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TPPF forum: Texas economy good, but don’t spend like crazy
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by William Lutz
ComptrollerSusanCombstoldtheTexas

PublicPolicyFoundation’s fiscalpolicyprimer
Aug. 27 that Texas is doing better than most
other states.But shecautioned that thecurrent
businesscyclemayresultina“U-Shaped”recov-
ery, with possibly another year to go before
things get markedly better.

In other words, the state is in better fiscal
shape than most of its counterparts, but that
doesn’tmeanthebudgetwillbeeasy towriteor
that the state has a license to start spending.

“Youmayhave seen TheEconomist [which
didarecentcoverstorycomparingtheTexasand
California economies]. We [in Texas] are the
ones [depictedon themagazinecover]with the
Ski-Doo, and California is the one with the
broken surfboard,” Combs said. “And I think
that’s a pretty good image.”

Combs noted that home prices are still
rising, though not as fast as in other states. She
said only one out of 781 homes in Texas got a
foreclosure notice,compared to one outof 56
inNevada,oneoutof123inCalifornia,andone
out of 154 in Florida.

Despite a comparatively high unemploy-
mentrateof7.9percentTexasiscreatinglotsof
new jobs, Combs said, with people moving
herefasterthantheeconomyisexpanding.The
lowest unemployment in the state is in the
Amarillometropolitan area,with thehighest in
theMcAllenmetropolitan area.

Shepraised lawmakers for leaving money
inthestate’sRainyDayFundandnotedthat the
stateis gettingbetter interest rateson itsbonds
becauseof thereserve.Shesaid thestate’smost
recentTaxRevenueAnticipationNote interest
rate was0.48 percent,comparedwith1.15 per-
cent forIllinois.Shealso quippedthat Califor-
nia did a private deal to get its cash and isn’t
disclosing the interest rate.

Combssaidsheexpectsextremelymodest
revenue growth in 2010 combined with more
robustgrowth inFiscal Year2011. Shesaid, as
expected,staterevenuesforFiscalYear2009are
under the revenue estimate, but that spending
isalso trailingwhat wasexpected, sothe state’s
fiscal shape is about as anticipated.

Legislative Budget Board Director John
O’Brien noted that although the state’s budget
increased about 7 percent this biennium general
revenuespending(fromstatetaxdollars)declined

2percent. Inspiteofthat, thestateinvestedmore
moneyinhealthcareandpublicschools.O’Brien
notedthatthefederalstimuluspackagemadealot
ofthat investmentpossible,whilestillpreserving
theRainyDayFund.

Lookingahead tothenext budget, O’Brien
noted that health care is the state’s biggest cost
driver. When he said health care, O’Brien noted
thatincludednotonlyMedicaidandtheChildren’s
HealthInsuranceProgram(subsidizedhealthcare
forthepoor),butalsohealthcareforstateemploy-
eesand prison inmates. O’Brien noted that both
caseloads (number ofpeoplecovered) andcosts
are growing in health care.

Transparency
One of the key themes of the Combs

administration is increasing transparency in
spending at all levels of government. Combs
discussedwithTPPFherefforts tomakeTexas
spending from the federal stimulus package
transparent – in spite of an inability to do
anything comparable at the federal level. She
also discussed the Single Set of Books initia-
tives, under which the Comptroller’s office is
working to ensure that all state agencies use
uniform accounting standards. She notes that
theLegislatureappropriatedheroffice$26mil-
lion to improve transparency at the Texas De-
partmentof Transportation, in responsetothe
agency’s$1.1 billionaccounting error.

Morechallengingislocalgovernmenttrans-
parency.Forschoolspending,theLegislaturehas
mandatedthatdistrictspublishmoreinformation
about how they spend money. Other units of
governmenthavefewer statemandates.

“There’snoexcusenot tobetransparent,”
Combs saidof localgovernments. “Thegoal is
tohaveonlinebudget,onlinefinancial reports,
and online check registers.” Combs’ office is
willingtodo“transparencycheck-ups”to help
localgovernments becomemore transparent.

She noted that 10 counties (out of 254)
postall threeand thatTyler is the onlycity that
postsall three,andonly91schooldistricts post
all three.

The Comptroller saidshesent asurvey to
localofficialsaskingwhytheyaren’tbeingmore
transparent. Combs said one was returned an-
swered,“NobodyCares, sowhy doit.” Combs
said 92 percent of local governmental units
declinedoffers fromher office to sendstaff to

assist them inbecoming moretransparent.She
addedthat the localofficialsdid requesta tem-
plate, and her office will work on that.

Tuition deregulation to blow hole in the
budget

Combs warned that the Legislature’s tu-
ition deregulation bill will likely cause $1.5 – 2
billion shortfall in the state’s pre-paid tuition
program starting in 2016-17. The State is con-
stitutionallyobligated topaytuitionforparents
who boughtTexas TomorrowFund contracts
fromthe programsinception inthe mid-1990s
to2003whenthen-ComptrollerCaroleKeeton
Strayhorncut off new enrollment in the pro-
gram in response to tuition deregulation.

“Thederegulationofboth feesandtuition
over the last 10 years, I think, netted out to an
averageof11percentayearextra tuitionincost.
There’s no way anybody can match that with a
return, especially when you have to convert
from equities to cash to pay out.”

The budget process
BlaneBrunson,budgetdirectorforLt.Gov.

