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North Carolina Today

wmmgd Snapshot of North Carolina’s Economy

* Total Labor Force: 4.99 million
* Total employed: 4.81 million
* Unemployment Rate (as of October): 3.6%
* Total State GDP: $565 billion (2.8% of U.S.; ranked #11)
* Manufacturing 18.5% of state GDP, 9.5% of employment
* 2017 Annual Wages: $34,750 median (ranked #36 highest) & $46,080 mean
* Lowest to Highest Median County Annual Wage:
$24,985 (Bertie) to $46,615 (Durham)
* Largest Private Employers (2018 Q1)
1.  Walmart
2. Duke University
3. Food Lion

11. Smithfield Foods, Inc. (Largest Manufacturer)

Sources: October 2018, Bureau of Labor Statistics; 2017 Annual Average, Bureau of Economic Analysis
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md Employment Growth

Job growth relative to pre-recession levels in North Carolina has outpaced the rest of the country
but still lags most neighboring states

After an uptick in early 2018, forecasters expect job growth to gradually decelerate through 2020
Growth continues to be primarily from the professional and business services sector

State Employment Growth from Pre-Recession Peak & Post-Recession Trough
Change in State Nonfarm Payroll Employment [Current through October 2018)

Current Employment

vs, Pre-Recession Peak

Tennessee 7.7% 9.8%
Georgia 8.2% 9.5%
South Carolina -8.4% 9.2%
Morth Carolina -8.0%
Sum o saes oo
Virginia -5.1% 6.3%
Delaware -71.9% m
Indiana -8.0%
jowa s
Missouri -5.6% m
Kentucky 6.6%
Arkansas ~4.9% 3.5%
Dt Sousrcn: U5 Dt of Commed s [ nau of Lsbor Statitics| 1% Chart Format: Oregon Ofice of Economic Analysis 5

md Employment Growth

Triangle and Charlotte metro areas have continued to produce disproportionate share
of state job growth

Among metro areas lagging statewide job recovery, Triad and Hickory are experiencing
a gradual recovery, but Goldsboro and Rocky Mount still not experiencing job growth

Job Growth Mixed Among Metro Areas Lagging Behind Statewide Job Recovery

Change in Nonfarm Payroll Employment by Metro Area

Triad Hickory
- Jan ‘07 Oct '18 w
o Goldsboro Rocky Mount

.

Hickary, Jacksonvill, Burington,
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md Employment Growth

North Carolina's unemployment rate (U-3) was 3.6% as of October, the lowest level
since June 2000

Broader definitions of unemployment also below pre-recession levels

State’s prime-age labor force participation was 2.7 percentage points lower in 2017
compared to 2007

North Carolina's Unemployment Rates All Below Pre-Recession Levels
Four-Quarter Moving Averages of 5 I j L ploy Rates as of 201803
20%
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Part-Time Workers

Plus Marginally
Attached Workers

Standard (U-3)
Unemployment Rate
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md Wage Growth

Wage growth in North Carolina has shifted from the state’s top earners to middle-income
earners in the most recent period, but real wages fell for low-wage workers in both periods

An increase in the rate of inflation since 2015 has depressed wage growth in recent years in
spite of continuing nominal wage gains

More recent national data shows lower-wage workers have begun to experience real wage
gains since 2016

Real Wage Gains Have Shifted From Top to Middle Incomes in Recent Years

Comparison of Percent Change in Inflation Adjusted Wages between 2013-2015 and 2015-2017 OES reference periods

3% Real Mean Wage Growth 5%
2013-2015: +2.1%
2% 2015-2017: +1.7% 2%
1%
0.2%
0.1%
0% | —
-0.4%
1%
2%
10th Percentile 25th Percentile Median 75th Percentile 90th Percentile
Source: U, Commerce, Bureau i Employment Bureauof i hysis. (chain-type i personal consumption expenditures).
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g Regional Income Growth

e Real per capita personal income growth in North Carolina averaged 1.6% between
2010 and 2016

* Personal income growth has been strongest in western counties, Charlotte metro
region, and Outer Banks

e Growth has been weakest in Coastal Plain and Sandhills regions

Percent Change in Real Per Capita Personal Income - 2010 to 2016

Less than 3.4% Change in North Carolina Real Per Capita Personal Income: 9.8%
3.4%105.2%
5.2%1t0 7.5%
7.5% to 9.5%
9.5%to 11.7%

