Contents

1 Introduction and OVerview..............cccccoeevvieciieiiieciecie e
1.1 Introduction to the BOOK ..........cceeeviiiiiiiieiiiieeiee e
1.1.1  What Is the BoOOK AbOUL? .........cceeeeriiiiiiiieeiieeeiee e
1.1.2 ' Whom Is the BOOK fOr?.........ccociiieiiiiiiiecieeeee e
1.2 Budget Stabilization Under the Public Choice Perspective...............
1.2.1 The Norm of Budget Balance ..........c.cccceceevvieenienceennenniennnen.

1.2.2  Boom-Year Savings Under Public
Choice PerspectiVe.......cevuiiriienieriieiieeieeiie et
1.3 Overview of the BOOK........ccceoiuiiieiiiiiiiiecie e
1.3.1 Chapter Plan of the BOOK ........ccceeviiriiiniiiniiiiiiicieeceee,
1.3.2 Contribution and Limitations of the Book .............cccceeeuneen..
| (S5 (S 1 16U USRI

Partl From

Economic Stabilization to Budget Stabilization:

Theory and Tools
2  From Economic Stabilization to Budget Stabilization .........................
2.1 The Stabilization Function of Government: An Overview ................
2.1.1  Economic CYCIe ......ceevieriiiiiiiniieiieiieeee et
2.1.2  Evolution of TReOTY .......ccceiriiriiiniiiiiiiiesieereeeeeeeeee e
2.2 Economic Stabilization by Central Government ............cccceevveereenne
2.2.1 Fiscal Policy for Economic Stability.........ccccceceevvenieciineenenne
2.2.2  Problems with Discretionary Policies..........cccocevvueevienuennnee.
2.2.3 Debate on Stabilization Policy ..........ccceeveeriiiinienviinieneenen.
2.3 Stabilization at Subnational Level .........cccooceviiiniiniiinieniiieeniee
2.3.1 Stabilization Theory Extended to Subnational Level.............
2.3.2 Stabilization Practices by State Governments.............c..........
2.3.3 Summary: Budget Stabilization .........cc..cccceceveevieniieciininnnene
RETETOINCES ..ottt

W W N = = =

—_
— O O O ™

—_

15
15
16
17
20
20
21
22
23
24
27
28
29

Xiii



Xiv Contents
3 Subnational Government Tools for Budget Stabilization...................... 31
3.1 INErOAUCHION.....couiiiiiiirieeicrieetet ettt 31

3.2 Informal Tool: General Fund Surplus ........cc.coceeeirieninvininncncnnnene. 32
3.2.1 Defining General Fund Surplus.........cccccocevviiniivininncnennenne 32

3.2.2 Data Sources of UUB.......cccccoceviiiininiiiniiicnicicnecicneeiene 34

3.2.3 Changing Patterns of General Fund Surplus........c..ccccceceeunne 34

3.3 Formal Tool: Budget Stabilization Fund...........cc.cocccoenvininnincnnnne. 37
3.3.1  Origin and EVOIUtion.........c.ccoceverienerieniniienecieneeieneeiene 37

3.3.2  Defining Budget Stabilization Fund..............cccccceniriinnnine 38

3.3.3 Structural Features of BSF Enabling Legislation................... 40

3.3.4 Patterns of BSF Adoption and Diffusion .........ccccceceeeveveencne 49

3.3.5 State BSF Data Sources and Balance Levels.......c..cccccecceuene 50

3.3.6 Changing Patterns of BSF Balance..........ccccccovevevvvinieenennnen. 52

3.4 BSF Structural Features and Balance Levels..........cccccoccevenvencnncnne. 54
3.4.1 Data and Methodology .........cccceverienerieniniieninienicieneeiene 55

