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Executive Summary

The ongoing economic downturn has made life difficult for taxpayer, legislator, and bureaucrat
alike. Those in the private sector have been adjusting to the new and everchanging economic con-
ditions for the past two and a half years, but government budgets, shielded somewhat from eco-
nomic conditions (for a time, anyway) by political forces and interests, have been slower to adjust.
This, accompanied by a lack of prudent fiscal planning and the apparent belief that the boom times
would never end, has led states to spend beyond their means and made the ultimate correction
more painful in the long run. We are now at that point of reckoning.

In order to determine where the money should go in the future, it is instructive to see where it
has come from, and where it has gone in the recent past. Using U.S. Census data from 2002
number of categories and compared them to national averages and the figures for surrounding
states. Nebraska generally came in about the same or a little below the aggregate national aver-
ages in the major spending and revenue categories (and a bit above the national average for
general sales tax and corporate income tax revenue), although the national average tends to be
skewed higher by the faster growing Southwestern states, large states such as Texas and Flor-
ida, and bigger-spending Eastern states. Thus, we determined that it would be more illuminat-
ing to measure Nebraska as compared to its neighboring states: Colorado, lowa, Kansas, Mis-
souri, South Dakota, and Wyoming.

riod is somewhat of a mixed bag. Nebraska generally did better than some states, such as

higher-spending Wyoming and Kansas, but not as good as others, such as Colorado and Mis-

souri. Thus, Nebraska has not been as profligate as some of its neighbors, but neither has it
been as thrifty as others. As such, it has not been able to escape, or more greatly soften, the
blow of the effects of the recession.

creased 40 percent, a little lower than the aggregate increase of all states (48 percent) but
squarely in the middle range of its bordering states. Its total tax revenue increased 41 percent,
slightly below the aggregate increase of all states (46 percent) but ahead of all neighboring
states except Wyoming and Kansas in terms of both the increase in revenue and 2008 revenue
per capita.



Total Tax Revenue, 20022008

2002 2008 2008
Revenues Revenues 20022008 29022008 2008'Per Per
State ; Difference Capita .
(Thousands | (Thousands | Difference Rank Revenues Capita
of Dollars) of Dollars) Rank
Nebraska 2,992,522 4,228,800 41% 31 2,372 29
Colorado 6,923,171 9,624,636 39% 36 1,949 41
lowa 5,006,251 6,892,026 38% 39 2,295 37
Kansas 4,808,361 7,159,748 49% 17 2,555 22
Missouri 8,728,932 10,965,171 26% 48 1,855 47
South Dakota 976,596 1,321,368 35% 41 1,643 50
Wyoming 1,094,402 2,168,016 98% 3 4,068 3
U.S. Total 535,191,161 780,689,445 46% 2,568
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the aggregate increase of all states and about the same as most of its surrounding states. It also
placed in the middle of the pack of neighboring states in terms of 2008 total spending per cap-

ita. Direct expenditures, over which the legislature has the greatest amount of control, jumped

37 percent, about the same as the aggregate spending increase for all states (38 percent), but
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Direct Expenditures, 2002-2008

2002 Spending| 2008 Spending 20022008 20022008 2008 Per 2;);8

State (Thousands of | (Thousands of Difference Difference Capita Cabita
Dollars) Dollars) Rank Spending P

Rank
Nebraska 4,399,105 6,042,455 37% 25 3,389 28
Colorado 10,500,583 13,108,348 25% 45 2,654 48
lowa 8,109,027 10,687,341 32% 36 3,559 24
Kansas 6,645,909 9,431,027 42% 19 3,366 30
Missouri 13,634,499 17,982,716 32% 34 3,042 42
E;;ﬁ‘Da' 2,047,865 2,720,277 33% 33 3,383| 29
Wyoming 1,634,332 2,795,276 71% 3 5,244 6

U.S. Total 745,821,802 1,026,041,464 38% 3,374
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spending the most in the hospitals (40 percent), education (33 percent), and corrections (28 per-
cent) categories. The state was remarkably successful at keeping down its debt service costs,

however. Interest on debt spending dropped 2 percent during the period and ranked 48 t per

capita in 2008, lower than all surrounding states. Spending also declined in one other category

during the period: parks and recreation ( -10 percent).
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There are a number of budget reforms Nebraska should implement in order to address its
budget crunch going forward. They include:

f Adopting an effective state spending/revenue limit,

1 Employing a Budgeting for Outcomes budgeting process in order to increase effi-
ciency and the transparency of budget priority trade -off decisions,

1 Adopting a sunset review process for state agencies, boards, and commissions,

§ Utilizing non -partisan revenue forecasts and an independent certification of the
budget,

1 Creating a statewide real property inventory and mining the balance sheet for asset
sale and lease opportunities,

1 Expanding the use of privatization and competitive contracting,

1 Establishing a State Privatization and Efficiency Council to better manage privatiza-
tion and government efficiency initiatives,

1 Implementing public -private partnerships to finance transportation infrastructure,

1 Enacting school empowerment and student-based budgeting reforms, and
grants directly to students and embracing privatization and public -private partner-
ships for the financing, construction, operation, and/or maintenance of university
services and assets.

By learning the lesson of greater fiscal discipline and implementing the above reforms, Ne-
braska can keep us on the path of fiscal responsibility. This will lead to a quicker economic re-
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l. Introduction and Methodology

Nebraska, like many states, is facing a significant fiscal crunch in the face of the recession and
ongoing economic downturn. Its budget deficit is estimated at $679 million | about 10 percent
of the two-year budget. The state received a temporary reprieve this year from Washington,
D.C.| and taxpayers from across the nation| in the form of $250.6 million in federal stimulus
funds, which were primarily used to help pay Medicaid and state public education costs. But
that money will not be available next year. Legislative leaders have indicated that they intend
to make up the difference through spending cuts, and not tax or fee increases!

The purpose of this paper is twofold: first, to look back over recent years to determine where
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form recommendations to help Nebraska balance the state budget while maintaining quality -

of-life priorities for its citizens. The first sections draw upon U.S. Census Bureau data to com-
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Wyoming. The spending data analyzed include total spending, general spending, and the fol-

lowing expenditure subcategories:

Corrections
Education
Government Administration
Health

Highways

Hospitals

Interest on Debt
Natural Resources
Parks and Recreation
Police Protection
Public Welfare
Salaries and Wages

=A =4 =4 =4 -4 -4 4 -8 -5 -4 -4 -4

The revenue data analyzed include total revenue, total tax revenue, and the following tax reve-
nue subcategories:

1 Individual Income Tax
1 General Sales Tax
1 Corporate Income Tax

The data covers the period from 2002 to 2008 (the most recent Census data available). Appen-

f UOOw! YY! wOOw!I YYWOWEUwPT OOWEUwWUT T wUUEUT zUwWwOEUDOOI
for 2002 and 2008.



The latter section of the paper draws upon research and case studies from state and local gov-
ernments around the country to offer practical solutions to maximize the efficiency and quality



Il. Revenue

States across the nation are struggling with revenue declines as a result of the recession that,
according to the National Bureau of Economic Research, officially began in December 2007
and which intensified with the financial/credit crisis beginning in September 2008. Yet, state
revenues experienced significant increases before the recession. If that money had been better
managed and states had not spent beyond their means as if the boom period would never end,
there would not be a need for such dramatic adjustments to make ends meet today.

