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Budget Overview
Governor Easley’s Budget Goals
The Governor’s budget supports three major goals:
•
•
•

Maintaining the state’s historic commitment to education and making progress
through investment in the early grades;
Providing the foundation for long-term structural budget balance through
substantial budget reductions and budget process reforms; and
Improving the economy.

Governor Easley’s Strategic Plan for Budget Development
The Governor’s priorities, which guided budget development, included:
•
•
•
•
•
•
•

Expanding education opportunities, especially for children;
Protecting vital health and human services;
Preserving and enhancing our environment;
Making North Carolina’s communities safer;
Improving the economic well-being and quality of life for all North Carolinians;
Developing a structurally sound, balanced budget, without any new taxes;
Restraining the growth of state government; and
• Maintaining our conservative fiscal management practices, including replenishment
of the Rainy Day Fund and investments in maintenance of state facilities.

The Current Budget Climate
Through the first seven months of the current fiscal year, North Carolina is in the enviable
position of having its revenue collections exceed its projected forecast while expenditures were
below forecasted levels. To minimize any unforeseen budget issues, the Office of State Budget
and Management reduced allotments to state agencies early during the current fiscal year.
National observers have noted the state’s conservative revenue forecast and aggressive
confrontation of the budget problem as the basis for its current stable position.
The current stability does not translate into a comprehensive solution of ongoing budget issues.
The major challenges in preparing the FY 2003-05 budget stem from three primary sources:
l) the use by the General Assembly of approximately $400 million in one time revenue and
spending reductions to fund recurring operations in the FY 2002-03 legislatively approved
budget, 2) scheduled tax reductions in state sales and income taxes that would reduce revenues,
and 3) anticipated growth in spending due to increased enrollments at all levels of education,
increased health care costs for the Medicaid program and the State Employee Health Plan, and
increased debt service primarily to finance higher education facility construction.

There have been difficult decisions made and there will be reductions in most agencies’ budgets.
The quality and quantity of core services that will be delivered by the agencies will not be
seriously affected. While it most certainly will be challenging, the State’s agency heads have
proven that they are capable managers and will continue to provide the highest level of services
for our citizens in an efficient manner.

Major Budget and Policy Issues
The spending recommendations contained in the Governor’s Biennium Budget are consistent
with his commitment to education. The Governor’s budget increases our investment in
education while reducing the size of state government. By any measure, state government is
smaller than it was when Governor Easley took office in 2001:
•

Dollars are smaller. The Easley 2003-04 General Fund budget will total $15 billion,
approximately the same amount as the 2001-02 budget presented to him over two years
ago.

•

State agencies are smaller. A majority of state government agencies have had their
budgets cut by double digit percentages since 2000-01.

•

The State workforce is smaller. Outside of education, the number of state employees
paid from the state’s general fund has been reduced by over 2,000 since 2000-01.

Budget discipline must continue. Short term measures to stabilize the state’s budgetary position
and long-term reforms will ensure that the state has the ability to make progress even in bad
economic times.
SHORT TERM DISCIPLINE.
Short term measures being utilized by the Governor in his budget development include:
1. Conservative revenue estimates.
North Carolina used the most conservative economic growth estimates in the nation last year. As
a result, the state is one of a very few to have no FY 2002-03 budget shortfall.
The Governor’s FY 2003-05 biennium budget uses economic growth estimates considerably
below the “most likely” economic scenario provided by Global Insight (formerly DRI-WEFA), a
nationally respected economic forecasting firm. Economic growth for FY 2003-04 is estimated
at 3.5%, one of the lowest in the last two decades in North Carolina.
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2. Substantial budget reductions.
The Governor’s budget reduces spending from continuation budget levels by $836 million in FY
2003-04 and $931 million in FY 2004-05. These reductions are beyond the $1 billion enacted in
September 2002 by the General Assembly. Since Governor Easley took office, the Governor has
recommended reductions in state spending totaling $1.944 billion.
3. Restoring reserves and protecting capital.
The Governor’s budget calls for $100 million to be deposited into the State’s Rainy Day Fund
and $50 million to be used for repairs and renovations of existing state facilities. The Rainy Day
Fund had been depleted and repairs and renovations delayed for two years due to the budget
situation.
LONG TERM DISCIPLINE.
The Governor also proposes long term measures to restore and promote structural budgetary
soundness into North Carolina’s budget process:
1. Cap on state spending linked to the economy.
In the last four years of the 1990’s, state spending increased over eight percent per year. In the
four years since, including FY 2003-04, state spending will increase by less than three percent
per year.
This boom-and-bust cycle of budgeting cannot continue. Governor Easley proposes capping
annual general fund spending growth at the ten-year average of personal income growth. A tenyear average gives a good picture of long-term trends, including economic booms and
slowdowns.
Revenues above the personal income growth cap would be deposited into the Rainy Day Fund,
which should have a balance over $700 million as outlined in the Executive Budget Act. The cap
for FY 2003-04 is approximately 5.9 %, and Governor Easley’s budget falls below the cap by
approximately $165 million.
2. Preventive health care.
Health care costs are the fastest growing part of the state’s budget. Governor Easley’s budget
will invest in prevention initiatives such as Carolina ACCESS, which will encourage preventive
care instead of emergency room care, and in wellness plans for the state workforce.
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3. Ongoing commitment to efficiency.
The Governor’s Commission to Promote Government Efficiency and Savings on State Spending
has issued a report with dozens of recommendations on how to make government more efficient.
By mid-February, state agencies had reviewed the recommendations and were constructing plans
(or offering alternatives) to implement the recommendations.
Private sector volunteers and state retirees have offered their time and talent in the pursuit of
implementing efficiencies. It is expected that information technology, personnel, consolidation
of administrative functions, and the elimination of programs and administrative processes that
are not part of agency core missions will be top priorities for review.
Governor Easley believes that, in the long run, North Carolina cannot cut or tax its way out of a
serious budget problem. It can only grow its way out. A healthy economy will lead to healthy
state revenue coffers and to fewer people who need government assistance.