3.4.2 Empirical Methodology .......cccccoverierernieniniieniiienieieneeiene 58

3.4.3 Results and DiSCUSSION......cccuervereriirerienienienieeieneeieseeiene 61

3.4.4 Policy Recommendations.........c..cocuevereenerieneniueneenieneenene 71
RETEICICES ..ottt 72

Part I Boom-Year Savings and Effects in Bust Years

4 Patterns of State Savings with Budget Stabilization Funds

and General Fund Surplus..............ccccoovvieiiiieniicieeeeeee e 77
4.1 INtrodUCHION....c..eiiiiicicicicictce e 77
4.2 State Policy Instruments for Budget Stabilization.........c..c.cccecceeennen. 78
4.3 Supplementation and Substitution Between Policy Instruments ....... 80
4.4 Data, Methodology, and Model Specification..........cc.ccceervererncnnen. 82
4.4.1 State Savings: A Statistical Analysis.......cccceecereererveencnnnennen. 82
4.4.2  Empirical Methodology ........ccccceveeienirninieininienciicneneeene 84
4.43 Model Specifications..........cceeeereeienieerieneenieneeneneeneseeens 85
4.5 Empirical Results and DiSCUSSION.........coceevirerriineenineenenieeneenene 89
4.5.1  Sensitivity TestS....ccccvviereriiririenieieneeteeeeee e 93
4.6 CONCIUSION ..c.oviiiiiiiicicictcce e 93
Appendix: An Accounting Framework for Analyzing
BSF-GFB INteractions ..........ccccceeuevieieieiiiiieineneeeeesiestese e 94
REfEIENCES.....cuiiiiiiiiiiiiiicc e 96

5 Budget Stabilization Fund in Interaction

with Balanced Budget Requirements.................ccoccooviiniiinieniieineenenne 99
5.1 INErOAUCTION ...cueiitiiieiietieteeicetce ettt 99
5.2 Modeling State Saving Behavior ..........ccceevveevieeneeniienienie e 101
5.3 Data and Empirical Methodology ........c.ccecevervieneniininsienieieneeiene 104

5.3.1 Data Sources and MEaSUIES ...........ccoeevuererieneecueneesueneennenne 104

5.3.2  Empirical Methodology ........ccccocervieneriininiiininienicieneeiene 106



Contents XV

5.4 Empirical Results and DiSCUSSION.........cecuerrieerierniieniiiniienieeieeneeeae 109
5.4.1 Effects of BSF Adoption and Design Features ...................... 109
5.4.2 Effects of Balanced Budget Requirements ........c...cccceeeueeneee. 113
5.4.3 Effects of Socioeconomic Factors, Tax Structure,

AN POILICS .o 114

5.5 Conclusion and Policy Implications .........c.cccceeveeveenieineenieennieeneennne 115

RETETEINCES ...ttt st 116

6 Effects of Boom-Year Savings Across Three Types

of State Expenditures.................ccooiriiiiiiinieeeeeee e 119
6.1 INrOAUCHION....c..eoiiiieiiiiieiieeetcecec et 119
6.2 Three Types of Expenditures to EXamine ..........cccccoveeeevienieinieeneenne 120
6.3 PrOPOSILIONS. ..cutiitieriieiieeriieeie ettt sttt ettt s e s 121
6.4  Methodology and Data............coceevieiiierieiiienieeeenieeeesee e 122
6.4.1 Dependent Variables..........ccooveeviieniiiiieiniieniienienieenieeeee 123
6.4.2 Model SpecifiCation ..........cccoueevueenieriieenienieerieeeere e 126
6.4.3 Heckman Sample Selection Model..........ccocceevierieiniennieennee. 128
6.5 Results and DiSCUSSION ......covvieriierieiiiiirieiieenieeeesie et 129
6.5.1 Downturn and Upturn YEars........cccceeevveereerireeneenseeeneeeneeennees 132
6.5.2 Effects on Per Capita Expenditures: A Sensitivity Test ......... 136
6.6 More Tests of Effects on Own-Source Expenditure ............ccccecceuen. 137
6.6.1 Setup of EStMation ........cecueeviiriieiiiiiieeieneeeeeeesieeeeeee 138
6.6.2  Methodology ....coceeriiiniiiiiiiiieeeec e 140
6.6.3 Results and DiSCUSSION........ccvverriirriiiiiirienieerieeieeiee e 142
6.6.4 Cyclical Features of BSF and GFS ..........cocooviiniiininie. 144

