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= 4 Presentation Overview

1.Context for Recession-Planning Initiative

2.Developing Recession Scenarios
3.Creating Revenue Forecasts for Each Scenario

4.Next Steps



mme About NC Office of State Budget & Management

* Primary fiscal advisor to the Governor

* Responsible for developing Governor’s budget and
executing enacted budget



mm ) Responses to Prior Recessions

* State faced major mid-year revenue shortfalls in
prior recessions:
* 1990-91 (9.0%)
* 2000-01 (5.0%)
* 2001-02 (11.6%)
* 2008-09 (15.1%)




mm ) Responses to Prior Recessions

* Reserves depleted by pre-recession disasters and
adverse court rulings




e Current Recession-Planning Initiative

 Create Cross-Functional Team (CFT) for Recession
Planning

* Leverage analytical skills and subject-matter
expertise across org-chart sections



e o Revenue System and Reserves

North Carolina’s General Fund Revenue System
* Slightly over half of revenues from individual income tax
* Nearly one-third of revenues from sales and use tax

 Corporate income and franchise (capital stock) tax account
only about 1/15% of revenues




mma Revenue Forecasting Methods and Tools

OSBM Revenue Forecasting Methods
* Mostly quarterly and semi-annual ARIMAX models

* Mix of in-model and outside-the-model adjustments for
recent tax changes

* Weighting of multiple candidate models using different
input variables based on model fit



mma Developing Recession Scenarios: Tools

Available Tools

* [HS-Markit baseline and pessimistic scenarios at national
and state levels, updated monthly



mma Developing Recession Scenarios: Challenges

Limits of Existing Methods and Tools

* Only one recession scenario available with all variables at
national and state levels
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mma Developing Recession Scenarios: Methods

* SiX recession scenarios
* Three different magnitudes: Minor, Moderate, Severe

* Two timings: Late-2019/Early 2020 and Mid-to-Late 2020
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mma Developing Recession Scenarios: Methods

1. Calculate gaps between time paths of key economic
indicators in national and state baseline and
pessimistic IHS scenarios

Baseline

Minor B

Pessimistic
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mma Developing Recession Scenarios: Methods

1. For MFA-based scenarios, find closest comparable
national and state variables to those used as inputs
in forecast models
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wmm ) Example Time Paths: Unemployment Rate

North Carolina Unemployment Rate Under Each Recession Scenario
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mmd Generating Scenario Revenue Forecasts

* Current phase of the budget-gap portion of the
project
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mmd Generating Scenario Revenue Forecasts

* Individual income tax estimated and final payments
more complicated
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e Combine revenue forecasts with expenditure
forecasts for each scenario
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