Summary of Budget Recommendations
In building the budget, the Governor first reviewed continuation budget proposals from state
agencies. The FY 2003-05 continuation budget outlines the cost of providing the same level of
service in future years as was provided in the current budget year, with the exception of items
funded in the current year on a one-time basis. The FY 2003-04 continuation budget
recommendations would increase spending by $967 million. The primary sources of the increase
include Medicaid ($344 million), debt service ($176 million), public education ($144 million),
and prisons ($111 million). The gap between expected revenues and the proposed continuation
budget recommendations for FY 2003-04 totals $1.15 billion.
Governor Easley’s budget closes this gap by making budget reductions of $836 million to state
agencies and freezing the tax structure for an additional two years. In addition, the Governor
also recommends intercepting some payments from the national tobacco settlement and using
unspent monies available at the end of the current fiscal year.
The final budget recommendation is $15,032 million for FY 2003-04 and $15,612 million for FY
2004-05. The original budget plans provided to Governor Easley when he assumed office in
January 2001 were $14,996 million for FY 2001-02 and $15,681 million for FY 2002-03.
Governor Easley’s proposed budget for FY 2004-05 is less than the budget provided to him for
FY 2002-03.
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Expansion Budget Recommendations
The Governor proposes a modest expansion budget focused primarily on education and health
initiatives. This recommendation provides full funding of enrollment increases for the UNC
system ($46.6 million), private colleges and universities ($2.8 million), and the community
college system ($29.8 million) as well as additional financial aid for needy UNC students ($10.3
million). In addition, the Governor recommends providing funds for additional teachers to
reduce class size in the second grade and to support an additional 2,400 slots to prepare at-risk
four year olds for success in school through the More-at-Four Program. The Governor’s budget
also provides funds for the annual step increase for public school teachers ($48.1 million) and for
ABC bonuses earned in the 2002-03 school year ($101 million).
The Governor’s budget recommends additional funding for Health Choice, which will allow all
eligible children to receive health care insurance. In addition, expansion funds are recommended
for the Mental Health Trust Fund to facilitate the progress toward mental health reform and the
ACCESS program to promote less expensive, preventive care to Medicaid recipients. The
Governor’s budget also provides funds to promote public health initiatives statewide as well as
additional child abuse and neglect investigation teams to help regulate child care providers.
The Governor’s budget provides over $200 million in FY 2003-04 to support employee benefit
programs. Specifically, this proposal recommends a 1.6% pay increase for state employees not
included on the teacher salary schedule, as well as an additional 0.5% pay increase for
community college faculty and professional staff. In addition, the State Health Plan will receive
funds to cover increased state employees’ and retirees’ related health care costs. The budget also
begins repayment of the funds withheld from the Retirement System in 2000-01 due to the
budget crisis. Finally, the Governor’s budget recommends and supports a 1.5% cost-of-living
adjustment for state government retirees.

