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• TISB: First 5-year review of state 
budget practices

• States graded in 5 areas: budget 
maneuvers, forecasting, reserves, 
legacy costs, transparency

• Which states were best-prepared 
for 2020 COVID-induced 
recession; implications for future 
performance

• NEW: New York: State of Debt
• COMING SOON: The $195 Billion 

Challenge

Truth and Integrity in Government Finance

https://www.volckeralliance.org/resources/new-york-state-debt
https://www.volckeralliance.org/publications/truth-and-integrity-state-budgeting-preparing-storm


US State & Local Finances-at-a-Glance

• States & localities provide ~80% of government 
infrastructure investment

• Capital and some O&M is funded via general 
funds, motor fuel taxes, federal grants & loans, 
and bond sales in the $4 trillion muni market, 
largely exempt from US and many state taxes.

• Borrowing for ongoing expenditures relatively 
rare lately but can create crises (Detroit, IL, PR, 
etc.)

• Federal government has very limited role in state 
& local budgeting practices

• 49 states require balanced budgets; no standard 
definition of “balanced,” however. Almost all 
state & local governments use cash budgeting 
(major exception: NYC)

• States cannot file for bankruptcy; many stabilizers 
but full “bailouts” unlikely

• State & local govts spend ~$4 trillion/yr, employ 
19.7 million workers

• Federal government sends states, localities ~$900 
billion/yr in normal times

• Intergenerational liability transfers common 
(pensions, OPEB, debt, deferred maintenance)



1. On the Eve of COVID-19:
Boom Times 



Budget Forecasting
Average grade, FY 2015-19

Average: C. Trend improvements in 5 states.

See “Improving 
Subnational 
Governments’ 
Resilience,” 
paragraph 51



Budget Forecasting Research Questions



Budget Maneuvers
Average grade, FY 2015-19

Average: B. Trend improvements in 20 states

See “Improving 
Subnational 
Governments’ 
Resilience,” 
paragraph 45



Budget Maneuvers Research Questions



Reserve Funds
Average grade, FY 2015-19

Average: B. Trend improvements in 5 states.



Reserve Funds Research Questions



Legacy Costs
Average grade, FY 2015-19

Average: C. Trend improvements in 12 states. 

See “Improving 
Subnational 
Governments’ 
Resilience,” 
paragraph 50



Legacy Costs Research Questions



Budget Transparency
Average grade, FY 2015-19

Average: B. Trend improvement in 5 states.



Budget Transparency Research Questions



2. From Boom to Bust to Boom:
What Comes Next?



Initial State Fiscal Responses to COVID-19 Gaps…
• To maintain budgetary balance, ~27 states tapped rainy day funds, general fund 

balances, or both. Alaska faced $900mm deficit in FY21, $2b gap in FY22 and used 
Permanent Fund drawdowns to balance budget. 

• Most states refrained from major tax increases. Exceptions: NY enacted new 
millionaire taxes ($4b/yr); NJ millionaire tax ($0.4b); CA suspended net operating 
loss deductions and limits on business taxes and raised managed care taxes ($8.7b). 
PA governor proposed 46% rise in PIT rate to 4.49%, offset by low-income credit, 
corporate rate cut ($6.3b) Numerous states raised tobacco, vaping, motor fuel 
taxes.

• Some states with low Budget Maneuvers grades used debt to cover shortfalls: IL, 
and NY MTA borrowed from the Federal Reserve Municipal Liquidity Facility 
($3.2b/$3.4b); NJ borrowed $4 billion in muni market; at least 18 states and USVI 
borrowed $52 billion from US Treasury to bail out unemployment trust funds



…Followed by Federal COVID-19 Relief Legislation…
Unprecedented stimulus: >33% of GDP

• $1.9T American Rescue Plan Act 
provided $350B Coronavirus State & 
Local Fiscal Recovery Funds

• States, DC got $195.3 billion of total
• Common uses for SLFRF: water, sewer,
• broadband infrastructure; repayment of 

state unemployment trust fund
• loans; premium pay
• These align with Volcker Alliance 

principle: Avoid using one-time revenues 
to finance recurring costs!

• BUT… some states may be using
• SLFRF for recurring expenditures, 

including California, Illinois, 
Pennsylvania. They risk a “fiscal cliff” 
when ARPA cash runs out by Dec. 2026



…Leaving States Flush with Cash. Will it Last?
• FY 2022 personal income, sales, other tax revenues beating initial estimates in at 

least half of states. Example: NY State tax collections for fiscal year ending April 1 
were $121.1 billion — $30 billion above projections a year ago. Capital gains, sales 
taxes major drivers

• Strong corporate income tax revenues

• Sharp rebound in severance tax collections as oil, gas prices recover

• ‘Sin’ tax revenues – lotteries, online gaming, cannabis, liquor – booming as personal 
income remains robust, markets expand

• ‘Rainy Day Fund’ balances reached record $113B, ~9.4% of general fund spending

• States adopted at least $2.9B in tax cuts in FY 2021; three states enacted personal 
income tax reductions in 2022; five more are considering them. At least four states 
suspended gas taxes temporarily. Local property tax rebates also spreading

• “Over the long-term, there is less certainty about the strength of state fiscal 
conditions. The one-time nature of federal funds potentially sets states up to face a 
fiscal cliff as federal funding runs out, but projects and programs funded with 
federal aid continue.” – National Conference of State Legislatures, “FY 2022 State 
Budget Update”
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