low (2/09 revision) -21.2% -15.6% 11.9% 11.5%
UA - Base (2/09 revision) -19.9% -8.6% 18.7% 7.5%
FAC (3/4/09 Survey) -22.1% 2.9% 7.7% 12.4%

Average: -20.9% -5.3% 12.6% 8.9%

Consensus Weighted Average: -13.2% -2.3% 5.5% 7.0%

  JLBC Weighted Average: -14.8% -1.4% 5.3% 6.5%
  UA Low Weighted Average: -13.0% -6.9% 4.7% 6.7%
  UA Base Weighted Average: -11.0% -1.7% 6.7% 7.0%
  FAC Consensus Weighted Average: -14.1% 1.0% 5.4% 7.8%
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a BAD year
or

a TERRIBLE year

2009
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Economics vs. PsychologyEconomics vs. Psychology
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Liquidity Trap
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Liquidity or Solvency?Liquidity or Solvency?

Banks are still worried about Banks are still worried about 
covering their bad loans and covering their bad loans and 

covering their reserve covering their reserve 
requirements.requirements.

Credit will remain tight (for now).Credit will remain tight (for now).
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Stimulus 
package?

It does not 
stimulate as 
advertised. 

(as much social 
engineering as 

economic 
development)
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Basic Story?Basic Story?
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Consumer
Too much debt
Not enough traditional savings
Poor stock market and housing 
price performance
Jobs and hours worked 
declining

Basic Story



Elliott D. Pollack & Company

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

The Result
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Consumer Spending on Durable Goods
Percent Change Year Ago

1971 – 2008* 
Source: Bureau of Economic Analysis
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Consumer Spending on Non-Durable Goods & Services
Percent Change Year Ago

1971 – 2008* 
Source: Bureau of Economic Analysis
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Business
Had been strong due to weak 
dollar / strong exports
Weakness in domestic spending
Weakness in rest of world will 
hurt exports

Basic Story
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Business
Business spending on plant & 
equipment will be weak
Just starting inventory correction

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

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

The Result
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Credit and housing are still 
major problems.
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Anything left to shock us?
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There may 
be a few 

more shoes 
left to 

drop….
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The One Horsepower Economy:
Consumers and Businesses
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Real Personal Income Net of Government Transfers
Percent Change Quarter Ago, Annualized

1971 – 2008* 
Source: Bureau of Economic Analysis
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Real Retail Sales U.S. 
Percent Change Year Ago

1973 – 2009* 
Source: Federal Reserve
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Short-term: deflation

Long-term: inflation
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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?
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Financial Obligation Ratio**
1980 – 2008* 

Source: Federal Reserve
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Savings Rate
1973 – 2009* 

Source: Federal Reserve
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Recap: Reduced Spending

• Paying for past purchases,
• No money left in homes,
• Declining stock values,
• Having to save more,
• Feeling poor.

Also:
• Tighter access to money,
• Fear.
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Business: Finally taking it on 
the chin
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• Corporations were
in goodfinancial 

shape. Now can’t 
get credit.

• Exports were booming.
Now declining.
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Industrial Production
Percent Change Year Ago

1973 – 2009* 
Source: The Conference Board

-15%
-13%
-11%
-9%
-7%
-5%
-3%
-1%
1%
3%
5%
7%
9%

11%
13%
15%

Jan
-73

Jan
-74

Jan
-75

Jan
-76

Jan
-77

Jan
-78

Jan
-79

Jan
-80

Jan
-81

Jan
-82

Jan
-83

Jan
-84

Jan
-85

Jan
-86

Jan
-87

Jan
-88

Jan
-89

Jan
-90

Jan
-91

Jan
-92

Jan
-93

Jan
-94

Jan
-95

Jan
-96

Jan
-97

Jan
-98

Jan
-99

Jan
-00

Jan
-01

Jan
-02

Jan
-03

Jan
-04

Jan
-05

Jan
-06

Jan
-07

Jan
-08

Jan
-09

*Data through February 2009

Recession Periods



Elliott D. Pollack & Company

Capacity Utilization Rate
1970 – 2009* 

Source: The Conference Board
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Total Inventories – All Industries
Percent Change Year Ago

1993 – 2009* 
Source: Bureau of Labor Statistics
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National Employment
Percent Change Month Ago, Annualized (S/A)

1981 – 2009* 
Source: U.S. Bureau of Labor Statistics
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U.S. Y/Y Job Losses - Recent Recessions
Duration in Months - BLS
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Hours Worked
Percent Change from Year Ago

1976 – 2008** 
Source: Bureau of Labor Statistics
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How tight 
is Credit?
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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.
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Net Percentage of Large U.S. Banks
Reporting Tougher Standards versus Eased Standards 

on Residential Mortgage Loans
2007 – 2008q4 

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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High Yield Credit Spread
1997 – 2009*

Source: Bespoke Investment Group; Merrill Lynch
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Housing Market
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U.S. Single-Family Starts
1978–20091/

Source: Census Bureau
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U.S. Number of Vacant Homes for Sale
2000 – 2008* 

Source: U.S. Census Bureau
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United States Home Sales 
Months Supply – Single Family New Homes

2000 – 2009* 
Source: U.S. Census Bureau
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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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Tighter lending standards 
and a weak economy 

have acted as a drag on the 
housing market.
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It’s Not Just Subprime
2008 Q1- Arizona

Source: Mortgage Bankers Association
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How
will it 

turn out?
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Look for a:

Not a:
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U.S. Summary 2009:

The first half, continued 
ugly.

The second half, no better than 
homely.
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Because….

In the first half, comparisons 
are tough.

In the second half, comparisons 
get easier.
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ECONOMIC OUTLOOK
2009 - 2010



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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