
Oregon's Fiscal Crisis:
An Historical Perspective

Special Report 649 	 January 1982
Oregon State University Extension Service



4 
OREGON STATE UNIVERSITYExTENsioN Extension Service, Oregon State University, Henry A. Wadsworth, director. Produced and distributed

in furtherance of the Acts of Congress of May 8 and June 30, 1914. Extension work is a cooperative

Ad.	SERVICE program of Oregon State University, the U. S. Department of Agriculture, and Oregon
counties. Extension invites participation in its programs and offers them equally to all people.



OREGON'S FISCAL CRISIS: AN HISTORICAL PERSPECTIVE

by

Bruce A. Weber*
Extension Economist

During the late 1960s and 1970s the economy of Oregon experienced

moderate growth. Income increased at an annual rate of 11.4 percent

(in current dollars) between 1967 and 1980 (Figure 1). Employment grew

at a rate of 3.2 percent and population at 2.1 percent.

FIGURE 1. OREGON TOTAL PERSONAL INCOME, 1967-80
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Source: Bureau of Economic Analysis, U.S. Department of Commerce

The general fund of the state of Oregon shared in the prosperity of
the 1970s. The general fund is very heavily supported by personal income

taxes. In the 1979-81 biennium, an estimated 72 percent of general fund

revenue was from this source, with an additional 12 percent from corporate



excise and income taxes. During inflationary periods such as the 1970s,

personal income taxes increase more rapidly than income because of

"bracket creep." The combination of inflation-induced "bracket creep"

and real income growth caused rapid growth in general fund revenues.

Largely because of the conservative revenue projections during the

1967-69 to 1977-79 biennia, actual revenues during this period were always

higher than projected revenues, often by substantial amounts (Figure 2).

FIGURE 2. UNANTICIPATED GENERAL FUND REVENUES AND REVENUE SHORTFALLS
(ACTUAL REVENUES MINUS ANTICIPATED REVENUES), STATE OF OREGON,

1967-69 THROUGH 1981-83
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Even though planned ending balances were usually quite small, unanticipated

revenues caused ending balances to accumulate over this period. The ending

balance of the general fund increased from $18 million in 1969-71 to $271

million in 1977-79 (Figure 3).

FIGURE 3. GENERAL FUND ENDING BALANCE, STATE OF OREGON
1967-69 THROUGH 1981-83
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The Legislature responded to the favorable revenue situation of the

67-79 period by increasing general fund payments to local governments

(including schools) and to taxpayers. The Legislature consciously increased

both the amounts and percentage of the general fund devoted to tax relief

and local government aid (Figure 4). Over the 69-79 decade, local govern-

ment aid (mostly Basic School Support) increased from 32 percent of the

general fund to 39 percent and tax relief increased from 4 to 9 percent.

FIGURE 4. GENERAL FUND BUDGET COMPONENTS 1967-83
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By the 1977-79 biennium, 48 (39+9) percent of the general fund was spent for

aid to local governments and tax relief (Table 1) . While expenditures for

state government operations increased 134 percent over the 69-79 decade, aid

to local government increased 258 percent and tax relief increased

604 percent.



