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BALANCES AND BUSINESS CYCLES IN SECTORS AND REGIONS 
 
As the current economic recovery grows older, 

some observers are sizing up where states stand. 

New releases have considered the following: 

 Have states replenished their rainy day funds to 

prepare for the next downturn? 

 Based on recent downturns, how big should 

those rainy day funds be? 

 Which sectors are currently most vulnerable to 

a downturn? 

 

ARE STATES READY? 

A PNC Financial Services Group Municipal 

Commentary in early February proclaimed, “Some 

States Have Not Replenished Rainy Day Funds, 

Not Ready for Budget Pressures.” The piece cites 

data on state balances from the National 

Association of State Budget Officers (NASBO), 

which are shown in the table on the right. It lists 

total state balances (operating balances plus rainy 

day funds) as a percent of state general fund 

spending in fiscal year (FY) 2015, when the 

average state balance was 9.6%. 

The commentary notes that this strong national 

average is misleading, because many states have 

almost nothing set aside.  It cites five “prominent” 

states—Connecticut, Illinois, Kentucky, 

Pennsylvania, and New Jersey—as having had 

12% balances in FY 1999, compared with only 2% 

in FY 2015. 

While it credits a number of energy-dependent 

states for building prudent reserves, the 

commentary also sounds a warning: “State 

governments that do not prepare for lean years will 

see their credit quality more quickly deteriorate 

compared with others.” 

Based on the conventional wisdom that 5% of 

general fund spending constitutes a prudent 

reserve, the table on the right indicates that only 13 

states ended FY 2015 with inadequate balances. 

Rank State Percent

1 Alaska 122.5%

2 Wyoming 54.1

3 North Dakota 40.3

4 Nebraska 36.2

5 Texas 32.7

6 West Virginia 30.4

7 Montana 21.0

8 South Carolina 17.3

9 Utah 15.6

10 Iowa 15.2

11 Hawaii 14.3

12 Indiana 14.3

13 Delaware 14.0

14 Florida 12.4

15 South Dakota 12.3

16 New York 11.6

17 Oregon 10.6

18 Tennessee 10.5

19 Rhode Island 10.2

20 Ohio 10.1

21 New Mexico 10.0

U.S. Average 9.6

22 Mississippi 8.4

23 Washington 8.3

24 Alabama 8.1

25 Arizona 8.1

26 Idaho 7.9

27 Georgia 7.2

28 Michigan 7.1

29 Minnesota 7.0

30 North Carolina 7.0

31 Maryland 6.8

32 Oklahoma 6.8

33 New Hampshire 6.6

34 Colorado 6.3

35 Missouri 6.3

36 Louisiana 5.4

37 Vermont 5.3

38 Maine 4.9

39 Nevada 4.3

40 Massachusetts 3.9

41 Virginia 3.9

42 California 3.5

43 Kentucky 2.9

44 Wisconsin 2.7

45 Connecticut 2.6

46 New Jersey 1.9

47 Kansas 1.2

48 Illinois 1.1

49 Arkansas 0.0

50 Pennsylvania 0.0

Source: NASBO, Fall 2015

Total Balances as a Percent of General 

Fund Expenditures, FY 2015
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Many more recorded very strong reserves, with 21 

states reporting balances of 10% or more of 

general fund spending. 

 

TESTING THE CONVENTIONAL WISDOM 

But is the conventional wisdom to maintain 5% 

balances well-founded? In Achieving Greater Fiscal 

Stability: Guidance for the New England States, 

analysts at the New England Public Policy Center 

considered this question by focusing on recent 

economic downturns. The study operated from the 

premise that sharp drops in revenues during the 

two most recent recessions “led to abrupt cuts in 

public spending that not only were disruptive to 

state residents but also had broader negative 

ramifications.”  

Accordingly, it considered the following 

questions: 

 How large would rainy day funds have to be to 

prevent spending cuts? 

 What structural impediments prevent such 

funds from achieving their optimal size? 

 Is tax reform an alternative remedy to reducing 

revenue cyclicality? 

Increased Cyclicality. The study reports that a 

Boston Fed study found that 39 of the 50 states 

experienced greater revenue sensitivity in the 

2000s than in the 1980s and 1990s. This affected 

four of the six New England states: Connecticut, 

Massachusetts, Rhode Island, and Vermont. The 

increased volatility is linked to the timing and 

magnitude of stock market fluctuations—and to tax 

systems that are tied to the affected types of 

income.  