For the purposes of this paper, we will be focusing the revenue analysis on total tax revenue
and the three largest tax revenue subcategories: personal income tax, general sales tax, and
corporate income tax.

A. Total Revenue

The top-line number of state resources is total revenue. It reflects every dollar available to state

governments. Total revenue includes state revenue from all sources, including taxes

(individual income taxes, general sales taxes, corporate income taxes, selective sales taxes, li-

cense taxes, and other taxes), funds from the federal government, current charges (charges im-

posed for providing current services or for the sale of products in connection with general gov-

ernment activities), miscellaneous general revenue, and any utility, liquor store, and insurance
UUUUOwUT YI OUI w371 wUUEUI ZUwUOUEOQwWUI YI OUI wuobUIT wi U
increase of 40 percent. This increase was a little below the rate of total revenue growth for the

aggregate of all states in the nation (48 percent), and on par with the increases in Kansas (40
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states, with Wyoming (2) and South Dakota (50") representing outliers (see Table 1).

Table 1: Total Revenue, 20022008

2002 2008 2008
State Revenues Revenues 20022008 [2)?1‘?52283 Zgg8i;er Per
(Thousands of | (Thousands of | Difference P Capita
Rank Revenues
Dollars) Dollars) Rank
Nebraska 6,001,930 8,387,599 40% 33 4,704 35
Colorado 12,478,045 26,521,512 113% 3 5,370 25
lowa 11,130,351 15,939,920 43% 27 5,308 26
Kansas 9,694,312 13,541,510 40% 34 4,833 32
Missouri 19,085,356 25,243,465 32% 42 4,270 42
South Dakota 2,500,028 2,910,381 16% 48 3,620 50
Wyoming 2,769,606 6,481,408 134% 2 12,160 2
U.S. Total 1,097,045,283 1,619,325,774 48% 5,326




B. Taxes

The tax revenue categories analyzed in this section consist of the three largest tax subcatego-

It is important to note that comparisons of revenues across tax categories are somewhat diffi-

cult because some states do not impose taxes on personal income, general sales, and/or corpo-
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personal income tax and Wyoming does not have a personal income tax or a corporate income

tax. This means that their other tax revenues will be skewed higher on a per capita basis, and

increases in revenue growth will tend to be higher as well, since they rely more heavily on

these other tax categories for revenue.

Total Tax Revenue
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41 percent. This was slightly below the aggregate increase for all states (46 percent), and was

greater than the increase in all neighboring states except Wyoming (98 percent, the third-
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capita was 29h-highest, also placing above all surrounding states except for Wyoming (31) and

Kansas (229) (see Table 2).

Table 2: Total Tax Revenue, 20022008

cue | Revenues | mevenues | z00zz00s | 20022000 | 2000Per | oo
(Thousands | (Thousands | Difference Rank Revenues Capita
of Dollars) of Dollars) Rank

Nebraska 2,992,522 4,228,800 41% 31 2,372 29
Colorado 6,923,171 9,624,636 39% 36 1,949 41
lowa 5,006,251 6,892,026 38% 39 2,295 37
Kansas 4,808,361 7,159,748 49% 17 2,555 22
Missouri 8,728,932| 10,965,171 26% 48 1,855 47
South Dakota 976,596 1,321,368 35% 41 1,643 50
Wyoming 1,094,402 2,168,016 98% 3 4,068 3
U.S. Total 535,191,161 780,689,445 46% 2,568

Individual Income Taxes

As with the nation as a whole, the individual income tax is the largest tax revenue category in

-1 EUEUOEOQWEOOxUDUDOT WEEOUUwWKhwxT UETI OUwOi wUOUEOwWU
come tax revenue rose from $1.2 billion in 2002 to $1.7 billion in 2008, an increase of 50 percent.

This was the same as the revenue growth rate for all states and fell in the middle of the rates of
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tax revenues per capita placed in the top half of all states (19), so did those of all surrounding
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and Wyoming did not collect a personal income tax (see Table 3).

Table 3: Individual Income Tax Revenue, 2002 -2008

2008
Rovomics | Revennes | 20022008 | 20022008 | 2008Per | Per
State : Difference Capita Capita
(Thousands | (Thousands | Difference
Rank Revenues Rank
of Dollars) of Dollars) «
(of 43)
Nebraska 1,153,444 1,726,145 50% 22 968 19
Colorado 3,475,760 5,067,981 46% 25 1,026 17
lowa 1,769,347 2,848,393 61% 11 949 20
Kansas 1,854,848 2,944,851 59% 13 1,051 15
Missouri 3,615,391 5,118,849 42% 29 866 25
South Dakota 0 0 N/A N/A 0 N/A
Wyoming 0 0 N/A N/A 0 N/A
U.S. Total 185,646,573 278,230,889 50% 915

* Per capita rankings are out of 43 since seven states do not collect personal income taxes.

General Sales Taxes

The general sales tax is the secon¢biggest component of state tax revenue category in Ne-
EUEUOEOQWOEODOT wUxwExxUORDOEUI Qawtt wxi UET O0wOi wio
sales tax revenue rose from $1.1 billion in 2002 to $1.5 billion in 2008, an increase of 43 percent.

This revenue growth rate was higher than the growth rate for all states (34 percent), and was
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general sales tax per capita was the 19 highest in the nation, higher than all surrounding

states except Wyoming (39), which did not collect a personal income tax or a corporate income

tax, and South Dakota (12"), which did not collect a personal income tax (see Table 4).
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Table 4: General Sales Tax Revenue, 20022008

2008
Réﬁgﬁies Részﬁies 20022008 | 20022008 | 2008 Per | Per
State : Difference Capita Capita
(Thousands | (Thousands | Difference
Rank Revenues Rank
of Dollars) of Dollars) «
(of 45)
Nebraska 1,069,185 1,534,134 43% 17 860 19
Colorado 1,901,972 2,312,731 22% 34 468 45
lowa 1,747,016 1,840,862 5% 44 613 35
Kansas 1,799,485 2,264,747 26% 30 808 23
Missouri 2,854,718 3,228,274 13% 41 546 41
South Dakota 523,001 732,438 40% 19 911 12
Wyoming 445,479 744,371 67% 2 1,397 3
U.S. Total 179,665,257 240,415,097 34% 791

* Per capita rankings are out of 45 since five states do not collect general sales taxes.

Corporate Income Taxes

Corporate income taxes saw the largest increase in revenue of any tax category nationwide,
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from $107.6 million in 2002 to $232.9 million in 2008, an increase of 116 percent. This revenue

growth rate was a bit higher than the growth rate for all states (102 percent), and placed in the
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rate income tax per capita was the 2& highest in the nation, also ranking in the middle of

those of neighboring states. Wyoming did not collect a corporate income tax (see Table 5).