Table 1
GENERAL FUND BUDGET COMPONENTS 1967-81

IN MILLIONS OF DOLLARS

( 1 )
General
Fund
Budget

(2)
State
Government
Operations

(3)
Aid To***
Local
Government

% of
General
Fund

(4)
Tax
Relief*

% of
General
Fund

(3)	 +	 (4)	 =	 (5)
Total Tax Relief
and Aid to Local
Government

% of
General
Fund

Actual 1967-69 567.5 346.0 191.2 33.7% 30.3 5.3% 221.5 39.0%

Actual 1969-71 710.8 459.6 226.0 31.8% 25.2 3.5% 251.2 35.3%

Actual	 1971-73 793.9 500.6 264.8 33.4% 28.5 3.6% 293.3 37.0%

Actual 1973-75 1,183.5 643.2 393.5 33.2% 146.8 12.4% 540.3 45.6%

Actual 1975-77 1,597.8 915.4 529.3 33.1% 152.6 9.6% 681.9 42.7%

Actual 1977-79 2,059.5 1,073.3 808.8 39.3% 177.4 8.6% 986.2 47.9%

Actual	 1979-81 2,890.4 1,309.2 1,029.4 35.6% 551.8 19.1% 1,581.2 54.7%

Budgeted 1981-83** 3,096.9 1,456.4 1,101.7 35.6% 538.8 17.4% 1,640.5 53.0%

This includes HARRP in 1967-1979, and 30% property tax payments in 1979-81. Also included in 1979-81
is the 9% ($70 million) refund of 1978 personal income taxes.

* * Adopted Budget (preliminary edition) including actions of 1981 Special Session.

* * * These figures do not include monies outside the general fund that are distributed to local government.

SOURCE: Legislative Revenue Office, December 29, 1981.

The passage of Proposition 13 in California in June 1978 and the

introduction of a similar initiative in Oregon (Measure 6) prompted a special

legislative session in September of that year. The 1978 Special Session

produced Measure 11 as an alternative to Measure 6 and referred Measure 11

to the voters. The defeat of both tax reduction measures in November 1978

was widely interpreted as a mandate to the Legislature to develop a new

tax reduction plan.

When the 1979 Legislature convened, there had been a decade of moderate

economic growth and increases in federal aid, a substantial and increasing

general fund balance, and a history of very conservative revenue projections.

Responding to the perceived voter mandate, the Legislature enacted a program

of ongoing tax relief estimated to cost between $500 and $600 million

in 1979-81, almost doubling the proportion of the general fund used for

tax relief. Aid to local governments and tax relief combined exceeded

50 percent of the general fund budget in the 1979-81 biennium. The

Legislature also committed general fund support to parks and state police,
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programs which previously had been financed out of the highway fund.

Accustomed to a history of actual revenues exceeding projected revenues,

the Legislature felt safe in making these expenditure commitments and

in planning to draw down the general fund balance to $28 million, a

reserve of approximately 1 percent of anticipated general fund resources.

In 1979, however, the growth rate of personal income dropped sharply

(Figure 1), and total employment actually declined in 1980. The 1979-81

economic downturn and reduction in federal aid resulted in a very large

projected revenue shortfall of $309 million. 1/

In order to avoid the Constitutionally prohibited general fund

deficit, the Legislature, in a 1980 Special Session, raised revenues by

100 million and reduced appropriations by about $128 million. Even with

these actions and with the reversion of $52 million in unspent appropria-

tions?/ , the general fund balance was drawn down to $6 million as of June

1981, far below the planned "prudent person reserve" of 1 percent.

The state of Oregon enters the second quarter of 1981-83 biennium with

a troubled economy, a projected $237 million revenue shortfall and a small

planned general fund balance. The state of Oregon is prohibited by its

Consitution from having a negative general fund balance (i.e. from

borrowing to cover general fund appropriations) such as the one indicated

in Figure 3 with the dotted line. Because of this and because the

planned reserve is so small relative to the projected revenue shortfall,

Oregon faces some very difficult choices about budget cuts and/or measures

to raise additional revenues.

1/
Actual revenues as of the end of the biennium can differ from anticipated
revenues (in the adopted budget) projected at the beginning of the biennium
because of legislative actions which raise new revenue, unanticipated changes
in the economy which affect tax or other revenues, unanticipated reductions
in federal aid, errors in forecasting and other factors. That actual
revenues in 1979-81 were only $166 million short of anticipated revenues
rather than the projected $309 million was due to a combination of these
forces.

2/
Including $12.3 million general revenue sharing not received and
therefore not expended on Basic School Support.
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Resource Economics at Oregon State University is gratefully acknowledged.
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