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Where We Stand 
In some respects, Oregon’s fiscal picture has never looked better than in the fourth quarter of 2022. The 
pandemic economy proved to be a boon to state budgets in Oregon and elsewhere. That’s thanks largely 
to an unprecedented, $5.7 trillion federal fiscal stimulus that more than covered the costs of public 
response to the Covid crisis. Additionally, many businesses were able to operate through the social 
distancing period, keeping their employees and maintaining profitability. So, both personal and 
corporate income taxes beat expectations. The upshot: General Fund revenues for the 2021-23 
biennium are on track to exceed the State economist’s original forecast by $5 billion, which—if trends 
hold—would trigger $3.7 
billion and $1.3 billion 
personal and corporate tax 
kickers, respectively1. 

While that’s good news, 
the pandemic also 
disrupted the delivery of 
State services (see chart).     
Enrollments in the Oregon 
Health Plan are up because 
of the health emergency 
declaration but down in 
K12 and colleges as some 
students look for stable 

 
1 Oregon Office of Economic Analysis (December 2022) Oregon Economic and Revenue Forecast. Oregon 
Department of Administrative Services. Salem OR.  

State budgeting has entered a period of considerable complexity. The pandemic upended the delivery 
and operations of many State-funded programs, and the immediate paths forward are far from clear for 
the Oregon Health Plan, K12 education, universities, colleges, and the prison system. Meanwhile, 
longstanding structural trends work in the background. Oregon’s natural rate of population growth 
(births minus deaths) has turned negative. Child and young adult populations, traditionally key drivers of 
general fund expenditures, are projected to grow slowly through the end of this decade. And the PERS 
unfunded liability, which has undoubtedly increased during this year’s bear market, will challenge 
budgets into the 2040s. 

The State’s myopic, two-year budget planning process was never a best practice, and it will fail Oregon in 
this dynamic policy and demographic environment. To deliver critical needs from housing supports to 
college aid, Oregon must modernize its budget tools and lengthen its fiscal outlook. 
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learning environments outside of public systems. And the number of inmates in state prisons has 
declined because local courts have been slow in processing criminal cases during 2020-2021. How, 
when, and whether these programs return to their pre-pandemic service levels is unclear. 

Despite the disruption, the 2023-25 General/Lottery Fund budget appears to be roughly in balance—
using conventional definitions of current service level and assuming the State’s revenue forecast holds. 
If baseline conditions continue, the State would have roughly $30 billion in resources—after issuing the 
personal income tax kicker credits—to apply against $30 billion in current service needs. That’s a big 
assumption given the growing likelihood of a recession. But even a recession is unlikely to trigger a fiscal 
crisis. Sizable reserves—$2 billion in two accounts2—could offset an estimated $4.1 billion in revenue 
losses through fiscal year 2027. In short, strong reserve policy, which operated during the record-long 
economic expansion of the 2010s, has put Oregon in a much better fiscal position than in the 
comparable periods before the 2001 and 2007 recessions. 

Although resources appear to be in reasonably good shape under baseline assumptions, lawmakers will 
encounter challenging puzzles in every corner of the budget. Budget-defining activities will include: 

• Implementing a Basic Health Plan and a newly approved Medicaid waiver. Maintaining 
pandemic-related health coverage for low-income Oregonians was a top concern in the 2022 
legislative session. Many families with incomes between 139 and 200 percent of the Federal 
Poverty Level secured eligibility for the Oregon Health Plan during the Covid public health 
emergency (PHE) and, by federal law, could not be removed from coverage while the emergency 
was in effect. Post-PHE, the State will reinstate the pre-pandemic income eligibility rules, which 
could result in 300,000 individuals losing health coverage. HB 4035, which passed in the 2022 
session, called on the Oregon Health Authority (OHA) to recommend options to approve access 
to, and lower costs of, health care. The Legislative Fiscal Office estimated a $130 million charge 
to the General Fund in 2023-25 contingent on the federal government contributing an additional 
$168 million3. The ultimate size of the covered population, and the share of costs picked up by 
the federal government, will be important drivers of the OHA budget for the next several years.  