As a result of increased cyclicality, state 

revenue collections are more vulnerable to 

significant shortfalls than they once were. The 

study found that Connecticut and Massachusetts 

have experienced the largest revenue shortfalls 

when compared to the long-term trend, especially 

in the 2000s. 

 

The Role of Rainy Day Funds. As the major 

countercyclical policy tool available to states, rainy 

day funds help to mitigate the effects of an 

economic downturn by filling the gaps created by 

revenue shortfalls. It has long been accepted that a 

rainy day fund balance equal to 5% of general fund 

spending is prudent; in recent years some analysts 

have argued for higher balances, based on greater 

revenue volatility and more state responsibility for 

safety net-type spending.  

This study put the conventional wisdom to the 

test by estimating how large a rainy day fund each 

of the New England states would need under two 

different assumptions: 

1. Provide a reserve sufficient to weather a 

serious recession without raising taxes or 

cutting spending below the long-term trend. 

2. Accumulate enough to withstand a more 

typical period of “below-trend” revenues. 

The table on the next page lists the rainy day 

fund balances that would be required under the two 

scenarios, and compares them to caps that limit the 

size of each state’s rainy day fund. In the worst-

case scenario, New Hampshire would need the 

most robust fund as a share of general fund 

spending (19.1%) and Vermont would need the 

smallest (13.1%). In both cases, however, the need 

exceeds the caps on each state’s rainy day funds. 

Massachusetts is the only state where the cap 

(15%) is greater than the estimated need (14.3%).  

For a less severe period of revenue shortfalls, 

three of the six states have caps that would allow 

sufficient fund balances (Massachusetts, Maine, 

and New Hampshire). The study notes, however, 

that in most states the cap is not a limiting 

constraint on the size of rainy day funds. Instead, 

competing uses for resources—either new 

spending or tax cuts—limits rainy day fund 

balances. As the table on page 2 shows, only 

Rhode Island and Vermont held FY 2015 

balances that exceeded their caps. (The NASBO 

data include the sum of ending balances and rainy 
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day funds, while the caps typically apply to only the 

latter.)  

Given the insufficiency of rainy day funds under 

the two scenarios, the study states, “Except for 

Massachusetts, the New England states may want 

to consider raising the specified cap levels to 

improve the capacity of their rainy day funds to 

meet future needs. Such a change particularly 

merits discussion in Connecticut, Rhode Island, 

and Vermont.” 

The Tax Reform Route. The study also addresses 

the option of state tax reform to reduce the volatility 

of state tax collections. It cites New Hampshire—

without a broad-based sales or personal income 

tax—as having less revenue fluctuation than other 

states, and wonders whether it might serve as a 

model for its neighbors. Less radical would be 

reduced reliance on personal income taxes, which 

would reduce volatility. 

These options are quickly dismissed because 

they would be unlikely to raise sufficient revenues 

in most states, and would make state tax systems 

more regressive. Moreover, increasing reliance on 

the sales tax would likely require significant base 

broadening. 

Ultimately, the analysis identifies a two-step 

framework for formulating rainy day fund targets:  

1. Determine the state’s revenue sensitivity during 

economic downturns. 

2. Decide the importance of maintaining long-term 

spending patterns during recessions, and set 

rainy day fund targets accordingly. 

 

SECTORAL VULNERABILITY 

Finally, a recent brief from the Rockefeller Institute 

addressed weakness in the natural resources 

sector and its impact on states dependent on that 

sector. The brief notes that oil prices have declined 

from an average of $99 per barrel in 2014, to $52 in 

2015, and less than $30 as recently as January.  

This is decidedly bad news for the states most 

dependent on the oil, natural gas, and mining 

industries. According to Rockefeller, the following 

eight states depend on those industries for about 

10% or more of their gross state product: Alaska, 

Louisiana, New Mexico, North Dakota, 

Oklahoma, Texas, West Virginia, and Wyoming.  

The brief notes that the impact of falling prices 

is not limited to severance taxes. As prices decline, 

drops in production and employment will affect 

most tax sources. Many of the eight states already 

have reported broad weakness. According to the 

brief, “Revenues from nonseverance taxes, such as 

income and sales taxes, grew nearly 2 percentage 

points more slowly in these eight states than in the 

other forty-two states, primarily reflecting a decline 

in Alaska.” Most affected by falling prices will be 

the states most dependent on severance tax 

revenue: Alaska, North Dakota, and Wyoming.  