11.7%to 15.4%
15.4% or more

Data source: US Bureau of Economic Analysis

wmmga Population Trends

» State population expected to exceed 10.5 million in 2019, and
reach 11.6 million by 2028

* Growing by 317 people per day
* Adding a city the size of Wilmington annually (116,000 people)
* Population 65+ will exceed population under 18 by 2035

* Ranked 4th highest on net population migration between
2016 and 2017, after Florida, Texas, Washington
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wma Population Trends

* Net migration accounted for nearly two-thirds of growth since 2010

* Nearly half of all net migration was to Wake, Mecklenburg, and Brunswick
counties

* Northeastern and interior Coastal Plain counties have experienced
significant outmigration

County Net Migration from 2010 to 2017 as a Share of 2010 Population

Less than -4.8% North Carelina Net Migration: 5.0%
-4.8%to -3.5%
-3.5%to-0.1%
-0.1%to 1.7%
1.7%t0 6.0%

6.0%to 10.2%
10.2% or more

Data source: US Census Bureau 11

wma Population Trends

* Fewer counties experiencing population declines than earlier in the decade

* More than one-third of counties grew faster than the state between 2016 and
2017

* Aside from Robeson, all of the largest counties (population > 100,000 in 2010)
experienced population growth from 2010-2017

Year-to-Year Population Change, 2010 - 2017

55 51 ——Counties Losing Population

50 ——Counties Growing Faster than the State
a5
40
35
30
25

24

20 23 24

15
2010-2011 2011-2012 2012-2013 2013-2014 2014-2015 2015-2016 2016-2017

Source: North Carolina OSBM, Certified and Revised County Population Estimates, Vintage 2017.
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FY 2018-19 Budget

* Certified Revenue: $23,930,100,000 (includes ~$S500M tax reductions)
* Enacted Budget: $23,920,154,392

52% Personal Income: $12.7B Education: $13.8B 56%

General
Fund
Availability
Medicaid: $3.8B 16%

31% Sales & Use: $7.6B $24.6B

Justice & Public Safety: $2.8B 11%

6% Corporate & Franchise: $1.4B DHHS (excl. Medicaid): $1.5B 6%

5% Other Tax: $1.3B Other: $1.3B 5%

4% | Non-Tax & Transfers: $0.9B
3% ' Availability from Prior Year: $0.6B
Figures for FY 2018-19 based on session laws 2018-5, 2018-14, 2018-64, 2018-76, 2018-97, and 2018-121.

Debt Service: $0.7B ' 3%
Unappropriated: $0.6B ' 3%

mm o Sources and Uses of State Revenue

12/5/2018



12/5/2018

wmaa North Carolina Budget: By Service Area

Salary & Benefits

Salaries and _ for Other
benefits comprise Personnel
$15.01B or 63% of

$2.9B

LEXOY Health Care
(Medicaid &
active/retired
employees)

$6.1B

_25%

the GF budget.

Teacher and Higher
Education Staff Salary
& Benefits
$12.2B

51%

Figures from December 2018/2019 salary survey. 15

mma North Carolina Budget: State-funded Personnel
teachersz. Education

personnel
Other Public . )
Education 20% * 1.6 million children K-12
e 225,000 students in
UNC System 13% community colleges

¢ 210,000 students in the

Community university system

Colleges 7%

Public Safety
Public Safety &

Justice 13% * 55 prisons

* More than 36,000 inmates
and 95,000 people on
probation and parole

Other 6%

16
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mma General Fund Revenue Performance

* General Fund revenues modestly above target through October
(576 million, +1.0%)

* Sales tax, franchise tax, and investment income account for most
of the above-target revenues

* Other revenue sources are roughly on target

* Too early to extrapolate recent revenue performance to the rest
of the fiscal year

FY 2017-18 FY 2018-19

* Most Of.the_ Revenue Source Actual |Certified YoY%
uncertainty in ) Individual Income $12,517.5/$12,704.7 1.5%
revenue collections  salesand Use $7,337.4| $7,6249 3.9%
concentrated in Corporate Income & Franchise $1,408.1| $1,393.7 -1.0%
March through All Other Tax $1,372.8| $1,294.6 -5.7%
early May Total Tax Revenue $22,635.9|$23,017.9 1.7%
Total Nontax Revenue $929.3( $9122 -1.8%

Total General Fund Revenue $23,565.2|1$23,930.1 1.5%

Hurricane Florence




On September 14t 2018, Florence made landfall and proved to be one
of the most devastating hurricanes in North Carolina’s history

90 mph 10 ft 8 trillion

Top wind speed Storm surge Gallons of rainfall

OO0
in (&)
6 994,000 42

Days in length Households North Carolina
in affected area fatalities

“Florence is the worst flood @ Hurricane Florence ranks among top

. . 10 costliest US storms, expert says
in East Coast history.” ~ Major':ews :ut,ets

mme ) Florence — Total Damages and Needs Assessment

Needs assessment (SM)

Categories Direct! Indirect?/ Induced?® Subtotal Resiliency efforts  Total Damage & Needs
m $3,780 $1,900 $5,680 $20 $5,700
m $5,339 $0 $5,339 $291 $5,630
$1,332 $1,023 $2,355 $75 $2,430
$779 $0 $779 $25 $804
$410 $0 $410 $145 $554
$419 $7 $426 $50 $476
$13,053 $3,067 $16,120 $611 $16,731

1 Defined as the results of changes in spending and investment by businesses and organizations in a given region, including money spent to pay for salaries, supplies, raw materials, and operating expenses.
2 Defined as the results of business-to-business transactions within a given region indirectly caused by the direct effects, such as changes in spending on business supplies or product components.

3 Defined as the results of changes in personal income caused by direct and indirect effects. Businesses experiencing changes in revenue from the direct and indirect effects will subsequently alter payroll
expenditures (e.g., by hiring more employees, increasing payroll hours, raising salaries, etc.). Households will, in turn, change amounts spent at local businesses. The induced effect is a measure of the resulting

change in purchases by households from businesses within a given region. 20

12/5/2018
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wmal Florence — State Funding

* General Assembly transferred close to $850 million
into the Hurricane Florence Disaster Recovery Fund

* Currently, close to $755 million has been

appropriated
Savings Reserve $756,500,000
Highway Fund $65,000,000
Education Lottery Reserve $25,000,000
Dredging Fund $2,000,000
S.L. 2016-124 funds $930,477
Total Availability $849,430,477

21

wmga Florence — Federal Funding

* North Carolina is anticipating $2.5 billion in federal funds
from FEMA, HUD, US DOT, and Small Business Administration

* Governor made an additional request for $6.3 billion in
federal funding on November 28th

US Dept. of Housing and Urban Development

US Dept. of Agriculture

US Army Corps of Engineers

US Dept. of Commerce

US Dept. of Health and Human Services
US Dept. of Education

US Dept. of Interior

Total

$2,937
$920
$1,764
$320
$200
$100
S50
$6,291

22
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FY 2019-21 Budget Outlook

23

wmga Policy Environment

Previously Enacted Major Tax Changes Effective 1/1/19

* Individual income tax rate reduced from 5.499% to 5.25%
 Standard deduction will increase from $17,500 to $20,000 (MFJ)

* Corporate income tax rate reduced from 3.0% to 2.5%

 Estimated impact of -5410M in FY 2018-19 and -$1.02B in FY 2019-20

Wayfair Decision

* Recent U.S. Supreme Court decision on collections of sales tax from out-of-
state sellers

» Estimated sales tax revenue increase of at least $100M in FY 2018-19 and
more in FY 2019-20

Base Budget

* Phased class-size reduction, additional NC Pre-K slots, and Opportunity
Scholarships will increase base budget by $80M each year of biennium

24
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e a4 Revenues Based on Historical Growth

Tax Changes Reduce Projected Revenue Growth Into Next Biennium

Billions of Current-Year Dollars
26

b 25.68
Revenue Projection at 20-Year >
- Average Growth Rate (4.0%)
Plus Preliminary Wayfair +4.0%
$24.6B
+2.29
24 +2.0%_=523.98
$23.68 s% Certified FY 2018-19
+4.2% Revenues
23
Actual Revenues $22.68
2 $22.28°  +2.1%
3.3%
$21.48 *
21
FY 2015 FY 2016 FY 2017 FY 2018 FY 2019 FY 2020 FY 2021

Source: OSBM data and projoctions.