Additionally, in September, the federal Center for Medicare and Medicaid Services (CMS) 
approved an extension of Oregon’s Medicaid waiver that will allow the State to provide more 
seamless Medicaid coverage to children through age six and to cover the costs of evidence-
based nutrition and housing supports for adults. Under the waiver, Oregon would spend $500 
million through 2027 to secure $1.1 billion in federal matching dollars4. 

• Addressing profound K12 needs with newly expanded resources. K12 delivery and funding 
have appropriately received considerable attention during the pandemic. Remote learning led to 
historic learning losses just as new resources, including the Fund for Student Success and federal 
stimulus, filled school budgets. A compelling vision for learning recovery, in a period of growing 
budgets, has yet to emerge. The State’s Quality Education Commission (QEC) published back-to-
back, contradictory reports on resource adequacy. A November 2021 report concluded that 
implementation of the Student Success Act funding had come within six percent of the quality 
funding level in the 2021-23 biennium—the smallest gap in the two-decade history of the 
model. But just nine months later, the QEC’s August 2022 report, altered the definition of a 

 
2 The December 2022 forecast estimates $0.7 billion and $1.3 billion balances in the Education Stability Fund and 
Rainy Day Fund, respectively, at the end of the 2021-23 biennium. 
3 See Legislative Fiscal Office Impact Statement assessed at 
https://olis.oregonlegislature.gov/liz/2022R1/Downloads/MeasureAnalysisDocument/64395 
4 https://oregoncapitalchronicle.com/2022/09/29/under-federal-1-billion-agreement-oregon-will-expand-
medicaid-coverage/ 
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quality education5, and asserted that the gap had returned to 26.9 percent6. In addition to 
changing the quality definition, the August report advanced a new method for calculating the 
K12 current service level, which if adopted, would set a higher starting point for K12 in 
legislative budget writing. 

Beyond the adequacy debate, several other issues complicate the K12 budget. First is the future 
of enrollments, which fell during the pandemic. It’s unclear whether public schools will fully 
recover their pre-pandemic shares of 5- to 17-year-old enrollees in coming years. Next is the 
timing and use of $1.1 billion in American Rescue Plan Act (ARPA) resources, which can be spent 
through the end of 2026. State appropriations should consider how and when those dollars will 
be deployed by school districts. And K12 will almost certainly receive a one-time appropriation 
through an anticipated corporate income tax kicker. Given its one-time nature, lawmakers will 
need to ensure that related investment does not trigger an ongoing, service-level obligation. 

• Navigating postsecondary education’s cyclical and structural challenges as the 40-40-20 goal 
comes due. The pandemic era disrupted the postsecondary system in two ways. First, online 
learning, with no significant discount on price, proved unattractive to many prospective 
students. Second, a tight labor market and good wage prospects, beginning in early 2021, raised 
the opportunity costs of attendance. As a result, college and university enrollments fell by 15 
percent or more. The pandemic’s cyclical challenges added to an important structural one: 
growth is slowing among the young, traditional college-age population. 

The enrollments declines come as employers still place a high value on postsecondary 
experience. Technological progress continues to eliminate routine work, and the jobs that 
remain consist of increasingly sophisticated tasks. The budget and operational challenges faced 
by colleges and universities are formidable. Making progress toward the state’s ambitious 
postsecondary goals will require a sustained mix of institutional support and need-based aid in a 
system with higher rates of retention and shorter paths to completion. 

