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/ . INTRODUCTION 

The impact of the Great Recession on Nevada's economy — and revenues — could 
hardly be more severe. Nevada's workforce is 12% below peak and more than 20% 
below historical trend. Unemployment is at an all time high. Wages dropped 14.3% 
since 2007, the steepest decline since World War II. Home prices plummeted by more 
than half, devastating Nevadans' wealth. Our state continues to be at the top of the 
chart for bad economic news. 

• Nevada is number one in foreclosures, with a rate four times the national average. One in 
ten Nevada housing units received at least one foreclosure filing in 2009. 

• Nevada is number one in home price decline. The third quarter plunge in Nevada home 
prices was 24.5% — more than six times the national average of 3.8%. Nevada's 
imploding housing bubble is devastating the state's construction sector, which has con­
tracted by more than 45% — a loss of 66,600 jobs. 

• Nevada is number one in falling payrolls. Payrolls in the Silver State in third quarter 2009 
plunged 8.6%, more than double the national average decline of 3.5%. 

• Nevada is number one in employment decline, down nearly 9% compared with one year 
earlier, and almost 40% bigger than second-ranked Idaho. 

• Nevada is number two — barely — in falling personal income. Third quarter 2009 was 
4.6% lower than 2008, three one-hundredth percentage points smaller than the biggest 
drop, posted by Alaska. 

• Nevada's unemployment rate is 12.3%, third highest behind Michigan and Rhode Island. 
Nevada's rate has improved slightly in recent months as people give up looking for jobs 
and fall out of the labor force. 

Most of Nevada's General Fund revenues depend on discretionary spending from 
both visitors and our state's residents. Unfortunately, consumer spending is falling 
at a pace not seen since the oil crisis of the early 1970's. The savings rate is up. 
Consumer confidence is at a near-record low. Household wealth evaporated as home 
and stock prices plummeted. The economy continues to shed jobs. 

Consumer credit has contracted for ten straight months, the longest stretch since 
records began in 1943, reflecting tight credit markets and consumers less willing to 
take on additional debt. In November, total borrowing dropped by $17.5 billion — the 
largest drop in total credit and borrowing on credit cards in almost seven decades. 
Many banks, hit by the worst financial crisis since the 1930's, have tightened lending 
standards so even consumers wanting to borrow find it hard. 

The Brookings Institution, a nonprofit, nonpartisan public policy organization, 
reported this month that most economists think the Great Recession, which began in 
December 2007, ended sometime mid-year 2009. This belief is based in part on the 
observed 2.2% annualized rate of growth in third-quarter 2009 U.S. gross domestic 
product, coupled with reports that national housing prices are rising. 

The Budget and Planning Division continues to anticipate an initially weak Nevada 
recovery, beginning in fiscal year 2011. Until the national recovery gains traction — 
and consumers are again willing to open their wallets — Nevada's tourist dependent 
economy will remain under strain. However, increasingly pessimistic data, a switch 
to Economy.com for the national economic forecast, and refinement of the econo-
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The revenue forecast 
is based on economic 
conditions with 
considerable downside 
risk. 

metric models have all contributed to a lower Budget and Planning Division General 
Fund forecast. 

This revenue forecast is based on economic conditions with considerable downside 
risk. Moody's Economy.com, which provided the national and state forecasts used for 
our predictions, states in the January 2010 Precis - U.S. Macro publication: 

TJfie risks to the spending outlook [for the United States) are sizable. With 
consumers lacking cash and confidence, the risks weigh to the downside... 
. The biggest risk comes from labor markets. The forecast is predicated on a 
gradual transition from layoffs to hiring. While it is clear that layoffs are mod­
erating significantly, and some leading indicators of hiring can be found, there 
is no sign businesses are increasing hiring plans. With consumer demand 
weak and both business and consumer confidence low, businesses could 
prove more reluctant than expected to begin hiring. Further large gains in 
productivity could facilitate this lack of hiring. Without hiring, wage income 
will lag expectations, confidence will not recover, and spending will not meet 
expectations. 