DavidDewhurst,andMaryKatherineStout,
directorofbudget,planningand policy for Gov.
RickPerry,talkedabouttheprocessthatledtothe
2010-11 budget (adopted in May 2009).

Stoutnotedthatwhen–atfirst–itappeared
thestatewouldhaveasurplus,agenciessubmitted
morethan$20billioninexceptionalitemrequests.
(Exceptional items arespendingover andabove
currentlyauthorizedagencyfunctions.)

When it became clear that the revenue
estimate would be tight, fiscal restraint was
easiertoenforce.Stoutnotedthatherofficehad
two key priorities during the budget process –
avoidrecurring,unsustainablenewobligations
andpreserving fundingfor thegovernor’s key
economicdevelopment priorities.

Brunson said that one of Dewhurst’s top
budget priorities was preserving the state’s
Economic Stabilization Fund (commonly
known as the Rainy Day Fund). Initially, the
goal was to minimize the amount of the fund
that would be spent in the budget.

Once the federal government came for-
ward with the stimulus package, the whole
budget picture changed, because the stimulus
allowed the Legislature to expand existing
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Economy/from 3
programswithout tappingtheRainyDayFund.

Combs said her agency, in conjunction
with the Employee Retirement System, is ex-
amining and modeling the health care cost
drivers for the state. She said she would add
information about federal health care reform
planswhen thatbecomes clearand available.

Brunsonwarnedthatthecurrentversionof
theObamahealthcareplanexpandseligibilityfor
subsidizedhealthcaretothoseunder400percent
of thepoverty level and will result inmore single
adults on Medicaid. The federal government is
planningtopickupthecost forstates for thefirst
couple of years, but afterward plans on shifting
some of those costs to states. In a nutshell, the
Obama health careplanwill likelycost stategov-
ernments money in the long run.

Nextsession,speakersagreed,willlikelybe a
tight budget session. The state can’t assume an-
other stimuluspackagefrom Washington, D.C.,
and revenue growth will be modest at best. But
healthcareobligationswillcontinuetoriseincost,
and lawmakers will want to continue to fund
increases in publiceducation spending. �

Around Texas/from 4
1974 (ERISA) pre-empts application of state
lawwhena largecompany self-funds itsbenefit
program. ERISA allows large employers to
offerthe samehealth planacross state lines and
preventsstates fromregulating thebenefits of
those plans.

But the court,writing in LoneStarOb-Gyn
v. Aetna Health Inc. , held that the state may
regulatecontracts betweenclaimsadministra-
tors andhealth careproviders. Thisdecision is
similar toseveral lowercourtrulingsandrulings
from other circuits that allow states to ensure
thatdoctorsarepaidpromptlyandaccuratelyby
alltypesofhealthplans.TheTexasPromptPay
law passed in 1999 and was strengthened in
2003, andwas a top priority for boththe Texas
Medical Association and the Texas Hospital
Association.

“ThecourtscontinuetovalidatetheTMA
positionthatthecontractualremediesprovided
underTexaspromptpay lawsdo notfall under
ERISApreemption,”saidLeeSpangler,asso-
ciate general counsel for TMA. “The prompt
pay laws were not designed to regulate the
benefitsprovidedunderERISA,butwerecare-
fullycraftedtoaddress theproblemsassociated
withthe latepaymentofclaimsby insurersand
administrators.”

Rulings of the U.S. Court of Appeals for
the Fifth Circuit are binding on all courts in
Texas, Louisiana, and Mississippi unless re-
versed by the U. S. Supreme Court. �

Scores/from 8
releasesaidHispanics faredbetter inmaththan
inprevious years.

Alowernumberof publicschool students
tooktheSATthisyear—possiblybecause they
took the ACT instead.

ACT
StudentsinTexashaveincreasedtheirscores

in the English, math, and science ACT exams
each year since 2005, whereas reading scores
remain stuck at the same level.

Senior students takingtheACT increased
theirscores to20.8 outof apossible 36in 2009
—upfrom20.2in2005,accordingtotheTEA.

Usually, the TEA said, when the number
oftest-takers increases,scorestendtodecrease.
But not this year.

Thecompositescores were as follows: En-
glish,19.9; math,21.3; reading,20.9; andscience,
20.6. The overall composite score was 20.8.

TheTEA said82,640membersof theClass
of2009tooktheACT—about10,000morethan
since 2005 and 3,500 moresince 2008.

ACT officials use results on their tests to
determine whether students have a 50 percent
chanceorbetterofearningagradeofatleasta“B”
infreshmanbasicclasses. Theyprojected that63
percent of the Texas Class of 2009 are ready for
freshman college English Composition, 49 per-
centforcollegesocialstudiesclasses,44percentfor
algebra, and 26percent for biology.

Scott said this confirms what the Texas
Assessment of Knowledge and Skills exam
shows — with weak areas on the TAKS being
math and science. But, Scott said, the ACT
numbers since2005 showa 29percent overall
increase incollegereadiness.

“Overthepast fewyears,Texas educators
haveworkedhardtoimprovethepostsecondary
readinessofourstudents,”CommissionerScott
said.“In collaborationwith Texascollegesand
universities,educatorshaveimplementedearly
collegehighschoolprograms;science, technol-
ogy, engineering and math (STEM) programs
and articulatedcareerandtechnical programs.
Theyhaveaddeddualcreditclasses,expanded
AdvancedPlacement offerings,and increased
therigorofhighschoolclasses.Today,wehave
solid evidence that this work is paying off.” �


