





flat through October 2008, but since then has also been declining rapidly.
Heavy construction is also in decline. The federal stimulus package has yet to
affect construction activity in any significant way.

As is the case nationally, single-family housing permits in the state seem to
be leveling off but multi-family housing is hitting new lows. Vacancies in both
renter and owner occupied dwellings have been steadily increasing, and
housing prices continue to fall. We don’t expect construction employment to
hit bottom until late in 2010. Many of the jobs created during the boom in this
sector have gone away for good.

Washington’s personal income growth is likely to be negative in calendar year
2009. While, this is mainly due to the loss of so many jobs, the bad economy
will also restrain wage growth for those who keep their jobs. The tax cuts and
increased transfer payments in the stimulus package will keep disposable
personal income growth slightly positive in 2009.

Inflation appears to be moderating in the Seattle area as rents and imputed
rents flatten out. Core inflation in Seattle averaged only 0.9% (annual rate)
during the first four months of 2009 compared to 3.6% for all twelve months
of 2008. We expect core inflation in the Seattle area will be 0.4% for all of
2009.

Revenue collections since our March forecast have been weaker than
predicted. However, in the three months for which have collection data, we
are an estimated USD 10 million below target, mainly because of a large
positive variance in last month’s property tax collection. The recovery in
revenue will lag the recovery in economic activity because consumers need to
be more confident of their economic circumstances before they increase their
spending levels. We'll have more on this at our June 18, 2009 meeting.

Downside Risks: 15% probability

Downside risks have diminished considerably since our March forecast, but
remain significant and outweigh upside risks.

The biggest risk still remains the health of the nation’s banking system. Banks
were profitable in the first quarter after a long series of losses. However, toxic
assets based on housing values still remain on bank balance sheets, and not
all the losses have yet been recognized. The treasury’s plan to clean bank
balance sheets appears to have run into a hitch. Now banks are faced with
the prospect of having to grow their earnings enough to cover the losses from
these assets. This will slow down the recovery.

Housing prices are still declining, and that makes it harder to value the toxic
assets on bank balance sheets or for banks to recognize the losses.

The global economy is in recession, and Washington is a trade dependant
state. Exports will support our recovery only late in the cycle, because our
customers’ economies tend to recover with a six-month lag to the nation’s.



Fears of deflation have eased. But with the amount of liquidity that has been
pumped into the economy, there is always a risk of inflation. However,
inflation expectations are “well anchored,” which means the risk of inflation is
low, even with the injection of liquidity. If expectations become “unanchored”
and we get an uptick in inflationary pressures, then the Federal Reserve may
be compelled to raise interest rates earlier than planned, further slowing the
recovery,

Policy errors.

Upside Risks: 10% probability

The banking sector returns to health sooner than expected.

Consumer and business confidence returns earlier than expected. It is hard to
predict when market psychology changes following a crash, and what triggers
that change. Our baseline expects a gradual return of confidence at the same
pace as the economy. If confidence returns quicker, the recovery will come
quicker.

Commodity prices do not strengthen too fast as the recovery gets underway.

Good policy.
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Higher Education Funding Cycle

The attached charts illustrate the relationship between state funding for public higher education
institutions and the tuition increases experienced by resident undergraduates attending those
institutions. Biennia in which recessions occur are shaded. These charts are aggregated by
sector of institution.

Chart 1: Research Institutions
Chart 2: Comprehensive Institutions

Chart 3: Community and Technical Colleges

In general, for all three sectors, when state funds decrease due to economic recession, tuition
increases. This represents an increasing offset of the cost of instruction from state support to
tuition revenue.

In constant FY 1980 dollars, funding per student for public baccalaureate institutions peaked in
the 1989-91 biennium, while community and technical college funding per student has recovered
from the same kind of significant declines.

From 1979-81 to 2005-07, state funding is shown as Near General Fund-State actual
expenditures. State funding for the current and next biennium is shown at current enacted
appropriations levels. All dollar amounts are have been adjusted by the implicit price deflator to
FY 1980 dollars and represent funding per budgeted full-time equivalent student enroliment.

Resident undergraduate tuition increases are shown as the biennial average of actual resident
undergraduate tuition increases. Tuition increases in 2009-11 are show as the biennial average
of the maximum possible tuition increases, and not final institution tuition rates.



Chart 1

Research Institutions

IPD Adjusted State Biennial Funding Per Budgeted FTE for Higher Education as Compared to

Average Biennial Resident Undergraduate Tuition Rate Increase
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Chart 2

Comprehensive Institutions

IPD Adjusted State Biennial Funding Per Budgeted FTE for Higher Education as Compared to

Average Biennial Resident Undergraduate Tuition Rate Increase
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Chart 3

Community and Technical Colleges

IPD Adjusted State Biennial Funding Per Budgeted FTE for Higher Education as Compared to

Average Biennial Resident Undergraduate Tuition Rate Increase
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