Opportunities through Education
Under the Governor’s leadership, the education opportunity for North Carolinians is significantly
greater than it has been in the past. Enrollment at all levels of North Carolina’s education system
has increased by 75,000 since FY 2000-01. While state agency spending (excluding the
federally mandated Medicaid program) has actually decreased by $190 million since 2000-01,
education investment from pre-kindergarten through the university is up by approximately $412
million.
Governor Easley’s More-at-Four initiative will serve 10,000 four year olds in FY 2003-04.
During the past two years, the number of children in kindergarten and first grade public school
classes has been reduced to a ratio of 1:18. Continuing this initiative, class size will be reduced
in second and third grades over the next two years.
North Carolina’s progress in its public schools has been recognized by many national leaders and
several national publications. The Governor’s FY 2003-05 biennium budget seeks to provide the
support and leadership to continue this progress in significant ways.
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North Carolina’s Public Schools
North Carolina is a growing state, especially in its elementary and high school populations. The
Governor’s budget provides full funding for the anticipated growth of 1.5% in FY 2003-04 and
3.1% in FY 2004-05 in the average daily membership (ADM) of our schools.
Recognizing the importance of a good foundation for learning, this budget continues earlier
initiatives to reduce class size in the early elementary grades, by extending class size reduction to
the second grade to 1:18.
Academic progress is one objective measure of the impact of teachers on students’ lives. The
Governor’s budget rewards excellence by recommending an increase in the total annual bonus a
teacher can receive for student academic performance from $1,500 to $1,800.
Incorporating new federal accountability standards into the existing bonus program, the
Governor’s budget also includes bonus funds combined with other funds for achieving adequate
yearly progress based on federal standards (No Child Left Behind Act of 2001).
In an effort to manage the teacher shortage and the impact it has on the education of North
Carolina’s children, the Governor’s budget continues to provide teachers with professional pay
for professional services by including funding for salary step increases as planned.
Addressing concerns expressed by the courts and low wealth school systems, the Governor’s
budget provides funds for professional assistance to work with these systems to identify
strategies that will improve their ability to provide sound educational opportunities.
Due to prior year budget constraints, school systems had been unable to replace school buses,
and a shortage was developing. The Governor’s budget recommends a lease-purchase
arrangement which enables school systems to obtain over 60% of required buses they need at
this time, rather than waiting until full purchase price funding is available.
Factoring ADM growth into the base enables school systems to purchase the necessary tools
(texts, instructional supplies) for all students. In addition, the Governor’s budget builds in
inflationary increases to reflect the higher costs of purchasing such materials.
The reductions made at the state level involve non-instructional categories.
Local school systems will once again be given management flexibility to determine where best to
make other reductions based on their knowledge of their administrative and non-instructional
operating budgets and local needs. The State Board of Education will have a year to determine
what permanent adjustments in the formula should be made.
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The Community College System
The Community College System is comprised of 59 institutions, with facilities in 88 counties,
and serves all of the state’s 100 counties. The Community College System occupies a unique
place in the educational continuum for North Carolina; it offers traditional academic post
secondary courses that lead to associate degrees and/or bridge to four year degrees, and it offers
technical training that supports the state’s industry.
North Carolina continues to grow, and with the recent downturn in the economy, growth in the
community colleges has been historic. The Governor’s budget provides full funding for the
anticipated growth of 5.74% in the number of full time equivalent students in all program areas.
In times of economic uncertainty, the role of the community college is critical, providing lowcost post secondary education that helps people who have lost jobs and need additional training
for new jobs. To ensure full access to the educational offerings, full funding of need based
financial aid will continue through the use of interest earnings from the Escheats Fund.
Despite challenging economic times, the Governor’s budget recognizes the need to improve the
pay for community college faculty and professional staff. The Governor’s budget includes
funding for salary increases both years, in addition to the increase they will receive as part of the
proposed state employee pay increase.
The Governor’s budget funds those summer programs that address high priority occupational
needs of the state, including health sciences, early childhood education, and business technology.
This will that ensure these programs can be offered year-round and provide workers where North
Carolina has the greatest need.
The reductions made at the state level involve non-instructional categories and optional programs
only.
The Governor’s budget provides local community colleges with management flexibility to
determine where best to make reductions that do not directly affect the classroom. The State
Board of Community Colleges will have a year to determine what permanent adjustments in the
formula are required.
University of North Carolina System
The growth in the University of North Carolina System has been dramatic. The Governor’s
budget provides full funding for the anticipated growth of 4.05% in the number of full time
equivalent students in all program areas.
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The importance of continuing to provide access to qualified students, regardless of financial
ability, is important in the development of our intellectual capital. To ensure students’ full
access to the educational offerings, full funding of need based financial aid for both current and
projected new requirements is proposed through the use of interest earnings from the Escheats
Fund and General Fund appropriations. This applies to all need-based financial aid for our state
institutions and for the state financial aid given to North Carolina students in private colleges.
The Governor’s budget achieves a balance between proposed reductions and expansions for the
University System. The Governor’s recommendations ensure the broadest possible access to the
University while minimizing the direct effect on the classroom and other activities that are part
of the University’s core mission.
The Governor’s budget provides $46.6 million for enrollment growth and includes no tuition
increases to help with savings. In addition, the Governor’s budget recommends full funding for
need based scholarships from a combination of Escheat funds and General Funds and increases
the amount available by an additional $10.3 million. The Governor’s budget also provides some
continuation growth for most of the items requested by the constituent institutions and the
General Administration. This will provide funding for the periodic replacement of equipment
needed to teach and vehicles needed in campus operations.
In 1999, the citizens of the State approved a bond referendum to provide funding for capital
improvements for the University of North Carolina and the Community Colleges. These
buildings are being completed and some funding has been included in this budget to pay for
operating costs and related staff support for the University’s new facilities, many of which are
classroom, laboratory, and related types of facilities. Additional debt service for the university
bond program for FY 2003-04 is $35 million and $75 million for FY 2004-05.
Individual campuses will once again be given the management flexibility to determine where
best to make reductions that do not harm the classroom. An equivalent reduction in the amount
allocated through the legislative tuition grant program for North Carolina students attending
private colleges is also included.
To minimize the impact of reductions on regular instructional operations, savings were achieved
by reducing the level of inflationary and replacement increases, and in the funds allocated to
operate the new buildings.