State

Current 

Cap

Worst-Case 

Scenario

Middle-Case 

Scenario

Massachusetts 15.0% 14.3% 7.7%

Maine 12.0% 14.9% 9.6%

New Hampshire 10.0% 19.1% 5.6%

Connecticut 10.0% 15.7% 11.1%

Rhode Island 5.0% 14.6% 7.5%

Vermont 5.0% 13.1% 6.7%

Source: New England Public Policy Center

Rainy Day Fund Required for:

Rainy Day Fund Caps and Requirements Under Two Scenarios
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This vulnerability to weakness in the natural 

resources sector puts one in mind of the issues 

raised in the previous two analyses. Clearly, these 

are states with revenue systems that make them 

highly susceptible to revenue booms and busts, 

which would argue for keeping robust balances in 

rainy days funds and other vehicles. 

The good news is that—as a group—the eight 

states have done just that. The table below lists the 

eight states, their total balances and general fund 

spending for FY 2015, and the share of spending 

represented by their balances. 

As a group, the eight states held balances 

equaling 33.3% of general fund spending. While 

Alaska pulls up the average, with balances of 

122.5%, four additional states also hold balances in 

excess of 30% of general fund spending (North 

Dakota, Texas, West Virginia, and Wyoming). 

Two states—Louisiana and Oklahoma—hold 

relatively low balances, but both exceed the 5% 

threshold.   

The Rockefeller brief looks at emerging 

revenue trends in these states and notes that they 

all are facing fiscal challenges and budget 

shortfalls. Robust balances should provide a good 

cushion against challenges in most of them, but the 

sensitivity of their economies to the natural 

resources sector underscores the peril of a one-

size-fits-all approach to rainy day fund balances, 

and lends credence to the idea of evaluating state 

sensitivity to revenue shocks. 

 

 

UNDOCUMENTED IMMIGRANTS 
AND STATE-LOCAL TAXES 

The Institute on Taxation and Economic Policy 

(ITEP) recently updated its estimates of the state-

local tax payments made by undocumented 

immigrants in each state. It based its figures on 

new population estimates for 2013, which it says 

showed a decline of 400,000 undocumented 

immigrants in just one year. For 2013, the 

population estimate was 11 million. 

The tables on the next page show the most 

recent estimates of undocumented immigrants as a 

share of each state’s population, and of the 

effective state-local tax rate faced by 

undocumented immigrants. This latter figure is 

presented to highlight that undocumented 

immigrants face a higher effective state-local tax 

rate than the top 1% of all taxpayers (8.0% versus 

5.4% nationally). Moreover, the new estimates 

include the even higher tax payments that could 

flow to each state if undocumented immigrants 

were granted full legal status. 

 

State Balance Spending Percent

Alaska $7,365 $6,014 122.5%

Louisiana 470 8,715 5.4%

New Mexico 634 6,313 10.0%

North Dakota 1,302 3,231 40.3%

Oklahoma 434 6,403 6.8%

Texas 15,838 48,401 32.7%

West Virginia 1,289 4,234 30.4%

Wyoming 960 1,774 54.1%

Total $28,292 $85,085 33.3%

Source: NASBO, Fall 2015

FY 2015 Balances as a Percent of General Fund Spending

($ in millions)
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Rank State Percent Rank State Percent