6.6.5 Validity Check: An Alternative
Dependent Variable and Results...........coccevvieenienieenienneenen. 144
6.6.6  SUMMATY .eoutiiriiiiiieiiieiieeie ettt sttt 146
6.7 CONCIUSION ....ouiiiiniieiiitieieeeeeeeete ettt e 146
REEIENCES ... 149
7 Effects of Boom-Year Savings on Bust-Year Budgetary Actions.......... 151
7.1 INrOAUCHION....c..eiiiiiiiiiiietiectceeec ettt 151
7.2 Countercyclical Fiscal Capacity ........cceevveeveerieeneenieinienieeieeseenane 152
7.3 State Reactions to Revenue Shortfalls..........ccoceeviiniiiniiniiininiene 154
7.4 Methodology and Model Specification..........ccccceceecvereecieneecieneennenne 158
7.5 Results and DiSCUSSION ......cevvieriieriieiiiienieeiee ettt 160
7.6 CONCIUSION ....ouiiiiniiiiiiiieiieeteeteetete ettt e 166
APPENAIX ettt ettt sttt e e st et 168

RETEICNCES.....vviiiiiiieeee e 169



Xvi

Part III Implications for Budgeting and Financial Management

8 Countercyclical Fiscal Policy and Multiyear

Perspective on Budgeting ...............cccovvveiiiiniiiniiniieiiienieeiees
8.1 INtroduCtion ......c..coeevueriienieniiiinieicetecetceeee e
8.2 Dissecting the Annual Budget..........cccceeveeviinneenieinieenienne,
8.2.1 Inadequacies of the Annual Perspective....................
8.3 Typology of DefiCits .......cocerverierieriiniiniieienecieneeie e
8.3.1 Structural DefiCits......ccccevvevueriineniininieneeieneeeeees
8.3.2 Managerial DefiCits ......ccccevviierieriiiriienieeiiesieeieene
8.3.3  Cyclical DefiCitS....c..ccouerierieniininiinciienceicneeeees
8.4 Annual Budget and Cyclical Deficits ........ccoceeveereenireencnnen.
8.5 Multiyear Perspective on Budgeting ..........cccceceeveenineencnnee.
8.5.1 Countercyclical Fiscal Policy and Tools....................
8.5.2 Effects of Fiscal Reserves .......c..cccceeceevencencneencnnne.
8.6 Conclusion: Moving Toward Budgeting for Fiscal Stability
8.6.1 Policy Recommendations..........cccceeeevvereencneencnnen.
REEINCES ...ttt
9 Boom-Year Savings and Budgetary Forecasting.......................
9.1 INtrOdUCHION ...cuveiuiiiiiiieiceiceiteeeteee ettt
9.2 Revenue and Expenditure Forecasting: What Is Known?.....
0.2.1  FOrecasting .......ccccverueerueenieeiieniieeieesreeieeseeeveenanens
9.2.2 Budgetary InStitUtions .......c.ccecverervenienieneenieneeneene
9.2.3 Political Business Cycle.......cccccoveveveniecrenieneneencne.
9.2.4 Budget Stabilization Funds and Forecasting.............
9.3  Empirical EStimation.......c..ccccevveevienernieninienieiineeneeeeeene
9.3.1 Data and Sample Years......c..ccccceveeevereeveneeneneennennn
9.3.2 Dependent Variable ...........coccevuenercriniicienieninienene
9.3.3 Model SpecifiCations.........coceevereeveneerienienieneeneenes
9.3.4 Estimation Strategy .......cc.ccoceevvereevueneerueneenieneeneennns
9.4 Results and DiSCUSSION....c..coeerueriererrienieienieieeeeieeieeeeeee
9.4.1 Effects of Boom-Year Savings........ccccceevvverveerueennnenn
9.4.2 Effects of Control Variables.........c.coceevverieveneenncnne.
9.5 CONCIUSION.....eotiiuiiiieiiriieiceiteeet ettt
REEINCES ...ttt
10 Debt as a Countercyclical Fiscal Tool..................ccccccuvrrrnnnnnne.
101 INtroduCtion ........coceveeniireenienieieniieese ettt
10.2  Economic Theories on Debt........cccccevievienieniniencnienene
10.2.1 Debt as a Fiscal Policy.......ccccceoenervcneniicninrcnnns