Protecting Vital Health and Human Services
Governor Easley’s budget clearly invests in the health and safety of children and continues the
commitment to build a system of education in North Carolina that gives every child opportunity
to succeed, regardless of geographic location or economic condition. The Governor’s budget
expands health care for vulnerable children and provides high quality pre-kindergarten
opportunities for four-year old children who are at risk for school failure.
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The Governor’s budget increases the capacity of the More-at-Four pre-kindergarten program by
$8.6 million in FY 2003-04 to serve 10,000 children at risk for school failure who do not receive
services in other programs.
It also expands the North Carolina Health Choice program by $13 million in FY 2003-04 and
$19.1 million in FY 2004-05 to serve 105,000 children. Other recommendations identified in the
Institute of Medicine report commissioned by Secretary Carmen Hooker Odom are included to
ensure that health care services are provided to as many children as possible.
The Governor’s budget expands the ACCESS program by $1.4 million in FY 2003-04 and $3.7
million in FY 2004-05 to ensure that children enrolled in N.C. Health Choice and all Medicaid
recipients receive primary and preventive health care.
The numbers of child abuse/neglect teams who investigate complaints of the abuse or neglect of
children enrolled in child day care facilities are increased in the Governor’s budget by $613,000
in FY 2003-04 and $807,000 in FY 2004-05. This will protect children and further ensure that
illegal child care providers are closed.
The Governor’s budget recognizes the importance, even in difficult economic times, of
preserving and protecting to the greatest extent possible the health and social services systems
that serve vulnerable citizens throughout the state. In times of economic difficulty, the health
care and social services systems are the safety net for an increasing number of people. This
budget takes great care to minimize the impact of necessary reductions in state spending on
vulnerable populations.
Medicaid projections for substantial increases have declined from expected FY 2002-03 levels.
For the present, over half of the total reduction in the Department is gained by basing the need
for additional appropriations to support Medicaid in the FY 2003-05 biennium on the most
recent (February 2003) actual expenditures in the program and by adjusting the base population
to more accurately reflect actual numbers being served in FY 2002-03. This adjustment has no
adverse effect on Medicaid recipients and reflects projections made quarterly on the most recent
expenditure information. The Governor’s budget reflects further reductions in Medicaid that are
expected as the Department continues to pursue cost containment measures in prescription drug
coverage and efficient processing of claims.
Governor Easley has protected education to the greatest extent possible, while generating
necessary reductions in state spending. Budget reductions are recommended in Smart Start local
partnership funds that are consistent with budget adjustments in education overall.
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The Governor's budget, though recommending a reduction in state support of the Area Mental
Health Programs, places renewed emphasis on providing services to the most needy and
investing in the future of the mental health system. Specifically, the Area Mental Health
Programs are recommended for a $20 million reduction in each year of the biennium. These
programs have experienced a 65% increase, from $192.7 million to $318.2 million, in total
Medicaid reimbursed services from FY 2000 to FY 2002. Another significant increase is
included in the Medicaid projections for FY 2004. In addition, the Governor’s budget
recommends $10 million in non-recurring funds for the Mental Health Trust Fund to continue
community-based services initiatives.
Governor Easley’s budget maximizes federal and other receipts to sustain vital public health
programs such as child immunizations, Sickle Cell, pediatric care clinics, the State Center for
Health Statistics and others.