• Managing a highly uncertain corrections 
outlook. Social distancing slowed 
prosecutions and yielded a sharp reduction 
in prison intakes during the pandemic. The 
inmate population fell from a pre-pandemic 
14,500 to 12,000 in 2022. Where the 
population goes from here will be 
determined by broad, societal trends in 
criminal activity and changes in policy. 
Criminal activity has risen in Oregon and 
elsewhere after the pandemic, but it’s 
unclear whether the increases will hold. On 
the policy front, forecasters must consider 
complicated interactions across five major 
laws7. In this complex policy and post-
pandemic environment, the Office of 
Economic Analysis predicts the inmate population will increase gradually to 13,500 during 2022-
2032 but suggests the 2032 population could be as low as 12,000 or as high as 15,000 (see 

 
5 In part by calling for lower class sizes than had been assumed in the original QEM. 
6 Oregon Quality Education Commission (August 2022) Quality Education Model: Identifying Best Practices and 
Calculating the Cost of a Quality Education. Oregon Department of Education. Salem, OR 
7 Measure 11, Measure 57, HB 3508, HB 3194, and HB 3078 
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chart). Getting a better handle on the rate of growth of the population is a moral and fiscal 
imperative. A return to 15,000 prisoners would widen the already sizable gap between Oregon’s 
incarceration rate and those of almost every other country in the world. And it would pull 
resources, mostly from the General Fund, into an activity with lower benefits—relative to 
costs—than other criminal justice interventions. 

• Weighing the merits of a list of worthy new investments. While the cost of current services for 
previously established, State programming may be in rough balance with the resources available 
to fund them, advocates will likely press a list of strong candidates for new investment. 
Expanded need-based aid for low-income postsecondary students is a top priority of the 
business community. Housing advocates will argue that the rate of home production is unlikely 
to accelerate absent infrastructure investments and other supports. And increased expenditures 
on childcare will be a priority in many corners. The list is long. 

The unusual operating environments of the major State-funded programs, and their uncertain outlooks, 
will complicate budget building in new ways. Some may argue that a high degree of uncertainty argues 
for less data-driven decision making. The business community would counter that these kinds of 
complex environments are commonplace, and now is the time for the State to bolster its fiscal 
management capabilities and build a two-year budget that keeps the next ten years in mind. 

Time to Take the Long View 
Oregon’s fiscal management generally earns good grades. The Volcker Alliance, a national nonprofit with 
an aim to strengthen government accountability and effectiveness, evaluates states on five “building 
blocks” of competent 
budgeting: budget 
forecasting, budget 
maneuvers, legacy costs, 
reserve funds, and 
transparency (see chart)8.  

Oregon earns a top grade 
for its lack of budget 
maneuvers (i.e., the State 
rarely uses one-time 
resources to fund on-going 
operations). The Alliance’s 
research team, a mix of 
university professors and consultants, also gives the State good marks for keeping up with its legacy 
costs in pensions and employee health care, establishing two reserve funds, and maintaining reasonably 
transparent information on operational and capital expenditures.  

However, Oregon gets its lowest grade for budget forecasting. 

When it comes to long-term fiscal planning, Oregon flies blind. While policymakers keep a close eye on 
the ten-year outlook for General Fund revenue, expenditure forecasts don’t go beyond the upcoming 
biennium. As a result, policymakers don’t understand the relationships between revenue and spending 
trends and aren’t able to forecast the benefits of actions and investments that could increase revenues 

 
8 The Volcker Alliance (2021) Truth and Integrity in State Budgeting: Preparing for the Fiscal Storm. The Volcker 
Alliance. New York, NY, 
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or reduce costs in the long term.  The State budget is a powerful tool for meeting long-term State 
objectives. Oregon needs to include that use in the budgeting process.    

Long-term budgeting has taken on increased importance in the current demographic and policy 
environment. Child and young adult populations—key drivers of General Fund spending for at least a 
quarter century—are projected to grow slowly through the end of this decade and into the next. 
Meanwhile, the oldest Baby-boomers are approaching 80, and some will need the State’s help with 
assisted living and nursing care. And the State’s pension system, despite multiple reforms, will continue 
to challenge public budgets in foreseeable ways for the next two decades. 