25

wm g Budget Pressures for FY 2019-21

* Statutory requirements and enrollment growth in key programs
(Medicaid, education)

* Required contributions to pension fund and State Health Plan

* Top Ten Educated State: Improving Student Outcomes — each 1% increase

in funding requires $140M
» Teachers and Principals Pay Plan Adjustments — each 1% = $75M
* State Employee pay (1% = $85M); Retiree COLA (1% = $50M)

* Workforce, Rural Economic Development, and Business Innovation needs

* Information technology / capital improvements

26

12/5/2018

13



OSBM Updates

27
wmme OSBM Reorganization Efforts

Our goal was to:

* Create greater emphasis on data-driven, evidence-
based budgeting and programs

* Increase our focus on strategic and executive level
budget issues

e Reduce routine and non value add transactions and
streamline processes

* Improve customer service to agencies/campuses

12/5/2018
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wmma OSBM Reorganization Efforts

Budget Development and

Budget Execution Section Performance Evaluation Sections

* Interprets statutes/session laws and * Develops Governor’s budget

develops policies to guide agencies recommendations

* Meets with agency leadership to resolve
complex/high-profile budget execution
issues

* Conducts objective analysis and
develops options to support

. L —) Governor’s priorities
* Reviews and approves revisions to the

budget * Reviews and analyzes agency

* Ensures a balanced budget by monitoring programs (e.g., performance/
expenditures and approving allotments effectiveness, alternatives analysis)

¢ Conducts closeout and carryforward « Meets with agency leadership to

* Leads budget execution improvement review programs and priorities
initiatives

* Conducts budget certification
* Conducts Base Budget Development

Process
29

) OSBM - ADVANCE Framework

ADVAJleE @ &

Fostering a culture of statewide organizational excellence.

* Aligning strategic planning, performance tools, and the
budget process

* Championing the use of data and evidence in state
government

* Improving outcomes for North Carolinians by piloting
innovative tools and sharing best practices

30

12/5/2018
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@ ADVANCE — Fostering a culture of organizational excellence

What we have accomplished:

e Researched and adopted best practices from
leading states in performance management

¢ Increased the use of data and evidence in the
budget process with revamped budget
instructions

e Conducted three trainings on planning and
performance for over 200 state agency leaders

* Developed the Systems Analysis pilot
performance initiative

@ ADVANCE — Fostering a culture of organizational excellence

What we are working on:

® Assessing how OSBM can continue to
partner with state agencies and be a value
add

¢ Providing agencies customized strategic
planning feedback and assistance

¢ Developing a new annual strategic planning
cycle that aligns to the budget process

¢ Piloting Systems Analysis in OSBM and just
launched with the Department of Labor

32
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@ ADVANCE — Fostering a culture of organizational excellence

What’s to come in 2019:

* Provide more strategic planning and
performance related trainings throughout
the year

» Host best practice sharing sessions and

opportunities for inter-agency collaboration
e Continue to pilot and test innovative tools
like Systems Analysis
e Communicate this work to the General
Assembly

33

@ Pew — Results First

* Uses rigorous program evaluations and benefit cost
analyses to identify high-return program
investments

* Informs budget and policy decisions to improve
societal outcomes and maximize the value of
taxpayer dollars

* Complements other tools such as performance
evaluation, strategic planning, and budgeting

34
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mad Pew - Results First Five-Step Process

Match Programs to
Available Evidence Analyze Results

S

Create an Inventory of Conduct Benefit- Inform Stakeholders
Current Programs Cost Analysis

35
mmga Pew - Results First Policy Areas

. Adult
e Results First work

Criminal
spans several policy Justice Child Well-
areas. A typical policy being

area takes about 6-12
months to complete. Workforce

* First policy areais in Substance
child and family ABUSE General
health. Prevention
. Juvenile
* Second policy area Justice
will be in juvenile
justice.
Health

12/5/2018
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mmg Results First and Abvance Work Together

These initiatives are complementary

Results First answers:
* Are our programs the most effective options?
* Do the benefits provided outweigh the costs?

ADVANCE answers:
* Are we seeing the expected benefits?
* How do we continue to improve our programs?

37

~

* North Carolina’s economy is growing faster than rest of
the nation, but employment and wage growth are uneven

* North Carolina’s population continues to increase,
primarily in the state’s urban and suburban areas

* Recent tax and budget policy changes will result in tight
budgets in the 2019-21 biennium

* Recovery from Hurricane Florence will require substantial
state and federal resources in the coming years

* OSBM reorganized to improve customer service and focus
on strategies to ensure the state gets the most “bang for
its buck”

38
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Charlie Perusse
State Budget Director
Office of State Budget and Management
osbm.nc.gov
919-807-4717

39
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