10.2.2 Pay-Go Versus Pay-Use Financing
of Capital Projects ........ccceceeveevencencncencnecnennen
10.2.3  Countercyclical Infrastructure Investment.............

10.2.4 Countercyclical Use of Debt.........cccccoereveniriennnns

Contents

........... 192



Contents

10.3 A Model of Countercyclical Debt ISsue ........c..coceevereeniirceencenenne.
10.4  Cyclicality of Debt Issue by States: An Empirical Analysis..........
10.4.1 Test 1: Did Aggregate State Debt Use Go
Countercyclical in the Past? ...........ccccoceviniininiininnenn.
10.4.2 Test 2: Did Individual State Debt Use Go
Countercyclical?.........cocveievieiiinieiinieeeeeece e
10.4.3  Test 3: Determinants of State Debt Use..........cccceueeuennene
10.4.4 Empirical Evidence in the Literature..............ccccceevnennen.
10.5 Calibrations of New York State..........ccccecverieciinieciinecninecneenene.
10.5.1 State Debt LImits ......cccccoeeveiriieiiinienenienieneeieneeieeeeene
10.5.2  Variables of FOCUS.........ccccceciiiiiniiiiiiiiiiiicce
10.5.3  OperationaliZation.............ccceeueeeverieriereeneneeneneenennennens
10.5.4 Simulation Results ........c..cccoeieiininiiniiniiiecnicceeeene
10.6  Remaining ISSUES.......ccccevuirieniiriieniiiieicieieceeeeeeere e
10.7 Policy Suggestion and Conclusion.........cc.ceceecveveecieneenuenceeneenene.
REfErences ........ooiviiiiiiiiiiiiiiicic
Appendix: Pay-as-You-Go Financing and Its Impact
on Capital Outlay VOIatility ........ccccooervieniiiiniiinicicnecieeceeceeee
AT0.1  INtrodUuCtiON ......cceecuiriieiiirieiieieieee et
A10.2 Pay-Go Versus Pay-Use Financing: A Brief Survey....................
A10.3 Modeling Pay-Go Financing and Cyclical Stability
of Capital Outlay .....c..coceeviiriiiiiniiiiniecec e
A10.4 Data and Empirical Methodology .........cccoceevcueeniiniieeniiinieenienane
A10.5 Results and DiSCUSSION .......cc.cecuerieriirienirienienieecrenieereeeenene
A10.6 Conclusion and Recommendations ...........ccoceecveveecveneeieneenenne
REfErences ........coivviiiiiiiiiiiiiiiicic