The problems in housing markets also remain severe and present a downside 
risk to the outlook. Continued large numbers of foreclosures are expected to 
result in modest additional house price declines and problems for housing-
related industries. However, if these problems are being underestimated, the 
implications for the outlook will be significant. A larger than anticipated wave 
of foreclosures from unsuccessful loan modifications or more consumers with 
negative equity in their homes choosing to walk away from them could pre­
cipitate such a decline. 

There are upside risks to the forecast.... If there is more additional fiscal 
stimulus or Federal Reserve intervention to lower mortgage rates than an­
ticipated, or if the existing stimulus, including mortgage modifications, prove 
more effective than expected, the economy could outperform, lifting jobs, 
income and spending." 

The details of the Budget and Planning Division's revenue projections are presented 
in the next chapters. Attachment J is a compilation of recent economic indicators, 
and Attachment 2 shows Moody's Nevada forecast as of December 2009. 
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2. GAMING PERCENTAGE FEE COLLECTIONS 

Background 

Nationally, consumer spending on restaurants and accommodations has declined 
more than at any time since records began in 1959. Spending on recreational services 
has also dropped substantially. Furthermore, as recently as 1990, casinos were legal 
in only three states — Nevada, New Jersey and South Dakota. Today, 20 states 
offer casino style gaming. This competition coupled with the changes in consumer 
spending translates into fewer and more frugal visitors to Nevada and results in steep 
declines in the state's gaming sector. 

State gaming revenue continues to contract. Inflation-adjusted drop — the total 
amount gamers bet at casinos — fell 7.6% in November compared with November 
2008, the 29th consecutive month of year-ovcr-year declines. Inflation-adjusted drop 
has fallen more than 30% below peak. The November year-over-year increase in 
gaming win — the amount of drop that casinos keep — occurred primarily because 
a 9.6% increase in the casinos' take from slots offset the 10.2% decline in coin-in. 
Without this offset, November's 4.3% increase in gaming win — the first increase in 
nearly two years — would have been a 1.4% decline. 

Plummeting win has translated into plummeting state revenues. Year-to-date, gaming 
percentage fee collections arc S21 million below the budgeted amount. 

Taxable gaming revenue is not completely synonymous with casino win, and can 
be higher or lower than win. It represents that portion of win that is taxable after 
taking into account a variety of adjustments including the amount of player credit 
extended by gaming establishments and the amount of outstanding credit collected. 
In addition, gaming percentage fee collections can differ materially from the percent­
age fees due if payments arc not received by the Gaming Control Board in a timely 
manner. 

Detailed gaming data for the most recent twelve month period is shown in Figure 1. 

Forecast and Commentary 

Table 1 presents the Budget and Planning Division January 2010 forecast for percent­
age fee collections by fiscal year and by quarter. The amounts forecast for fiscal years 
2010 and 2011 are lower than the Division's May 2009 forecast. The projections show 
a gradual stabilization in the state's gaming percentage fee collections, but no signifi­
cant growth is anticipated until fiscal year 2012. The forecast reflects the view that 
consumers arc now unwilling and unable to borrow and spend as they have in the 
recent past, and that they will remain unwilling to do so for several years to come. 

As is the case for most General Fund revenue streams, gaming collections continue 
to be impacted by state and national economic conditions and consumers' lack of dis­
cretionary spending. We are anticipating near-term worsening economic conditions, 
both at the national and state levels. Declines in visitor volume, coupled with lower 
amounts played per visitor, are both contributing to the fall in gaming percentage fee 
collections. Although Las Vegas visitor volume has begun to increase, there is not 
yet a commensurate increase in drop. If anything, our visitors are more thrifty than 

Inflation-adjusted drop 
fell 7.6% In November, 
the 29th consecutive 
month of year-over-year 
declines. 

No significant growth is 
anticipated until fiscal 
year 2012. 
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