Table 5: Corporate Income Tax Revenue, 2002-2008

2008
2002 2008 20022008 2008 Per Per
Revenues Revenues 20022008 : : .
State : Difference Capita Capita
(Thousands | (Thousands | Difference
Rank Revenues Rank
of Dollars) of Dollars) ¢
(of 46)
Nebraska 107,628 232,852 116% 24 131 28
Colorado 205,217 507,986 148% 14 103 38
lowa 88,310 347,248 293% 116 36
Kansas 121,931 528,011 333% 2 188 12
Missouri 300,459 384,010 28% 43 65 46
South Dakota 40,547 69,879 72% 38 87 42
Wyoming 0 0 N/A N/A 0 N/A
U.S. Total 25,123,137 50,688,869 102% 167

* Per capita rankings are out of 46 since four states do not collect corporate income taxes.
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lll. Spending

There are various ways to look at state spending. Total expendituregncompass every dollar
spent by state government, irrespective of its source. Excluding spending on state liquor stores
(in states where these still exist), utilities, and many social insurance programs, including state
employee retirement benefits, gives us general expenditureShis number also includes monies
states receive from the federal government to support a variety of programs from highway
construction to Medicaid. Excluding money from the federal government gives us direct expen-
ditures, which encompass current operations, interest on debt, assistance and subsidies, and
capital outlays, among others. Direct expendituress the category most in the control of the leg-
islature, while general expendituragives us a fuller picture of state spending. This is particu-
larly true given the increasing role the federal government is taking in state budgets through
the offer of federal funds to implement national programs (and the accompanying federal
strings that come with that money).

One sound rule of thumb is that government expenditures should not increase more than the

combined increase in population and inflation growth. This allows the government to main-

tain service levels and accommodate increased costs due to an expanding population and rises

in the cost of living. For the 2002-2008 period, the Consumer Price Index, used to measure in-

i OEUPOOOWDOEUI EUI EWExxUORDOEUI Qawl Ywx]T UEI OUwWEOE w-
El OU6 w3l PUwabl OEVUWEW?EEUI OPOI »wT UOPUT woOl wl +t wxl UE
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parison of state spending and revenue categories to this baseline.)

A. Total Expenditures
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of 29 percent. This was slightly below the aggregate increase of all states (35 percent) and on

par with most of its surrounding states, including Missouri (29 percent), lowa (30 percent),
"OOOUEEOwmt | wxl UEI OUAOWEOGE wWw2O0U0U0T w#EOOUEwWmt + wxi UEI
2008 ranked only 4%t in the nation, although this was higher than half of its neighboring states,

including Colorado (43 '), South Dakota (44"), and Missouri (45"). Wyoming was an outlier, as

its total spending increase (72 percent) and 2008 total spending per capita were both the sec-

ond-highest in the nation (see Table 6).
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Table 6: Total Expenditures, 2002-2008

2002 2008 2008
Spending Spending 20022008 2(.)022008 2008_Per Per
State ; Difference Capita .
(Thousands of | (Thousands of | Difference Rank Spendin Capita
Dollars) Dollars) P 9 Rank
Nebraska 6,536,970 8,443,129 29% 41 4,735 41
Colorado 17,324,984 22,856,848 32% 33 4,628 43
lowa 12,720,752 16,522,737 30% 40 5,502 29
Kansas 10,591,633 14,968,811 41% 18 5,342 32
Missouri 20,840,783 26,788,804 29% 43 4,531 45
South Dakota 2,771,705 3,698,335 33% 29 4,600 44
Wyoming 2,948,182 5,081,586 72% 2 9,534 2
U.S. Total 1,282,852,187 1,735,949,390 35% 5,709

B. General Expenditures
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crease of 29 percent. This was slightly below the aggregate increase of all states (35 percent)

and on par with most of its surrounding states, including Missouri (26 percent), lowa (30 per-
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capita in 2008 ranked 37 in the nation, although this was higher than half of its neighboring

states, including South Dakota (42), Missouri (44%"), and Colorado (46"). Wyoming was an

outlier, as its general spending increase (75 percent) and 2008 general spending per capita

were both the second-highest in the nation (see Table 7).

Table 7: General Expenditures, 2002-2008

cee | Svendng | spencng | 20022008 | 20022008 | 2008 Per | oo

(Thousands of | (Thousands of | Difference Rank Spending Capita

Dollars) Dollars) Rank
Nebraska 6,219,242 8,024,395 29% 38 4,501 37
Colorado 14,795,822 19,341,732 31% 36 3,916 46
lowa 11,435,526 14,830,301 30% 37 4,938 27
Kansas 9,617,322 13,645,502 42% 19 4,870 29
Missouri 18,707,684 23,621,358 26% 46 3,995 44
South Dakota 2,554,212 3,400,145 33% 31 4,229 42
Wyoming 2,608,940 4,564,285 75% 2 8,563 2

U.S. Total 1,110,668,889 1,504,529,418 35% 4,948
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C. Direct Expenditures
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of 37 percent. This is virtually the same as the aggregate spending increase for all states (38
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aggregate for all states. It was also about the same as neighboring states Kansas ($3,366) and

South Dakota ($3,383), and placed in the middle of all surrounding states (see Table 8).

Table 8: Direct Expenditures, 2002-2008

cee | Svendng | spencng | 20022008 | 20022008 | 2008 Per | oo

(Thousands of | (Thousands of | Difference Rank Spending Capita

Dollars) Dollars) Rank
Nebraska 4,399,105 6,042,455 37% 25 3,389 28
Colorado 10,500,583 13,108,348 25% 45 2,654 48
lowa 8,109,027 10,687,341 32% 36 3,559 24
Kansas 6,645,909 9,431,027 42% 19 3,366 30
Missouri 13,634,499 17,982,716 32% 34 3,042 42
South Dakota 2,047,865 2,720,277 33% 33 3,383 29
Wyoming 1,634,332 2,795,276 71% 3 5,244 6

U.S. Total 745,821,802 1,026,041,465 38% 3,374

D. Spending By Major Categories

We analyzed state spending in 12 separate categories, including corrections, education, gov-

ernment administration, health, highways, hospitals, interest on debt, natural resources, parks

and recreation, police protection, public welfare, and salaries and wages. The U.S. Census Bu-
reau definitions of these categories do not perfectly match up with the definitions of state -level

groups like the National Governors Association or the National Association of State Budget
Officers, but they provide a consistent universe of actual spending.

Between 2002 and 2008, Nebraska saw the greatest spending increases in hospitals (40 per-
cent), education (33 percent), and corrections (28 percent). The state reduced spending in two

categories: interest on debt ¢2 percent) and parks and recreation (-10 percent) (see Table 9).
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Table 9: Rate of State Spending Growth by Spending Category, 2002 -2008

Category Rate of Spending Growth
Hospitals +40%
Education +33%
Corrections +28%
Police Protection +27%
Public Welfare +26%
Government Administration +24%
Highways +20%
Health +14%
Salaries and Wages +13%
Natural Resources +9%
Interest on Debt -2%
Parks and Recreation -10%

Corrections

31T wUUEUI zUwUx1 OEDOT wOOwWPUUWEOUUI EUPOOEOWUA

lion in 2008, an increase of 28 percent. This was same rate as the spending increases for all
states, and put Nebraska on the lower end compared to its surrounding states. As of 2008, its
per capita spending on corrections remained on the lower end, compared to surrounding

states, as well (see Table 10).

Table 10: Corrections Spending, 2002-2008

2002 2008 2008
Spending Spending 20022008 2(.)022008 2008_Per Per
State : Difference Capita .
(Thousands | (Thousands | Difference Rank Spendin Capita
of Dollars) of Dollars) b 9 Rank
Nebraska 176,533 219,278 28% 33 123 40
Colorado 734,457 996,266 36% 21 202 8
lowa 288,666 291,406 1% 49 97 47
Kansas 326,372 361,648 11% 46 129 34
Missouri 619,674 754,740 22% 36 128 35
South Dakota 74,880 110,268 47% 10 137 32
Wyoming 83,268 164,617 98% 1 309 3
U.S. Total 38,875,374 49,897,531 28% 164

15
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Education
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from $2.2 billion in 2002 to $2.9 billion in 2008, an increase of 33 percent. This spending growth

rate was the secondgreatest increase of all the spending categories. Besides Wyoming, which

saw the largest increase in education spending in the country during the period (78 percent)

and had the third-l BT T 1 U0wl EVEEUDPOOwWUx1 OEDPOT wxl UWEEXxDUEwDH O
per capita spending rank put it in the middle of those of surrounding states (see Table 11).