Economic Development for Our Future
Governor Easley’s budget improves the economic well being and quality of life for all North
Carolinians. It includes strategies to stimulate the state’s economy in the short term and maintain
competitiveness in the long-term. These strategies include:
1. Improving infrastructure.
The Governor’s budget provides resources to support the Moving Ahead! Transportation
initiative, completion of the Wilmington port harbor deepening by the end of 2003, ongoing debt
service on schedule for university and community college facilities, and new support for facility
repairs and renovations.
Governor Easley will also support the immediate creation by the General Assembly of an
Education Lottery Fund. This will take place outside the Governor’s proposed budget. In the
first year, a portion of the net proceeds from the Education Lottery would go to public school
construction. These new monies, would increase employment substantially and provide relief
from the property tax base.
Together, these capital investments will lead to over 100,000 jobs, many related to the
construction of these items.
2. Keeping taxes low.
Unlike many of his colleagues in state capitals across the country, Governor Easley will not
propose additional tax increases to balance his budget. He will, however, recommend that the
planned tax cuts be delayed in order to help the state restore its budgetary position to positive.
North Carolina currently ranks 37th in the nation in combined state-local tax burden as a
percentage of income, according to the latest United States Census data.
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3. Protecting crucial tools for economic development.
The Golden LEAF Foundation and the One North Carolina Fund are unique resources for the
state’s economic development. Golden LEAF has engaged in a biotechnology initiative to
capitalize on North Carolina’s position as a leader in that industry. The One North Carolina
Fund gives the state the ability to provide efficient and transparent incentives at the margin to
encourage new or expanded investment in our state. The Governor’s budget protects these key
initiatives.

Prudent Management of General Government and Natural and Economic
Resources Agencies
Making state government more efficient and effective has been a top priority for the Governor
throughout his Administration.
The Governor’s FY 2003-05 Continuation Budget for the agencies in the General Government
budget area is $324 million for FY 2003-04 and $328 million for FY 2004-05. These agencies
operate the state’s facilities, manage the state’s personnel, and administer the financial and
cultural resources activities. Recommended budget reductions for the FY 2003-05 biennium are
in excess of $17 million each year.
The Expansion Budget for General Government includes $5 million for the required state match
for the Help America Vote Act of 2002. These matching funds will bring $84 million in federal
funds to North Carolina. The State Board of Elections will use these funds to replace punch-card
voting systems and lever voting machines, and to establish the Election Assistance Commission.
North Carolina’s Natural and Economic Resource agencies include the departments of
Agriculture, Labor, Commerce and Environment and Natural Resources. The FY 2003-05
Continuation Budget for Natural and Economic Resources is approximately $380 million.
The Governor has recommended $500,000 for start-up funding for Express Permitting in the
Department of Environment and Natural Resources. Using this new approach, the department
will continue to protect the environment but be able to expedite the issuance of permits and
certification reviews for land disturbing activities.
In response to recent terror alerts, the Department of Agriculture and Consumer Service’s budget
includes funding to operate a newly constructed Biohazard Security Level III lab.
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Public Safety for Our Citizens
The safety of North Carolina’s citizens is of paramount importance. The principal state
departments responsible for public safety include the Departments of Correction, Crime Control
and Public Safety, Juvenile Justice and Delinquency Prevention, and Justice as well as the
Judicial Branch including the Administrative Office of the Courts and the Office of Indigent
Defense Services. These departments and agencies protect and serve our citizens by providing a
variety of services including:
•
•
•
•
•

Supervision and treatment of criminal offenders through incarceration, probation or
parole;
Preparedness and response to natural disasters;
Prevention and intervention strategies to deal with juvenile crime;
Statewide court system; and,
Law enforcement services related to the investigation of criminal and civil activities,
alcohol crimes, and traffic-related laws.

