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STATE OF WASHINGTON

ECONOMIC AND REVENUE FORECAST COUNCIL
Capitol Plaza Building, PO Box 40912 @ Olympia, Washington 98504-0912 @ (360) 570-6100

Meeting Minutes
Economic Review
March 6, 2009
John A. Cherberg, Conference Rooms A, B, & C

Members Present Staff:

Economic and Revenue Forecast Council: Arun Raha, Executive Director, ERFC
Craig Pridemore, Senate, Chair

Ross Hunter, House of Representatives

Cindi Holmstrom, Director, Department of

Revenue

Victor Moore, Office of Financial Management

Call to Order
The meeting was called to order by Chair Senator Pridemore at 3:29 p.m.

De-facto approval of the meeting minutes from the November 19, 2008 Revenue Review meeting.

Presentation on Economic Forecast

Arun Raha presented information on the preliminary economic forecast. Arun summarized the U.S.
and Washington economic outlook, provided background information, and briefly reviewed current
collections. There was discussion regarding the sentiment amongst the members present at the
Governor’s Council of Economic Advisors (GCEA) meeting that the preliminary Washington
economic forecast is somewhat optimistic with regards to the timing of the recovery from the
recession.

Motion

Director Moore moved to adopt the economic assumptions, but recommended that the staff of the
Forecast Council look at Global Insight’s March numbers and do the revenue forecast with more
consideration to the Global Insight forecast. The motion was seconded by Senator Pridemore.

Motion passed unanimously.

Adjournment
Senator Pridemore adjourned the meeting at 4:07 p.m.



Economic & Revenue Forecast Council
State of Washington

Revenue Review: March 19, 2009

Executive Summary

= Qur projection of state revenues are based on an updated version of the
preliminary state economic forecast presented previously. The update took
into account the March Blue Chip Consensus national economic forecast that
incorporates an additional month of data. We also fine-tuned some of our
assumptions regarding the additional dollars that will be spent in the state as
a result of the federal fiscal stimulus.

= Since our last official revenue forecast in November, the state economy has
weakened considerably. The weakness in housing activity and auto sales has
spread to other sectors of the state economy — non-residential construction,
manufacturing, aerospace, software publishing and retail sales.

= Qur preliminary forecast is substantially weaker than the one adopted in
November. Compared to that preliminary forecast, our current updated
forecast is modestly weaker, as a result both of a weaker national economic
forecast and downward momentum in the state economy. We no longer
believe that the state economy will lead the national economy in the recovery.
Instead, we believe that the state economy will recover at about the same
time as the national economy.

= There are three critical elements to a national economic recovery —
stabilization of home prices, stability in the job market, and a return of
private capital to secondary loan markets. The problem is complex, and
further exacerbated by a global recession and the spread of financial
contagion beyond our shores.

= The U.S. policy response, necessarily, has been three pronged. The federal
fiscal stimulus will slow job losses. The housing rescue plan will reduce the
supply of foreclosed homes on the market. However, the most critical and still
uncertain part remains the third leg of the plan — the restoration of banking to
health, so that credit markets can function again without massive capital
infusions from the government.

= In the face of an economy in free fall, it is easy to miss the early signs of a
recovery. After a very weak holiday season, retail sales appear to be
stabilizing, housing starts look like they have bottomed out, bond spreads
have tightened, used car prices have firmed up, some of the larger banks
have indicated that they have been profitable in the first two months of the
year, and investors appear to be returning to equity markets.

= We have taken note of these positive signs, but it is too early to tell if they
will be sustained. Therefore the outlook remains uncertain, and downside
risks predominate. Consumer confidence is still at record lows, jobs losses
continue, and access to credit remains limited. It is unclear when consumers
will resume purchases of big ticket items. In the four months since our



November forecast, weakness in spending has caused revenue collections to
fall USD 240 million short of target.

Our new baseline forecast assumes that the U.S. and WA economy will be in
recession for most of this year, flattening out sometime late in the third
quarter. Growth will remain flat in the first half of 2010, and improve only in
the second half of the year. Job losses will continue even after the economy is
in recovery.

Given this outlook, our baseline forecast makes the following changes to our
November revenue forecast:

o 2007-09 biennium: down USD 0.7 billion to USD 27.9 billion
0 2009-11 biennium: down USD 2.1 billion to USD 27.9 billion

Compared to the unofficial “early guidance” we had provided in February,
our forecast has been updated as follows:

0o 2007-09 biennium: down USD 15 million
0o 2009-11 biennium: down USD 538 million

The growth in nominal revenue from the 2007-09 biennium to the 2009-11
biennium is now expected to be a relatively flat 0.2%.

Downside Risks: 30%b probability

This financial crisis is unprecedented. There is no historical guide to modeling
how long it will take to get resolved. The collateral damage to real economic
activity already has been greater than anticipated. If the Treasury’s plan to
restore banks to financial health is unsuccessful, the U.S. downturn will be
much longer and deeper.