Table 11: Education Spending, 2002-2008

cue | spendng | spending | 20022000 | 20022000 | 2008Per | oo
(Thousands | (Thousands | Difference Rank Spending Capita
of Dollars) of Dollars) Rank

Nebraska 2,191,323 2,909,668 33% 40 1,632 38
Colorado 5,798,172 7,985,963 38% 33 1,617 40
lowa 4,576,530 5,790,799 27% 46 1,928 22
Kansas 3,987,803 5,750,358 44% 20 2,052 15
Missouri 6,717,220 8,604,958 28% 44 1,456 45
South Dakota 798,769 1,103,636 38% 32 1,373 47
Wyoming 865,530 1,537,792 78% 1 2,885 3
U.S. Total 389,407,676| 546,825,678 40% 1,798

Government Administration

million in 2008, an increase of 24 percent. There was a wide variance in the spending growth

rates of the surrounding states, as Colorado and Wyoming at least doubled their administra-

tion spending during the period while Kansas and Missouri actually cut their spending in this
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percent), and its spending per capita rank was the lowest of the surrounding states. It should

be noted that some of the costs of running government are likely buried within specific catego-

ries, although the extent of this is unknowable. However, it is likely that the proportion of

costs which may fall within specific categories is roughly equal across the states (see Table 12).
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Table 12: Government Administration Spending, 2002 -2008

cue | Spendng | spending | 20022000 | 20022000 | 2008Per | oo
(Thousands | (Thousands | Difference Rank Spending Capita
of Dollars) of Dollars) Rank

Nebraska 164,848 204,921 24% 31 115 43
Colorado 422,050 869,746 106% 1 176 29
lowa 497,392 554,993 12% 41 185 27
Kansas 502,328 459,166 -9% 48 164 31
Missouri 547,846 541,561 -1% 43

South Dakota 103,417 169,363 64% 7 211 22
Wyoming 100,346 200,990 100% 2 377 4
U.S. Total 41,065,153] 53,698,587 31% 177

Health
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increase of 14 percent. There was a wide variance in the spending growth rates of the sur-

rounding states, as Wyoming and Missouri had the highest and second-highest increases in

the country (148 percent and 139 percent, respectively) and Kansas had the secondbwest, cut-

UPOT whUUwi 1 EOUT wUx] OEPOT wEawkYwxl UEI ODWEUUDOT wlOT |
was a little below the increase for all states (21 percent). As of 2008, its health spending was the

16n-highest per capita, tying it with natural resources spending (see below) for its second-

highest ranking of all the spending categories, behind only salaries and wages (8" see below)

(see Table 13).

Table 13: Health Spending, 2002-2008

cee | soencng | spending | z00zz00s | 20022000 | 2008Per | o
(Thousands | (Thousands | Difference Rank Spending Capita
of Dollars) of Dollars) Rank

Nebraska 363,668 415,172 14% 36 233 16
Colorado 792,620 809,170 2% 41 164 27
lowa 233,740 240,951 3% 40 80 50
Kansas 503,625 252,179 -50% 49 90 48
Missouri 485,805 1,163,167 139% 2 197 20
South Dakota 81,294 126,093 55% 12 157 28
Wyoming 113,368 281,247 148% 1 528 1
U.S. Total 50,549,676/ 60,957,320 21% 200
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Highways

This category includes only state own-source funds and does not reflect federal spending on
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in 2008, an increase of 20 percent. This spending increase was higher than all surrounding

states except Wyoming (46 percent). As of 2008, its spending per capita ranked 28-highest,

putting it in the middle of those of the surrounding states (see Table 14).

Table 14: Highways Spending, 2002 -2008

cee | Spending | spending | 20022008 | 20022000 | 200bPer | oo
(Thousands | (Thousands | Difference Rank Spending Capita
of Dollars) of Dollars) Rank

Nebraska 526,457 631,028 20% 26 354 27
Colorado 1,421,381 1,281,596 -10% 46 259 44
lowa 1,360,300 1,381,730 2% 42 460 12
Kansas 1,130,728 1,213,980 7% 36 433 18
Missouri 1,871,062 2,034,235 9% 35 344 31
South Dakota 420,346 429,629 2% 40 534 7
Wyoming 356,733 521,164 46% 10 978 2
U.S. Total 84,068,470 107,190,485 28% 353
Hospitals

This category generally provides for the management, construction, and upkeep of govern-

ment-Ob O1 Ewi OUxPUEOUOWET DI i Oawll OUT wUUOWEaAawxUEOPEwWU
tals rose from $171.2 million in 2002 to $239.3 million in 2008, an increase of 40 percent. This
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spending growth rates of the surrounding states, as Kansas experienced by far the highest

growth rate in the nation (833 percent) and Wyoming had the lowest (-k Y wx 1 UET OUAS w- 1 EU
growth rate was just about the same as the increase for all states (43 percent), and its 2008 per

capita ranking (26t) put it in the middle of those of the remaining surrounding states (see Ta-

ble 15).
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Table 15: Hospitals Spending, 2002-2008

2002 2008 2008
Spending Spending 20022008 2(.)022008 2008_Per Per
State ; Difference Capita .
(Thousands | (Thousands | Difference Rank Spendin Capita
of Dollars) of Dollars) P 9 Rank
Nebraska 171,234 239,294 40% 25 134 26
Colorado 253,652 437,822 73% 12 89 29
lowa 724,555 1,092,682 51% 20 364 7
Kansas 104,270 973,004 833% 1 347 8
Missouri 888,708 1,322,145 49% 21 224 20
South Dakota 44,001 60,769 38% 26 76 34
Wyoming 25,465 2,384 -91% 50 4 50
U.S. Total 37,500,128| 53,682,058 43% 177

Interest on Debt

than all of the surrounding states (see Table 16).

Table 16: Interest on Debt Spending, 2002 -2008
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spending on interest on debt declined from $109.8 million in 2002 to $108.0 million in 2008, a

decrease of 2 percent. This was the only spending category besides parks and recreation (see

below) to see a reduction in spending. The only surrounding state to also see a decline in its

debt service spending was Wyoming (-14 percent), while lowa, Kansas, and Colorado had

some of the largest spending increases in the nation (218 percent, 164 percent, and 135 percent,
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cue | soencng | spending | z00zz00s | 20022000 | 2008Per | o
(Thousands | (Thousands | Difference Rank Spending Capita
of Dollars) of Dollars) Rank

Nebraska 109,795 107,999 -2% 47 61 48
Colorado 352,320 827,293 135% 5 168 21
lowa 123,134 391,988 218% 1 131 29
Kansas 126,813 334,469 164% 3 119 32
Missouri 567,965 1,045,801 84% 9 177 19
South Dakota 120,082 136,008 13% 37 169 20
Wyoming 72,324 61,973 -14% 50 116 35
U.S. Total 31,407,303] 44,755,353 42% 147
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Natural Resources
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agement. It also covers the costs of enforcing environmental and land use laws and regula-
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lion in 2008, an increase of 9 percent. This spending increase was about the same as that of

lowa (8 percent), and lower than those of other surrounding states, for the period. Wyoming

saw the secondlargest increase in the country (94 percent), and its 2008 spending per capita

spending (see above) for its secondhighest ranking of all spending categories, behind only

salaries and wages (8| see below). This ranked behind Wyoming and South Dakota (1st and

5N, respectively), but higher than all other surrounding states (see Table 17).