Part IV Retrospect and Prospect on Budget Stabilization

11 A Framework for Fiscal Policy Coordination

and Economic Stability: Countercyclical Transfer

for INfrastructure...............ccooooiiiiiiiie e

I1.1T  INtroduction .......ccccviiiiiiiiiiiiiiiciicccc e

11.2 Economic Cycle and Fiscal POliCy ........cccccocveviinieciiniiiinicceene.

11.3  Transfer as a Fiscal InStitution............ccccecvevieiiinieciinieninicneenee.

11.3.1 Procyclicality of Current Transfer Programs ....................

11.3.2  Equity of Transfers: From Static to Dynamic....................

11.4  Countercyclical Infrastructure Investment ...........c.cccceerceencnnenne.
11.4.1 Taylor’s Model for Multi-period

Construction Projects..........ccoeevvevieveneeniniencnieeneneenene

11.4.2 Two-State Regime Switching..........ccccoceeviriencniencnnenen.

11.4.3 Fitting Infrastructure into Federal/State Programs............

11.5 The Framework.........cccccociiiiiiiiiiiiiiiiiiiiicecs

11.5.1 Budget Neutral Boom-Year Savings Mechanism .............

11.5.2 National Infrastructure Trust Fund..........cccccccccvviiiinnnnnnnn.

225



Xviii Contents
11.5.3 National Antirecession Trust Fund............c..cccccoceninnennen. 288
11.5.4 CIT Reduction or Exemption in Recession....................... 289
11.6  Operation of the Framework ..............ccccocevieiiniininiinincnceee. 289
11.6.1 Automatic Stabilization Policy
and Time-Consistent Policy Rule..........cccccoeveeiiiiniinnnns 289
11.6.2 Infrastructure Stabilization: Formula with Trigger ........... 290
11.6.3 Public Service Stabilization ...........ccccceceevireencnivencnnennen. 292
11.6.4 Antirecession Business Tax Reduction ...........ccccceeeennene 292
11.7  Concluding Remarks ..........cccoceevieniiiiniiiinieiinicienecieeeceeeee 293
Appendix: A Model of Countercyclical Infrastructure Investment........... 294
Taylor’s Model for Multi-period Construction Projects .................... 294
Two-State Regime SWitChing.........cc.ceceeieviiniiiinieniniecieceneeee 296
Model INtEZIration.......cc.eevuvieriierieiiieeieeee ettt 298
REEIENCES ..ot 299
12 Prospects for Budget Stabilization
by Subnational Governments..................cccoecerieierinienieee e 301
121 INtrodUCHON ....eeeiiieiiiiicic e 301
12.2  Effects of Boom-Year Savings During the Great Recession.......... 302
12.2.1 Fiscal Landscape of the Great Recession.........c.....cc........ 302
12.2.2  Effects of SAVINGS ..ocveeveiriiiieieiiieeieeeeeeeee e 304
12.3  Defining CCFC and Fiscal Discipline.......c..ccccceceeuevceenuincecncnnnene. 305
12.3.1 Defining CCFC ......ccccooiiiiiiiiiieiinieeneeceeee e 305
12.3.2  Fiscal DiSCIPINe.....cc.cocueviieiiniieiinieicreeiceece e 306
12.4  Related Issues for Future Research...........c..ccccooieciinininicncnncne. 309
12,5 PrOSPECES.cutieiiiitieeteeite sttt ettt ettt st ettt et e 309
REEIENCES ..ot 310
PN 1] 010 116 1 SRS 311
General APPENAIXES ......cocuevuerririieiiiieieiieeeete ettt ettt 311
Appendix1: Enabling Legislation of Budget Stabilization
Funds by State......c.ccooeeieiieiiieiiccccc e 311
Appendix 2: BSF Balance from State CAFRs, in Millions
of Current Dollars, FY 1978—FY 2010 ....ccccccoevviiivieeeieiiieeeeeen, 334
Appendix 3: General Fund Surplus (Unreserved Undesignated Balance
of the General Fund) from State CAFRs, in Millions
of Current Dollars, FY 1979—-FY 2010 ....cccccccoovviiiiieeeeeiinieeeeen, 340
AUthor INdex ..o e 347
SUDFECt INAEX .......ooeeiiiiiieieit ettt s eeas 351



2 Springer
http://www.springer.com/978-1-4614-6060-2

State Government Budget Stabilization
Policy, Tools, and Impacts

Hou, Y.

2013, XX, 356 p., Hardcowver

ISBEMN: 278-1-4614-6060-2



	Contents