As we had feared, the decline in the rate of housing prices reversed, and
home prices are again falling at an accelerating pace. It remains to be seen
how soon the federal stimulus and the housing rescue package can arrest the
decline in home values. If the rate of decline in home prices does not slow by
the third quarter, it will delay the financial sector rescue as well as increase
its cost. That would delay the return of normal credit flows and consumer
spending.

There is a growing chorus of protectionism, not just in the U.S., but overseas
as well. It is critical that policy coordination with trading partners prevent
trade barriers from being put up. Not only will this slow the global recovery,
but hurt Washington disproportionately, since we are more dependant on
trade than other states.

Regulatory over-reach: There is a need for developing an appropriate
regulatory framework to prevent some of the excesses that led to the
financial crisis. However, if there is regulatory over-reach, it will have the



effect of locking the stable door after the horse has fled. Excessive regulations
will only prevent credit from flowing freely again.

Upside Risks: 10%b6 probability

The Treasury’s plan to partner with private investors with leverage from the
Federal Reserve to buy toxic assets off bank balance sheets, works quicker
and better than expected. The initial market response was overwhelmingly
negative, but as details have been sketched out, the jury is still out on
whether this will work.

Consumer and business confidence returns earlier than expected. It is hard to
predict when market psychology changes following a crash, and what triggers
that change. Our baseline expects a gradual return of confidence at the same
pace as the economy. If confidence returns quicker, the recovery will come
quicker.

Good policy: We have seen some coordination in the global policy response to
the crisis. If we get a sustained and coordinated global policy response, to
increase global demand, and rid banks globally of toxic assets on their
balance sheets, the recovery will be steeper than expected.

Energy prices drop below USD 30 per barrel.



Changes to the General Fund-State Cash Forecast-by Agency
Comparison of the March 2009 to the November 2008 Forecast
2007-09 Biennium

Millions of Dollars

March 2009
November 2008 Forecast March 2009 March 2009 Total
Forecast® Change Non-economic Changes? Forecast Change*
Department of Revenue $27,765.1 ($650.0) ($74.1) $27,041.0 ($724.1)
All other Agencies $861.5 ($20.1) $8.6 $850.0 ($11.5)
Total General Fund-State $28,626.6 ($670.1) ($65.5) $27,891.0 ($735.6)

*Detail may not add to totals due to rounding.

1: Adopted by the ERFC in November 2008.
2: Expected refunds, large audit payments, and adjustment of prior estimates of SST mitigation payments and voluntary taxes on internet sales



Changes to the General Fund-State Cash Forecast-by Agency
Comparison of the March 2009 to the November 2008 Forecast
2009-11 Biennium

Millions of Dollars

March 2009
November 2008 Forecast March 2009 March 2009
Forecast* Change Non-economic Changes® Forecast
Department of Revenue $29,350.3 ($1,969.9) ($78.5) $27,301.9
All other Agencies $720.1 ($94.0) $17.3 $643.4
Total General Fund-State $30,070.4 ($2,063.9) ($61.2) $27,945.3

*Detail may not add to totals due to rounding.
1: Forecast for the 2009-11 biennium adopted November 2008
2: Adjustment of prior estimates of SST mitigation payments and voluntary taxes on internet sales

Total
Change*

($2,048.4)

($76.7)

($2,125.1)




Changes to the General Fund-State Cash Forecast-by Agency
Comparison of the March 2009 to the November 2008 Forecast
2007-09 Biennium

Millions of Dollars

March 2009
November 2008 Forecast March 2009 March 2009 Total
Forecast® Change Non-economic Changes? Forecast Change*
Department of Revenue $27,765.1 ($650.0) ($74.1) $27,041.0 ($724.1)
All other Agencies $861.5 ($20.1) $8.6 $850.0 ($11.5)
Total General Fund-State $28,626.6 ($670.1) ($65.5) $27,891.0 ($735.6)

*Detail may not add to totals due to rounding.

1: Adopted by the ERFC in November 2008.
2: Expected refunds, large audit payments, and adjustment of prior estimates of SST mitigation payments and voluntary taxes on internet sales



Changes to the General Fund-State Cash Forecast-by Agency
Comparison of the March 2009 to the February 2009 Guidance Forecast
2009-11 Biennium

Millions of Dollars

March 2009
February 2009 Forecast March 2009 March 2009 Total
Guidance Forecast Change Non-economic Changes Forecast Change*
Department of Revenue $27,777.8 ($475.9) $0.0 $27,301.9 ($475.9)
All other Agencies $705.3 ($61.9) $0.0 $643.4 ($61.9)
Total General Fund-State’ $28,483.1 ($537.8) $0.0 $27,945.3 ($537.8)

*Detail may not add to totals due to rounding.



