
 

 

   

OSPB Summer Economic Outlook, August 2018 

Executive Summary 

In December 2017, while finalizing the economic forecast underlying the FY 2019 Executive Budget, 
OSPB saw reasons for optimism on the horizon, but believed – based on the best national data available 
at the time – slowing employment growth necessitated assuming slower revenue growth in the 
upcoming fiscal year. By late March, that opinion was clearly no longer current. 

Conditions today have changed dramatically, both for Arizona and the nation. All major indicators now 
suggest a significant improvement in the rate of economic growth since approximately the end of 2017. 
Further, revisions to historical data series by the Bureau of Labor Statistics (BLS) have revealed that a 
bad sample produced overly pessimistic figures for Arizona’s employment growth, largely responsible 
for depressing OSPB revenue estimates, which resulted in a forecast that did not anticipate the FY 2018 
revenue surge. According to revised BLS estimates, employment growth for Arizona was 2.1% in 2017, 
or 61% faster than under the December data. 

After averaging just 2.2% per year since the end of the Recession, current indicators suggest an 
imminent return to Real Gross Domestic Product (RGPD) growth rates of over 3.0%. According to the 
Federal Reserve Bank of Atlanta’s GDPNow indicator, Q3 2018 growth should be 4.3%. Revised forecasts 
from both the Congressional Budget Office and IHS Global Insight project growth of at least 3.0% in 2018 
and 2019. OSPB’s own internal estimates support a range of 3.0-3.5%. All parties agree that the recently 
enacted federal Tax Cuts and Jobs Act is at least partially responsible for the improvement. 

Finally, OSPB considers that rising personal incomes and wages – strengthened by a tightening labor 
market, faster economic growth, and moderate inflation – are supporting a resurgent consumer, which 
in turn is fueling robust growth in State tax revenues. Sentiment surveys suggest a consumer at or near 
the highest confidence levels seen in the past two economic expansions. Through June, ongoing General 
Fund revenues are up 7.1%, and are more than $120 million over the recently enacted budget forecast. 
These data provide a strong foundation to support the Governor’s spending commitments for the next 
three years. 

While prospects for the next 12-18 months are strong, OSPB is more cautious about the economy 
beyond that period. This 107-month expansion cycle looked stable when growth was tepid; in the face 
of unexpected acceleration, the possibility of a return to a more normal business cycle looms.  

While consumers remain confident due to rising incomes, there is a marked divergence in the data when 
consumers talk about future inflation and interest rate expectations. Sustained by the Federal Reserve, 
higher future interest rates and prices could eventually offset favorable job and income prospects, 
leading to a tightening that could slow both the economic expansion and the growth in tax revenue. 

OSPB will continue to monitor these indicators to ensure that the State is prepared for any changes, 
supported by a conservative budget posture and significant cash reserves. 
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