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STATE INVESTMENTS IN PUBLIC SERVICES DECLINING
EVEN AS DEMAND GROWS: State funding for education,
health, and public safety remain historically low

KEY FINDINGS:

By any reasonable measure, state spending on education, health and human services, public
safety, and other general government services is historically low.

State funding for core General Fund services including education, health, and public safety is
projected to reach a 40-year low — as a share of North Carolina residents’ incomes — over the
next two years.

e Per capita state funding for core services, adjusted for a measure of inflation specific to state
and local government expenditures, will reach a 25-year low in the second year of the two-year
budget.

In the coming decade and beyond, an aging population, rising health care costs, and a growing gap
between workers’ skills and the demands of the job market are going to put enormous pressure
on state funding for core services.

State Funding for Core Services, as a Share of State Residents’ Incomes,
Has Fallen After Decades of Stability

What has distinguished North Carolina from many of its southern neighbors over the past half-century
has been a robust and relatively consistent commitment to public investments in education, health, and
safe communities.

For nearly four decades, state funding for core General Fund services like public schools, community
colleges, universities, mental and physical health, and public safety typically hovered between 6 and 6.5
percent of the combined total of all North Carolina residents’ annual incomes (see Figure 1). This stability
persisted for decades despite major changes in the state’s economy as well as changes in the mix of
programs, services, and investments funded through state revenues.

The new state budget, passed by the legislature despite Governor Perdue’s veto, represents a major
departure from recent historical precedent. Based on joint projections for state personal income growth
by the Office of State Budget and Management and the General Assembly’s Fiscal Research Division,*
state funding for General Fund services — as a share of North Carolina residents’ incomes — is projected to
reach an unprecedented 40-year low over the next two years. During the second year of the biennium,
state funding for these core services is projected to be more than 15 percent lower than the average of
the prior four decades.’
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FIGURE 1

State Funding for Education, Health, & Other Core Services
Comprises Smallest Share of Residents' Incomes in Four Decades
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The consequences of this reduced commitment to state public investments have already started to
become clear: fewer teachers and teacher-assistants in the classroom,? longer waiting lists for child-care
subsidies,* higher tuition and fewer classes for university and community college students,® and the
potential elimination of vital health services for elderly, disabled, and indigent North Carolinians.®

Per Capita Funding for Public Investments & Services Down Despite
Increased Demand

Not only is state funding for public investments and services historically low as a share of state residents’
incomes, funding is also historically low per state resident. As shown in Figure 2, per capita state funding
for core services, adjusted for a measure of inflation specific to state and local government expenditures,’
will reach a 25-year low in the second year of the two-year budget.

Even this measure, however, dramatically understates the extent to which funding for core state services
and investments has failed to keep pace with costs and demand.

First, even the state-and-local-government-specific measure of inflation does not include inflation in
health-care costs,® leaving out a large and fast-growing core service. Over the past 25 years, health-care
inflation has outpaced the rise in price of general government services and consumer expenditures by 1.5
and 1.65 times, respectively.’ This rapid rise in health-care costs has put significant pressure on other
core services, as state funding for Medicaid now comprises more than 15 percent of all state funding for
core services. That significant cost pressure is not captured in the per capita measure of state funding for
core services.

Rising costs have not been the only challenge to providing a consistent level of core public services with
less funding: demand for state-funded services in education, health, and corrections has outpaced overall
population growth and significantly increased pressure on sustaining core public investments and
services. As shown in Figure 3, while North Carolina’s population grew by less than 20 percent over the
last decade, enrollment in public universities grew nearly twice as fast, and the state’s Medicaid caseload
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State Spending Per Capita to Fall to Lowest Level in Over 25 Years

Price-Adjusted Per-Capita State General Fund Appropriations
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Mote: State appropriations price-adjusted to 2011 levels using BEA price index for State and Local Government Consumption Expenditures
and Gross Investment (BEA NIPA Table 3.9.4).

and enrollment in community colleges each grew more than three times faster than the state
population.” And despite falling crime rates, the state’s prison population also grew significantly faster
than the overall population over the past decade.™ Put together, these four fast-growing services
comprise roughly two of every five state dollars spent on core public services in the current fiscal year.”

The combination of rising health-care costs and rapidly growing demand for state-funded core services
means that, even if per capita state funding for core services had remained constant instead of declining
in recent years, state funding for core services still would have fallen short of the level necessary to
sustain the quality and availability of core public services and investments.

Demographic and Economic Trends Will Require Greater Financial
Commitment to Core Services in Years Ahead

In the coming decade and beyond, an aging population, rising health-care costs, and a growing gap
between workers’ skills and the demands of the job market are going to put enormous pressure on
funding for core services.

Between now and 2030, North Carolina’s elderly population is expected to grow 3.5 times faster than the
state’s under-65 population. Therefore, at the same time hundreds of thousands more residents become
reliant on state-funded services for the elderly (including Medicaid), a smaller share of the state’s
population will be working and paying state income taxes. Health-care costs, too, are projected to
continue rising faster than overall inflation, driving up future health-care expenditures even more than
the aging of the population.”

Even as core services face substantial and growing pressure from an aging population and rising health-
care costs, the state cannot afford to stand still on educational attainment and workforce development.
North Carolina will need to roughly double the number of residents completing post-secondary degrees
or credentials to meet the educational and skill demands of new jobs projected to be created in the state
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FIGURE 3

General Population Growth Slower than Demand for Public Services
Percent Change - 2000 vs 2010
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in the years ahead.™ Closing this growing skills gap — and keeping it closed — will require well-targeted
interventions to improve educational attainment and workforce development from early childhood to
adulthood.

Of course, efforts to find efficiencies in public programs and target scarce public resources to the most
cost-effective solutions must continue be an important part of providing adequate funding for core public
services in the years to come. Yet for the state to thrive economically and meet its commitments to
seniors and other vulnerable populations, policymakers will need to reverse course and strengthen the
state’s financial commitment to vital public services and investments.
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