National outlook has turned progressively weaker

U.S. Real GDP
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U.S. Payroll Employment
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U.S. Disposable Personal Income
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Oil prices are expected to be lower then we previously thought
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State economic outlook has worsened along with the nation

Washington Payroll Employment

Forecast Period - YoY %Ch
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Washington Construction Employment
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Washington Disposable Personal Income
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Washington Housing Units Authorized by Building Permit
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Year-Over-Year Employment Growth by Industry

(February 2008 to February 2009)
Washington vs. U.S.

Washington U.S
(000) % Chg. % Chg.
Total -87.2 -3.0% -3.1%0
Software Publishers 3.1 6.3% -
Government Education 2.8 1.1% -0.1%
Education and Health Services 3.4 1.0% 2.5%
Government Non-Education 0.8 0.3% 0.2%
Other Services 0.1 0.1% -1.6%
Leisure and Hospitality -1.6 -0.6% -2.4%
Aerospace Product and Parts Manufacturing -0.6 -0.7% -
Financial Activities -4.3 -2.8% -3.7%
Transportation, Warehousing and Utilities -3.6 -3.8% -4.7%
Wholesale Trade -6.2 -4.8% -4.0%
Retail Trade -16.5 -5.1% -3.7%
Professional and Business Services -19.3 -5.6% -5.4%
Information Excluding Software -4.1 -7.4% -
Natural Resources and Mining -0.7 -9.1% 3.8%
Manufacturing Excluding Aerospace -19.5 -9.4% -
Construction -22.7 -11.5% -11.9%
Information -1.0 -1.0% -4.1%
Manufacturing -20.1 -6.8% -9.0%
Washington Geographic Breakdown

Seattle MSA -44.5 -3.0%
Tacoma MSA -8.7 -3.1%
Spokane MSA -5.9 -2.7%
Rest of WA -28.0 -2.9%

Source: WA State Employment Security Department, U.S. Bureau of Labor Statistics



Electronic Filers*

Year-over-year growth in payments,
Same tax payers

Percent

NAICS/Sector

441 Motor vehicles & parts

442 furniture and home furnishings
443 Electronics & appliances

444 Build. Mat./garden equip.

445 Food & beverage stores

446 Drug & health stores

447 Gas stations & convenience stores
448 Apparel & accessories

451 Sporting goods,toys,books,music
452 General merchandise stores

453 Miscellaneous retailers

454 Nonstore retailers

44-45 Sub total: Retail Trade

11 Agriculture,forestry,fishing

21 Mining

22 Utilities

23 Construction

31-33 Manufacturing

42 Wholesale trade

48-49 Transportation & Warehousing

51 Information (adjusted for one-time payments)
52 Finance, insurance

53 Real Estate, rental & leasing

54 Professional, scientific & Tech. services
55-62 Management,education & health services
71 Arts, entertainment & recreation

72 Accommodation & food services

81 Other services

92,99,00 Public Administration & all other
Total: All Industries

Addendum:

Retail trade & Food services

Non retail trade & food services
Accommodations

Retail trade & food service-except auto
Real estate/construction related

Total less real estate/construction related
Non retail trade

*Electronic payments of EFT taxpayers and ELF taxpayers (includes some non-
electronic payments of EFT taxpayers) received by two days after due date.
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(9.1)

(4.9)

(6.0)
(9.6)

(2.2)
(9.4)
(3.4)
(3.3)

Sep-08

(20.7)
(11.8)
(2.4)
(12.0)
0.4
3.7
4.7

(7.6)
(1.3)
(0.8)
(4.0
(6.4)
(3.3)
(1.2)

Oct-08

(28.7)
(17.9)
(9.8)
(9.8)
(5.4)
3.6
0.1
(13.2)
(11.7)
(3.7)
(0.4)
(8.1)

(12.0)

(5.4)
(14.7)
(2.5)
(8.2)
(3.2)

Nov-08

(26.2)
(18.2)
(0.0)
(17.6)
(0.1)
(1.9)
(17.6)
(15.1)
(12.8)
(7.2)
(10.4)
(15.6)

(13.4)

(7.3)
(49.5)
(3.9)
(11.7)
(41.0)
(9.0)
(14.0)
(1.2)
(12.8)
(16.7)
(8.6)
(6.8)
12.3
(5.3)
(12.0)
(31.1)

(12.8)

(12.2)
(13.3)
(15.4)

(8.7)
(13.6)
(12.5)
(12.4)

(12.6)
(8.8)
(13.9)
(9.7)
(13.4)
(10.1)
(9.0)

Jan-09

(9.6)
(7.1)

(22.3)
(7.4)

(16.7)
(6.6)
(2.9)

(5.7)
(11.4)

(5.8)

(3.9)

(1.8)

13.8
(19.4)
(37.5)
(13.3)
(24.7)

(2.1)
(9.4)
(7.9)

(4.5)
(5.2)
(4.3)
(1.4)

(9.0)

(5.2)
(11.8)
(19.0)

(4.1)
(17.8)

(6.5)
(10.9)