Table 17: Natural Resources Spending, 2002-2008

2002 2008 2008
Spending Spending 20022008 29022008 2008_Per Per
State : Difference Capita .

(Thousands | (Thousands | Difference Rank Spendin Capita

of Dollars) of Dollars) P 9 Rank
Nebraska 165,308 180,968 9% 35 101 16
Colorado 193,235 323,226 67% 4 96 21
lowa 267,444 288,799 8% 36 65 33
Kansas 179,368 205,394 15% 32 73 28
Missouri 293,627 347,965 19% 26 59 35
South Dakota 98,029 123,365 26% 22 153 5
Wyoming 159,625 310,037 94% 2 582 1

U.S. Total 17,821,117 22,522,407 26% 74

Parks and Recreation

37T wWUUEUI zUwUxIi OEPOT wOOwWxEUOUWEOEWUI EUI EUDOOWET EC
lion in 2008, a decrease of 10 percent. This was the only spending category besides interest on

debt (see above) to see a reduction in spending. The only surrounding state to see a decline in

its parks and recreation spending was Missouri (-27 percent), while the 585 percent increase in
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rank of 34" placed in the middle of surrounding states (see Table 18).

C
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Table 18: Parks and Recreation Spending, 2002-2008

cue | Spendng | spending | 20022000 | 20022000 | 2008Per | oo
(Thousands | (Thousands | Difference Rank Spending Capita
of Dollars) of Dollars) Rank

Nebraska 32,191 28,868 -10% 39 16 34
Colorado 69,307 79,099 14% 27 16 35
lowa 25,468 61,112 140% 4 20 29
Kansas 5,416 37,074 585% 1 13 38
Missouri 50,672 37,236 -27% 42 6 49
South Dakota 26,193 42,124 61% 17 52 6
Wyoming 21,640 34,369 59% 19 64 2
U.S. Total 6,83,538 6,396,814 3% 21

Police Protection
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2008, and increase of 27 percent. There was a wide variance in the growth rates of the sur-

rounding states, as Kansas experienced the fourthlargest increase in the country (74 percent)

and Wyoming had the lowest (+ Wwx1 UET OUAS w-1 EUEUOEzUwUxI| OEDPOT wli
middle of those of other surrounding states for the period. Its 2008 spending per capita rank of

19" was significantly higher than those of all surrounding states, however. It bears noting that

the period 2002-2008 showed a general reduction in the rate of crime (see Table 19).

Table 19: Police Protection Spending, 2002-2008

2002 2008 2008
Spending Spending 20022008 2(.)022008 2008_Per Per
State : Difference Capita .

(Thousands | (Thousands | Difference Rank Spendin Capita

of Dollars) of Dollars) b 9 Rank
Nebraska 66,750 84,698 27% 27 48 19
Colorado 103,053 140,723 37% 22 28 45
lowa 86,461 96,991 12% 36 32 41
Kansas 63,403 110,231 74% 4 39 32
Missouri 211,894 214,579 1% a7 36 35
South Dakota 22,400 31,514 41% 19 39 34
Wyoming 25,386 15,862 -38% 50 30 42

U.S. Total 10,705,936 13,594,279 27% 45
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Public Welfare

Public welfare is the second-largest state spending category (in a virtual tie with salaries and

wages| see below), behind only education. While this category covers a range of spending,

Medicaid and nursing home care accounts for the overwhelming majority of welfare spending
POwOOUUWUUEUT UBw3T 1T wUUEUT zUwUx1 OEPOT wOOwxUEOPEwWPRI
lion in 2008, an increase of 26 percent. This spending increase was below those of all surround-
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(339) was still higher than those of most of the surrounding states (see Table 20).

Table 20: Public Welfare Spending, 2002 -2008

cue | spencng | spending | 20022000 | 20022000 | 2000Per | o
(Thousands | (Thousands | Difference Rank Spending Capita
of Dollars) of Dollars) Rank

Nebraska 1,661,269 2,099,052 26% 39 1,177 33
Colorado 3,131,520 4,557,057 46% 24 923 47
lowa 2,617,128 3,904,781 49% 22 1,300 24
Kansas 1,986,407 3,167,907 59% 12 1,131 38
Missouri 5,496,624 6,231,774 13% 48 1,054 40
South Dakota 592,754 811,709 37% 31 1,010 41
Wyoming 374,206 656,176 75% 7 1,231 28
U.S. Total 288,593,877 412,141,472 43% 1,355

Salaries and Wages

Salaries and wages is the third-largest state spending category, trailing only education and
public welfare spending (with which spending is virtually the same | Ul | wWEEOYI A6 w31 1 wl
spending on salaries and wages rose from $1.8 billion in 2002 to $2.1 billion in 2008, an in-
crease of 13 percent. There was a wide variance in the spending growth rates of the surround-
ing states, as Kansas and South Dakota experienced a couple of the highest growth rates in the
nation (99 percent and 89 percent, respectively) while lowa had the secondlowest (-4 percent).
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any spending category and higher than those of all surrounding states. It is particularly inter-
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ernment administration spending per capita ranked very low (43 | see above) (see Table 21).
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Table 21: Salaries and Wages Spending, 20022008

cue | Spendng | spending | 20022000 | 20022000 | 2008Per | oo
(Thousands | (Thousands | Difference Rank Spending Capita
of Dollars) of Dollars) Rank

Nebraska 1,835,657 2,076,389 13% 43 1,165 8
Colorado 2,765,058 3,553,624 29% 32 720 35
lowa 2,402,008 2,301,969 -4% 49 767 30
Kansas 1,598,382 3,174,710 99% 3 1,133 11
Missouri 3,216,297 3,661,593 14% 42 619 41
South Dakota 445,460 843,292 89% 4 1,049 12
Wyoming 439,434 633,251 44% 12 1,188 6
U.S. Total 167,841,309 229,818,658 37% 756

Spending Summary

SEEOI wl | wxUOYPEI UWEWUUOOEUA wOi wi EET wUUEUI zUwUx1 OE
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in each spending category. The highest and lowest figures for each category have been shaded.
While an analysis of the programs on which each state spends its money and a qualitative
evaluation of the services provided by each state in each spending category are beyond the
scope of this paper, Nebraska should take a closer look at the states that were best able to con-
UEPOwUT I PUwUxI OEPOT wi UOPUT wbOwl EET wUxI1 OEPOT wEEUI |
x UEEUPEI U2 wOT EVUWEOUOEWET WEOUUOP] EWEOEWEXxxODI Ewi OU

ers.
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Table 22: Spending Increase/Decrease Summary, Nebraska and Surrounding States, 2002 -