The Governor’s recommended budget for the Justice and Public Safety agencies totals
approximately $1.55 billion for each year of the FY 2003-2005 biennium. Of the $1.55 billion,
the Department of Correction’s recommended budget is $941 million. The most significant
increase is associated with the operational costs required by the opening of three new 1,000 bed
prison facilities. The Governor’s budget also recommends additional funding to support
community and sex-offender beds for juveniles. The Governor’s budget also provides additional
funding for the Department of Justice to expand the DNA testing capability for rape kits at the
State Bureau of Investigation’s Crime Lab. Currently, there are over 20,000 untested rape kits at
local law enforcement agencies across North Carolina. These funds will greatly reduce the
backlog of untested kits and allow for quicker prosecution of these cases.

Protecting the Public’s Purse
Prudent management of state agencies and resources implies conservative budgeting and fiscal
management, good program management, and accountability for results. Prudent budgetary and
fiscal management begins with a structurally sound budget; that is, a budget where growth in
spending to maintain current services is consistent with the growth of taxes and other revenue
sources. While addressing the revenue shortfalls of the last two years, Governor Easley has
implemented a continuing budget process that will insure both fiscal and structural integrity that
can be maintained under the scrutiny of the Legislature, the taxpayers, and the bond rating
agencies.
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Fiscal and budgetary accountability by themselves is not enough. Good government must be
accompanied by accountability for state agency program management and government
manager’s accountability for program results. To this end, Governor Easley is focusing on
results-oriented management in North Carolina State Government. The goals of this results
orientation include: the reduction of waste and abuse, the elimination of unneeded bureaucracy,
improved services to the taxpayer, and a leaner but more productive government. Resultsoriented management starts with a clear sense of mission, the delegation of authority and
responsibility, the replacement of regulations with incentives, the development of budgets based
on outcomes (results), the search for creative solutions, and, finally, the measurement of success.
Government managers will concentrate on and be accountable for program results, measure
those results, and, subsequently, report on those results. The Executive Management of North
Carolina State Government is committed to concentrating on achieving results in a prudent and
responsible way.

Summary of the State’s Economic Condition
Last fiscal year, Governor Easley managed a budgetary shortfall that exceeded $1.5 billion
primarily due to lower revenue collections. All around the nation, the states are experiencing
similar economic challenges. Fortunately, because of our conservative revenue estimates, North
Carolina remains slightly ahead of its targeted consensus collection projections. Through the
first seven months of the current fiscal year, North Carolina is in the enviable position of having
its revenue collections exceed its projected forecast, while expenditures were below forecasted
levels. For the remaining months of this fiscal year, barring a shock to the economy from some
unforeseen event, it is believed that North Carolina’s collections will remain slightly ahead of
projections and the state will be able to end the fiscal year with a surplus. National observers
have noted the state’s conservative revenue forecast and aggressive confrontation of the budget
problem as the basis for its current stable position.
The baseline forecast for North Carolina foresees the State improving in parallel with what will
be occurring throughout the nation. Total non-farm employment will increase by an average of
0.8% in 2003, with the unemployment rate slowly receding to 5.7% by year’s end. Mirroring
most of the 1980s and 1990s, the services sector will be the engine of job creation in North
Carolina, increasing by 2.7% in 2003.
The resumption of business equipment investment is a mixed blessing. New orders to North
Carolina equipment manufacturers will begin to recover. However, the resultant gains in
productivity blunt improvement in the state labor market condition. Productivity gains, along
with a continued shift toward offshore sites, point toward a continued reduction of manufacturing
jobs.
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North Carolina’s nominal personal income growth experienced an estimated 3.5% gain in 2002.
In 2003, the rate for North Carolina is projected to accelerate to 4.3%. North Carolina will see
continued economic improvement in FY 2004-05. Total non-farm employment growth jumps to
2.1% in 2004 and 1.9% in 2005. Although industrial output climbs at an average rate of 7.2% in
2004-05, the number of manufacturing jobs continues in a long-run downward trend, declining at
a 0.5% average rate. The upturn in new jobs will be concentrated in services, particularly in the
medical, educational, and travel-related sectors. State retail sales growth accelerates over the
forecast period, averaging 4.5%, or about two percent above the rate of consumer price inflation.
The North Carolina housing sector remains healthy, with new housing starts averaging 80,000
units annually during FY 2004-05.

Conclusion
The Governor’s budget is a responsible, conservative budget that promotes a “back to basics”
approach to budgeting the state’s revenues. It continues the Governor’s commitment to
education, health, the environment, economic development and our citizens’ safety. Timely
action on the Governor’s recommendations by the General Assembly is essential to their success.
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