In the past, some policymakers may have argued that long-term spending forecasts were unnecessary 
because, in a middling “tax effort” state, they could propose new taxes to fund unforeseen expenses or 
new programs. But the passage of the Student Success Act in 2019, and sizable local government ballot 
measures in the Portland area, have altered the prospects for new taxes. Personal income taxes rates in 
Portland are second only to New York City, and state-level business taxes are above the U.S. average. 
Adoption of new taxes, while not impossible, has certainly become less probable. That means that 
advocates for new investments will have to plan more carefully, and they will need tools to do that--
starting with a long-term spending forecast. 

When it comes to long-term fiscal planning, Oregon flies blind. While policymakers 
keep a close eye on the ten-year outlook for General Fund revenue, expenditure 

forecasts don’t go beyond the upcoming biennium. 

The Oregon Business Plan has consistently advocated for a stronger expenditure forecasting function in 
State government and supported the 10-year spending forecast recommendation advanced by the Task 
Force on Comprehensive Revenue Restructuring in 20099. The State has periodically produced ad hoc 
forecasts to inform specific policy decisions. The staff capacity is available, and caseload and per capita 
cost projections exist throughout the executive branch agencies, but no one has assembled, organized, 
and summarized that collective knowledge. 

A long-term expenditure forecast would match the time horizon of the revenue forecast and focus on 
programs funded by General and Lottery funds. For each major program, the forecasting exercise would 
ask three questions: 1) how many people will be served by the program over time, 2) what’s the per 
capita cost of service and how will it change, and 3) how will other sources of revenue that are used to 
fund the program grow over time? 

Our illustrative model draws on recent spending data and caseload projections from across State 
agencies (see chart). With more time and staff engagement, the model could disaggregate populations 
in Medicaid (adults and children), public postsecondary schools (universities and community colleges), 
and corrections (prison and community placement).  

 
9 See Legislative Revenue Office (January 2009) Task Force on Comprehensive Revenue Restructuring: Final Report. 
Oregon State Legislature. Salem, OR. 
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What We Propose 
Oregon’s progress on fiscal management during the past two decades should be applauded. The 
creation and prudent use of two reserve accounts soften the impact of the next recession whenever it 
arrives. And increased clarity on the size and dynamics of the State’s pension crisis has improved 
policymaking around it.  

Now is the time to add to the State’s fiscal toolkit. Oregon is entering a period with fewer revenue 
raising options available and some well-understood demographic trends on the horizon. Strong fiscal 
management demands better planning; to do that, we recommend that the State: 

• Consolidate caseload forecasting capabilities in the Office of Economic Analysis (OEA). State 
Government’s technical forecasting work is uncoordinated and scattered across the executive 
branch. OEA produces revenue, demographic, and corrections’ forecasts while health, human 
service, and education agencies maintain their own estimates. Forecasting quality and consistency 
vary across agencies, and ties to the State’s official economic forecasts are unclear. Finally, 
transparency is lacking. Some forecasts are widely shared while others require a public records 
request.  

The State should consolidate forecasting under the State economist and release forecasts for top 
programs twice a year. Results should be easily accessible to stakeholders, academics, the press, and 
the general public. 

• Produce a 10-year General/Lottery Fund budget outlook, projecting revenues and expenditures, in 
advance of long sessions. Each biennium, the OEA should develop a consolidated revenue and 
expenditure forecast for programs financed with general and discretionary lottery fund resources. 
Expenditure forecasts draw on many more inputs and assumptions than revenue forecasts, and the 
complexity does not lend itself to a quarterly update schedule. A deep investigation of program 
trends and outlooks in advance of long legislative sessions would suffice. 
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For models, Oregon could look to a dozen states identified by the Volcker Alliance as strong 
performers. Those include three states--Nebraska, Texas, and Utah--that passed long-term 
budgeting mandates shortly before the pandemic and could share early implementation lessons.    