2008
Nebraska | Colorado lowa Kansas | Missouri South Wyoming
Dakota

Corrections 24% 36% 1% 11% 22% 47%

Education 33% 38% 27% 44% 28% 38%

A d?ﬂ?;’g?;gﬁﬂt 24% - 12% 9% 1% 64%

Health 14% 2% 3% -50% 139% 55%

Highways 20% -10% 2% 7% 9% 2%
Hospitals 40% 73% 49% 38% -91%
Interest on Debt -2% 135% 84% 13% -14%

Re';'gﬂﬁgae's 9% 67% 19% 26% -

Rpe‘i"r‘;z fl‘gg -10% 14% 27% 61% 59%
Protz ‘;'t'lgen 27% 37% 1% 41% -38%

Public Welfare 26% 46% 13% 37%
Sa'ar\'ﬁz;e”: 13% 29% 14% 89% 44%

Total Spending 29% 32% 30% 41% 29% 33%

Sg::;;aé 29% 31% 30% 42% 26% 33%

SpeDr:Ejei% 37% 25% 32% 42% 32% 33%
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Table 23: 2008 Per Capita Spending, Nebraska and Surrounding States

Nebraska | Colorado lowa Kansas | Missouri South Wyoming
Dakota
Corrections $123 $202 $97 $129 $128 $137
Education $1,632 $1,617| $1,928 $2,052 $1,456 $1,373
Government
Administration $115 $176 $185 $164 $92 $211
Health $233 $164 $80 $90 $197 $157
Highways $354 $259 $460 $433 $344 $534
Hospitals $134 $89 $347 $224 $76
Interest on Debf $61 $168 $169
Natural
Resources $101 $65 $96 $73 $153
Parks and
Recreation $16 $16 $20 $13 $6 $52
Police
Protection $28 $39 $36 $39
Public Welfare $1,131 $1,054 $1,010 $1,231
Salaries and
Wages $1,165 $720 $767 $1,133 $619 $1,049
Total Spending $4,735 $4,628| $5,502 $5,342 $4,531 $4,600
General
Spending $4,501 $3,916| $4,938 $4,870 $3,995 $4,229
Direct
Spending $3,389 $2,654| $3,559 $3,366 $3,042 $3,383
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V. Ten Reforms to Streamline Nebraska State Government

Now that we know generally where the money is coming from and where it is going, it is time

UOwWUEOI WEWOOOOWEUwW! OPWET U0wUOwWwxUU0wUT 1T wUUEUT zUwOO!
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of life.

It is beyond the scope of this paper to explore the myriad of program -level and agency-level
reform options to drive cost reductions and efficiency improvements in state government. No
function, program, or agency should be considered sacred, and each merits rigorous review
and evaluation to determine whether it is achieving its mission, delivering services in a cost -
effective manner and, ultimately, whether it merits continuation or not.

Rather, the recommendations that follow focus on implementing systemic, proven reforms de-
signed to drive large, enterprise-wide changes across state government to help keep the costs
of government| and the taxpayer burden| in check.

Reform 1: Adopt an Effective State Spending/Revenue Limit

Many states have attempted to curtail spending (or, more accurately, spending growth) with
mixed success. In fact, 45 states currently maintain some sort of spending limit, combined with
rainy day funds. The effectiveness of the spending restraints and the size of the rainy day
funds vary greatly, however.

In Nebraska, the relative lack of strong fiscal controls prompted activists to place the Nebraska
Stop Overspending Initiative (Proposition 423) on the November 2006 general election ballot.
The initiative would have amended the Nebraska Constitution to cap the rate of future growth
Ol wUT T wUUEUT wl OYT UOOI OUzZUWEUET | U@ masyin biteriy@pIDEUD Y I
like the National Education Association, Nebraska State Education Assaociation, AARP, League
of Nebraska Municipalities, AFSCME, and a variety of other public sector labor unions and
interest groups poured more than $2.5 million into the campaign to defeat it. One can only
wonder how such a measure would have fared in the vastly different fiscal and economic con-
ditions of 2010, when the state is facing a possible $679 million biennial deficit. Ironically, a
2006 University of Nebraska report on Proposition 423 found that if this limit had been put in
place in fiscal year 199697, state spending would have been more than $600 million less than
actual projected spending a decade later in fiscal year 200607.3

One of the most successful checks on government spending has been the Taxpayer Bill of

Rights (TABOR), adopted by Colorado taxpayers in 1992. Although TABOR is often referred to

as a spending limit, it is actually a limit on the revenues the state may collect, and thus serves

as a de facto spending limit. TABOR caps the growth in state tax revenues at the combined

growth rates of inflation and population. Any amount collected above this limit must be re-
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nues, whichever is lower.

The state exceeded the revenue limit for the first time in FY 199798 and continued to exceed it
in many of the intervening years. Since 1997, Colorado has returned over $3.2 billion to taxpay-
ers, and while other states grappled with their fiscal woes in the 2001-2002 recession, Colorado
enjoyed a balanced budget and still managed to issue $927 million in tax refunds.

Increases above the tax revenue limit may only be obtained by approval of the voters in a ref-
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erenda have been offered to the voters. Two such measures to pass include Amendment 23,

which required education spending to increase at a certain rate regardless of state revenues,

and Referendum A, which directed $44 million from the TABOR surplus toward property tax

relief for qualified seniors. Both measures passed in the 2000 election. Amendment 23 was fun-
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Despite the fiscal responsibility and economic growth it had helped create, TABOR was

blamed for the budget problems by various interests that sought to increase government
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Unfortunately, voters chose to side with increased spending over fiscal restraint, and TABOR
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suspension of TABOR between 2005 and 2010, it is estimated that taxpayers would have had

nearly $3.6 billion returned to them during that period. 4

TABOR went back into effect at the start of fiscal year 201611 on July 1, 2010. However, Refer-
endum C permanently changed the calculation of the TABOR revenue limit such that it can no
longer adjust downward when actual revenues are less than the allowable limit. Thus, spend-
DOT WEEOQwWOOP wOOOa w? U EtheEdvénieulirtitad nouléhGed be Eeddr D the
event of declining state revenues. It is estimated that under the new Referendum C revenue
limit, Colorado will keep over $748 million in fiscal year 2010 -11 that would have otherwise
been refunded under the original TABOR provisions. °

In addition to the TABOR revenue limit, Colorado also has a spending limit. The Arveschoug -
Bird limit, put in place in 1991, restricts General Fund appropriations growth to 6 percent per
year. Exceptions are made for federal mandates, court orders, Medicaid overexpenditures, and

?Di wUOT T wOUEU] wEOOOI EUUwWUE R w LBird/limiOtut thavate legsthad R ET 1 E w
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Overall, TABOR has had a strong and positive impact on the Colorado economy. In the words
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keeping tax rates low and stable, TABOR has allowed taxpayers and business owners to invest
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ness climate and economic growth are evidenced by the following:
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ranked first among all states.
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the third -highest growth rate in the country. The number of full -time jobs increased 43
percent, from 1,655,000 jobs in 1990 to 2,363,000 jobs in 2000. What is more, most of the
jobs created during the economic expansion were not for low-skilled work, but rather
for relatively high -paying positions.
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second-fastest in the nation.

In addition, TABOR made the budgeting process more transparent. This allows taxpayers to
become more informed and have a stronger and more direct say as to what their tax dollars are
buying. If taxpayers feel legislators are not adequately funding a program that truly needs
funding, they can agree to set aside a special allotment for that purpose through the referen-
dum process.

