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TENNESSEE MAY HAVE AN EXTRA
$3 BILLION TO BUDGET THIS YEAR

Revenues Are Up Despite Expectations They Would Fall
Governor Bill Lee will soon kick off Tennessee’s FY 2022 budget process by recommending a
revenue and spending plan for state lawmakers to consider. During this process, policymakers will
make changes to the current budget (FY 2021) and write a new budget for FY 2022, which starts July 1.
When lawmakers last passed a budget in June 2020 in the midst of the pandemic, there was
substantial uncertainty about how COVID-19 would affect state revenues. To date, collections have far
exceeded expectations. As a result, the governor’s upcoming budget recommendation could include
about $3.1 billion in additional funding. †

Revenue Collections Higher than Expected

Over the last year, consumer spending in Tennessee declined less and rebounded more swiftly
than in many other states (Figure 1). In late March 2020, consumer spending in Tennessee dropped
27% below January levels – compared to 32% nationally. Soon after, the state received billions in
federal aid designed to provide economic relief to citizens, businesses, and health care providers.
After federal stimulus payments and enhanced unemployment benefits began in mid-April,
Tennessee’s consumer spending rebounded close to pre-pandemic levels, while spending nationwide
remained down by about 16%. (1) (2) Meanwhile, prior changes to state law took effect in July 2020
that led the state to collect sales tax on more internet purchases. (3)

Figure 1. In 2020, Consumer Spending in Tennessee Declined Less
and Rebounded More Swiftly than in Many Other States
Consumer Spending Compared to January 2020 Levels
Initial Distribution of Fed. Stimulus Checks
& Enhanced Unemployment Benefits
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Source: Opportunity Insights Recovery Tracker (1) and Tennessee Department of Labor and Workforce
Development (2)
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Figure 2. Tennessee Tax Collections Are Higher than Expected and
on Track to Keep Growing
TN Department of Revenue General Fund Tax Collections - Actuals and Projections (FYs 2017-2022)
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As a result, the state’s tax collections significantly beat expectations and are on track to keep
growing (Figure 2). In June 2020, policymakers expected a 1.4% dip in General Fund collections† in
FY 2020 and another 2.8% drop in FY 2020. Instead, the state finished FY 2020 up 3.7%. The Funding
Board’s recommended range of revenue predictions for the governor’s upcoming budget proposal
anticipates that collections will continue to grow in FYs 2021 and 2022. (4) (5) (6) In fact, General Fund
collections for FY 2021 have already outpaced official year-to-date estimates by $716 million just five
months into the fiscal year. If revenues continue to grow at that rate, they could ultimately end up 5.0%
higher than FY 2020 levels. (7)
While consumer spending has been relatively strong compared to other states, Tennessee still
faces significant challenges from the health and economic fallout of the COVID-19 pandemic.
Unemployment among low-wage workers remains high, for example, and small business revenues
have not yet recovered. (1) Meanwhile, the virus' death toll in the state is approaching 10,000 people.
(4)

New Funds Could Reach $3.1 Billion
Compared to the current budget, the governor and state lawmakers may have about $3.1 billion
in additional General Fund revenue† to allocate this session (Figure 3). Based on the upper end of
the annual Funding Board ranges, this includes:
•
•
•

$476 million (non-recurring) from the FY 2020 surplus (8)
$1.1 billion (non-recurring) from projected FY 2021 collections above official budgeted
estimates (4)
$1.5 billion (recurring) from the increased FY 2021 base plus projected FY 2022 growth (4)

The FY 2021 $1.1 billion increase in available revenue will likely be treated as non-recurring
revenue even though the state expects to collect those funds in subsequent years. The $1.1
billion reflects a re-estimate of what the state expects to collect in the current year from recurring
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revenue sources (compared to the official July 1, 2020 revenue estimate). Policymakers and official
budget documents typically treat additional revenues from mid-year re-estimates like these as nonrecurring. They can, however, use those revenues to begin new recurring investments in FY 2021 that
they carry over into FY 2022, or they could use them on non-recurring purposes in FY 2021 and delay
any new recurring commitments until FY 2022. Meanwhile, the FY 2020 surplus is only available for
non-recurring purposes, and the FY 2022 revenue growth is recurring.
Some of this money has already been appropriated, but most remains available for the governor
and General Assembly to allocate. During the recent special legislative session on education, for
example, lawmakers appropriated $110 million of non-recurring funds for the current fiscal year. That
money will increase the state’s share of the school funding formula for teacher salaries and for other
activities to mitigate pandemic-related learning loss. (9)
A portion of recurring funds will also be needed to offset decisions made in June to ensure the
budget was balanced in the face of uncertain revenues. The June 2020 budget was balanced but
used some non-recurring actions to offset a projected $1 billion recurring revenue shortfall.
Policymakers will likely first apply re-estimated recurring revenues to bring recurring revenues and
spending into balance.

Figure 3. Compared to the Current Budget, Tennessee May Have an
Additional $3.1 Billion to Allocate This Year
Potential Availability of Additional TN Dept. of Revenue General Fund Tax Collections vs. Jun. 2020
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Estimates/projections represent the maximum growth under the State Funding Board’s FY 2021 and FY 2022
projection range.
Source: Analysis of information the State Funding Board (5) (6) and the TN Department of Finance and
Administration (8)
† This analysis focuses exclusively on the availability of revenues collected by the Tennessee Department of
Revenue and allocated to the General Fund based on actual collections, financial documents, and recent
projections. It does not reflect the potential effects of other year-end transactions (e.g. transfers between
funds, other General Fund revenue sources, etc.).

This brief was updated on Feb. 3, 2021 to note that policymakers may use some of these funds to get the
budget back into structural balance.
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