Since, under the TABOR system, any funds for such a program would be taken from revenues
collected over the limit| revenues that would otherwise be returned to the taxpayers|
taxpayers can make the funding priority decisions that legislators are unable, or unwilling, to
make. The crucial point is that, under TABOR, excess tax collections are rightly recognized as
property of the taxpayers, not the legislators. This implies that, when deciding whether or not
spending (and thus, taxes) should be increased to pay for programs not covered under the TA-
BOR limits, Colorado taxpayers can more easily factor in the costs of programs, and not simply
focus on the benefits heralded by legislators or special interest groups, since the money to pay
for such programs will be coming from their own tax refunds. Without such a check on the
power of the purse, taxpayers might just as well kiss their tax dollars goodbye, knowing that
they will all be spent, regardless of whether or not the state collected too much money in the
first place.

Despite its many attractive features, however, TABOR is not flawless. The main drawback is
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have a device in place to smooth government revenues and expenditures over the business
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collection system as a whole, but it deserves comment nonetheless.
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TABOR may be able to limit the amount that the state can collect (and spend), but it cannot

prevent legislators from spending the maximum amount of tax dollars from the General Fund

and dipping into reserves not subject to the TABOR limit. Thus, while the pot may be smaller

to begin with, lack of fiscal discipline will still cause it to be depleted, leaving little or nothing

in reserve for use in the event of an emergency. Indeed, this has proven to be the case in Colo-
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lature that spends to its legal limits in good times and is reluctant to set aside any of that

money for the tough ones. What we need to do is ensure a balance that restrains government

growth in prosperous times and permits the state to meet the needs of its citizens when times

TT OwOBUTT 6~

In addition to the lack of a rainy -day fund, TABOR has been weakened by the practice of pre
spending the surplus. In 1998, legislation passed that allowed the state to recognize the TA-
BOR surplus obligation in the year after the money is realized instead of in the year in which
revenue comes in the door. Thus, the surplus is treated as an asset in the year it occurs and a
liability the subsequent year. According to the Colorado Office of State Planning and Budget-

ing:

Beginning in 1998, the state did not restrict the TABOR surplus revenue in the year it
occurred. Rather the legislature, through House BillLlg&4, obligated the TABOR refund

i UOOwWUT 1T wol RUwa i -spergityuwiite YABORI reveriues hiFD 128> U |
allowed $468.3 million in spending for capital construction and highways. If the TABOR
surplus had been restricted in the year it was realized, only $287 million would have been
available for capital and highway expenditures in FY 1993

This raises a potential cash flow problem if the TABOR surplus is less than that of the preced-

ing year or if an economic downturn causes revenues to come in under projections. In addi-

tion, permanent tax relief in the full amount of the surplus is now much more difficult, as the
xUPDOUwal EUzZUw3 ! . 1wlUUUxOUUwWOUUUWET whbOEUUUI EwbOwUIT
employed in Nebraska, efforts must be made to avoid these dilutive effects and accounting

gimmicks.

Limitations on revenues and/or spending would serve to prevent budget crises like the current
one not only by enforcing fiscal discipline, but by fostering economic growth as well. Measures
like TABOR create a favorable business climate by keeping tax burdens low, thus drawing in-
creased investment to the state and encouraging small business and job growth. This incentive
is a crucial prerequisite to a thriving economy.

In light of this, Nebraska should adopt the following:
1 TABOR Revenue Limit: Nebraska needs a revenue limit to impose discipline on spend-
ing, as well as on taxes.

1 Tax Rebate/Revenue Reserve FundCritics of TABOR point out that should the state
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spend exactly to the revenue limit each year, it might be possible that a year of falling
revenue would produce a deficit. As a result, a TABOR measure should be designed to
keep a running balance of up to 30 percent of the revenue overcollection accumulated
during the previous five -year cycle. As a result, a maximum of 70 percent of over
collected revenues could be automatically rebated to the taxpayer, while provisions
would be made for the retention of over -collections to meet the 30 percent reserve.
1 Strong Spending Limit, with Spending Ratchet: Nebraska needs to adopt a strong
spending limit and a spending ratchet formula for setting the spending limit each year.
A spending ratchet technique focuses on actual spending instead of prior spending lim-
itsbyre-Ul UUPOT wUOT 1 wEEU] wal EUWEUWUT T wxUl YPOUUwal EL
its can be reduced and, once reduced, must grow from the lower base level.
9 21 EOEOEI Ew! UENebraska3hod dddptia mid-year Automatic Spending
Reconciliation| thus providing another way to correct for any intentional or accidental
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make balancing the budget automatic and shield politicians from making the difficult
votes of reducing spending on popular programs. Should the legislature actually want
to craft its own package of reductions and take a formal vote, it certainly could. How-
ever, to ensure gridlock does not prevent the balancing of the budget, an automatic
20UPTTTU> wbhOUOEWET wdl EI UUEUAB

Additional Resources

1 Barry W. Poulson,” OOOUEEOz Uw3ERxEal Uw! POOwWOI wiblT T UUwp3
in Direct DemocracyAmericans for Prosperity Foundation, 2009.

1 Barry W. Poulson, 6 T E0w( UWEU w2 UEOT wbOwUT 1T w" UUUI BUw! EVUC
Limits?, Issue Backgrounder, Independence Institute, March 2009, http://www.i2i.org/
articles/IB_2009_C_a.pdf

1 Geoffrey F. Segal and Adam B. Summers,3 1T 1 w2 Oaw( UOZ UwBEOODOT 6 w/ L
Budget ReconciliatignAmericans for Prosperity Foundation and Reason Foundation,

October 2005,http://reason.org/news/show/127597.html.

Reform #2: Employ a Budgeting for Outcomes Budget Process

The adoption of a priority or outcome -based budgeting system would help Nebraska policy-
makers more easily identify the governmental activities most important to Nebraskans and
make difficult trade -off and cost-benefit decisions. It would also result in the provision of bet-
ter, more efficient state government services while allowing Nebraska to protect taxpayers and
maintain fiscal responsibility.

There are surely some functions that state government can stop providing, but unfortunately
the traditional budgeting process fails to facilitate this sort of downsizing. Traditional state
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tions asked; in essence, the budget is on autopilot. The logic of autopilot budgeting is simple:

that in order to maintain current service levels, agencies need to spend what they did last year

plus an increase to account for inflation and population increases. Put simply, this moves the

discussion to the margins of spending| the annual spending increase requests from agencies.
Unfortunately, the other 90 to 95 percent of spending is left out of the debate and seldom is

analyzed for its relative merits. In fact, it is generally assumed that those activities should con-

tinue to receive funding. Put simply, the traditional budgeting process effectively establishes a

default position that state government will simply continue to expand over time, which is an

unsustainable approach to state fiscal management.

Several states (and more cities and counties) are changing their views about government budg-
eting. Priority or outcomebased spendindreats spending as an investmen{ the type and

amount of investment should change yearly as needs, performance and results change. Budg-
eting this way shifts the focus on the investments and what can be accomplished with avail-

able resourceg when resources run out, spending stops. Using this model, deficits are nearly
impossible.

Nebraska needs to follow the lead of Washington State, lowa, and others (see Table 22) and

begin shifting to an outcome-based budgeting system, also known as Budgeting for Outcomes

(BFO), in which policymakers and the public collaboratively rank programs according to how

cost-effective they are at achieving the results citizens want. The state government then goes
EOPOwWUT T wOPUUOwWI UBEUWUT T wOOUUwPpOxOUUEOUwWxUOT UEOU
nues until they run out of money. This ensures that vital services are being funded before less-

critical ones, and services not deemed of greater importance are reduced or eliminated.

Kitchen table budgeting works this way, and there is no reason the state should not do the

same.
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Table 24: Jurisdictions That Have Used Budgeting for Outcomes

States Counties
Washington Snohomish, WA
lowa Multnomah, OR
South Carolina Mesa County, CO
Michigan Polk County, FL

Louisiana Dept. of Culture, Recreation and Tourism| Larimer County, CO
Coconino County, AZ

Cities School Districts

Azusa, CA Jefferson County, CO
Spokane, WA Billings, MT

Dallas, TX

Ft. Collins, CO
Northglenn, CO
Redmond, WA

Eugene, OR

Savannah, GA

Baltimore, MD

Tacoma Metro Parks, WA

Source: David Osborne, The Next California Budget: Buying Results Citizens Want at a Price They
Are Willing to Pay, Policy Study 380, Reason Foundation, April 2010, p. 2.

Washington State| Priorities of Government Budgeting Model

Budgeting for Outcomes was first employed by Governor Gary Locke in the State of Washing-

ton in 2002 and was called the Priorities of Government (POG) model. At the time, Washing-

ton was facing a potential $2.4 billion budget shortfall (approximately 10 -15 percent of the size
of the General Fund operating budget). Significant changes were needed to plug the hole in
the budget. In an effort to make the most of limited resources and ensure that the most impor-

tant governmental functions were properly funded, the Locke administration called for a top -
to-bottom evaluation of what services the government provided and how.

The Public Strategies Group, led by author, reform expert, and consultant David Osborne

bl OwoOl EwS5PET w/ Ul UPET OUw Ow&OUI zUw?11 pOYI OUDPOT w&ao
der the Clinton administration), developed the POG approach with the Locke administration

as a central means of closing the budget deficit. The administration identified a set of ten key

results that citizens expect from government:

1 Improve student achievement in elementary, middle, and high schoaols.

1 Improve the quality and productivity of our workforce.

1 Improve the value of postsecondary learning.

1 Improve the health of Washington citizens.

9 (OxUOYI wlOT 1T wUI EVUPUA WOl weEUT BOT UOOzUwYUOOI UEEC
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Improve the economic vitality of business and individuals.

Improve statewide mobility of people, goods, information, and energy.

Improve the safety of people and property.

(OxUOYI wlOT 1 wgUEOPUAa wOi weEUI DOT UOOz UwOEUUUEOQWUI
Improve cultural and recreational opportunities throughout the state.

=A =4 =4 -4 A
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Washington, result teams are comprised of six to eight subjectmatter experts from state agen-

cies, and are led by the Office of Financial Management. These teams analyzed and ranked

government activities according to how well they achieved the desired outcomes as outlined

in the ten governmental goals. The result teams were aided by a 1601 OET Uw? 1 UPEEOEIT wU]
comprised of leaders of the public, private, and nonprofit sectors. The guidance team was

tasked with overseeing the prioritization process and reviewing the work of the result teams.

In order to aid in the decision -making process, result teams were each given a dollar allocation
to serve as an upper spending limit for their purchase plans. Washington reached several key
conclusions regarding the allocation limit:

1 The prioritization process is often more meaningful when the allocation is less than the
amount currently spent in that area.

1 A dollar constraint encourages creativity, keeps proposals grounded in financial real-
ity, and forces people to articulate priorities and choices.?®

The priority rankings established by the result teams were then used to develop the 2003-05
biennial executive budget proposal. Activities were funded from the top of the list down until
the spending limit was reached. Figure 1 offers an illustrative example of some of the spending
priorities that were established.
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Figure 1: Washington State POG Example

Purchased: $24 Billion jor3 & st Suviess Assowst
$103 K2 education for 1,000.000 studenss

$276  Higher education for 215000 ctudents
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$24

Billion
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$145  Public Bafety, including Prizon for 15,500
$125%n  Economic development
$310m  Matural resources and parks
$133m  Legislature
£EIm  Judicial
$388m  Government Operazions
$1.36  Debt service on capital projects

§55m  Pemsion comiributons

W Funded Priorities

$34dm  FReserves
|GF.8=§214m_Healih Bervices=$73m, ERF=4&Tmi

Reductions: $2 4 Billion 102 & e sevies M)
$10%m Lower ossis 0 Sigh= =suzaban

$229 Fulure olass size resuaian
$113m K-12 programs beyond basio sducation

2 4 $112m Revised sestenaes for 1,200 mos-viclem: snd orag ofesdes
M $157m Lower-priority programe for valneratis orideen and adulis
Bi"iOl‘I $iEam Fulues sxzansion of Easo Heslin Pun

$27TTm Health cowerage for §8,000 acu ks now on Basie Heakh Flan
[G5-E 3 Seuh Sasgoas

$TT4m Pay noneaseshensts for slatefundad srpiopess, DENEAN SAVINGS
$112n Cossolicafion and sta™ reductions of 250 FTE

Source: Washington State Office of Financial Management.

34



The POG model is still used in Washington State today under the current administration, dem-
onstrating the longevity of the approach and its resilience to changes in leadership.

Why Budgeting for Outcome Works

Across-the-board cuts are generally ill-advised| they treat and affect the highest performing
and most important services equally with low performing and less important services. By fo-
cusing on performance and priorities, policymakers can target their cuts | ridding taxpayers of
poor performing, non -essential, and non-core services.

Since politicians, special interests, and bureaucrats often focus on narrow interests and spend-
ing priorities while ignoring the larger picture and the sacrifices necessary to accommodate
those desires, perhaps the greatest benefit of BFO is simply making budgetary priority and
trade-off decisions clear to all. As a U.S. Government Accountability Office report of innova-
tive state performance budgeting efforts noted:

One Washington legislator said that [BFO] provided decision makers with proposed priori-
ties in a clear and easily understood format that encouraged constructive debate. . . Legisla-
tive officials said that the greatest contribution of [BFO] was that it provides a strong, clear
means of communicating budgetary tramfés to both decision makers and the public.

The BFO approach to budgeting has several other advantages over the traditional incremental
2 OBAdl 02 WEXxxUOEET o
1 BFO focuses on achieving results and developing statewide strategies for realizing

T OEOUOwWDPOUUI EEwWOl wi OEUVUUDOT wOEUUOPOa wOOWET 1 OEau

1 BFOillustrates not only which programs are cut, but which programs are funded.

1 BFO presents tradeoffs and cost-benefit decisions in a way that is clear and easy for
decision-makers and citizens alike to understand.

1 BFO makes performance information more relevant and useful to budget decisions.

1 BFO allows decision-makers to reward programs and activities that best serve state
goals and helps reduce waste by identifying ineffective and duplicative programs and
services.

1 BFO helps identify statutory limitations that are obstructing more effective service de-
livery.

Adopting a BFO approach would be a major step for Nebraska towards bringing sanity and
fiscal sustainability to the budget process. It integrates strategic planning, zero-based budget-
ing, and performance-based budgeting in a workable, common-sense system that has been
replicated in numerous state and local governments. Nebraska policymakers would be well -
advised to begin implementing a similar transformation in the budgeting process to ensure
that taxpayer dollars are spent with maximum effectiveness and that the trade -offs among dif-
ferent categories of spending| especially in a budget crisis| are made clear and explicit.
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