1 California 7.9% 1 Washington 10.8%

2 New Jersey 5.7 2 Illinois 10.3

3 Texas 5.5 3 New Mexico 9.2

4 Nevada 4.9 4 Arkansas 9.1

5 New York 4.4 5 Hawaii 9.0

6 Illinois 4.0 5 Nebraska 9.0

7 Arizona 4.0 7 New York 8.9

8 Georgia 3.9 8 Texas 8.7

9 Maryland 3.9 9 Connecticut 8.3

10 District of Columbia 3.8 9 Maryland 8.3

U.S. Average 3.5 11 Kansas 8.2

11 North Carolina 3.5 11 Wisconsin 8.2

12 New Mexico 3.4 13 Indiana 8.1

13 Colorado 3.1 13 South Dakota 8.1

14 Florida 3.1 15 Arizona 8.0

15 Rhode Island 3.0 15 California 8.0

16 Connecticut 3.0 15 Ohio 8.0

17 Virginia 3.0 State Average 8.0

18 Oregon 2.9 18 Iowa 7.9

19 Washington 2.9 19 Louisiana 7.8

20 Massachusetts 2.8 19 Oklahoma 7.8

21 Utah 2.7 21 New Jersey 7.7

22 Delaware 2.4 21 Tennessee 7.7

23 Kansas 2.2 23 Rhode Island 7.6

24 South Carolina 2.1 24 Minnesota 7.5

25 Oklahoma 2.1 24 Mississippi 7.5

26 Nebraska 2.0 24 Pennsylvania 7.5

27 Idaho 1.9 24 Vermont 7.5

28 Tennessee 1.8 28 District of Columbia 7.3

29 Arkansas 1.8 28 Florida 7.3

30 Minnesota 1.5 28 Georgia 7.3

31 Alabama 1.5 31 Alabama 7.2

32 Hawaii 1.4 31 Idaho 7.2

33 Indiana 1.4 31 Massachusetts 7.2

34 Wisconsin 1.3 31 North Dakota 7.2

35 Louisiana 1.3 35 Kentucky 7.1

36 Iowa 1.2 36 Michigan 7.0

37 Pennsylvania 1.1 37 Utah 6.9

38 Kentucky 1.0 38 Missouri 6.8

39 Michigan 1.0 38 North Carolina 6.8

40 Missouri 0.9 40 Colorado 6.7

41 Mississippi 0.9 41 Maine 6.6

42 Wyoming 0.9 42 Virginia 6.5

43 Alaska 0.8 43 West Virginia 6.4

44 New Hampshire 0.8 44 New Hampshire 6.3

45 Ohio 0.7 45 Oregon 5.6

46 Vermont 0.6 46 South Carolina 5.5

47 North Dakota 0.6 46 Wyoming 5.5

48 South Dakota 0.5 48 Nevada 5.0

49 Montana 0.4 49 Alaska 4.5

50 Maine 0.4 50 Montana 4.2

51 West Virginia 0.3 51 Delaware 3.9

Source: Census Bureau and Institute on Taxation and Economic Policy

Effective State-Local Tax Rate for 

Undocumented Immigrants

Undocumented Immigrants as a Share of 

Total State Population

(based on 2013 population estimates)(based on 2013 population estimates)



  STATE POLICY REPORTS   VOL. 34   ISSUE 4 7 

Population Estimates. The table on the left is 

notable because it shows the high concentration of 

undocumented immigrants in relatively few states. 

California, New Jersey, and Texas are the only 

states where undocumented immigrants exceed 

5% of the state population. In contrast, they 

account for less than 1% of the state population in 

a dozen states. In the median state, undocumented 

immigrants account for 2% of total population. The 

average is much higher (3.5%) because of the 

concentration at the top. 

Tax Rate Estimates. The effective state-local 

tax rate faced by undocumented immigrants is 

listed on the right-hand table, and ranges from 

10.8% in Washington to 3.9% in Delaware. These 

two extreme cases reflect a decisive determinant in 

such tax burdens—the presence of a broad-based 

general sales tax. Washington relies heavily on 

such a tax since it lacks a personal income tax, 

while Delaware has no general sales tax. The ITEP 

update notes that sales and property taxes are the 

taxes most likely to be paid by undocumented 

immigrants, with the former paid on purchases of 

taxable goods and services, and the latter most 

often embedded in rent payments. 

ITEP hopes that states will grant legal status to 

more undocumented immigrants, arguing in this 

paper that doing so would increase tax 

contributions to state and local governments. While 

that is likely true, ITEP’s choice to compare the 

effective tax rate faced by undocumented 

immigrants to the rate faced by the top 1% of 

taxpayers seems inapt. More appropriate would be:  

 to compare such tax payments with the cost of 

providing services to undocumented 

immigrants, or  

 to show the share of total state-local tax 

collections made by undocumented immigrants, 

and compare it to their share of a state’s 

population. 

That said, the estimates suggest that this is a 

relatively minor issue for most states, with 

undocumented immigrants highly concentrated in 

just a few places. 

 
 
TECHNICAL NOTES 
 
Rainy Day Funds. The PNC Financial Services 

Group released its Municipal Commentary, “Some 

States Have Not Replenished Rainy Day Funds, 

Not Ready for Budget Pressures,” on February 2, 

2016. The New England Public Policy Center’s 

report, Achieving Greater Fiscal Stability: Guidance 

for the New England States, can be found here: 

www.bostonfed.org/economic/neppc/researchreport

s/2015/rr1502.htm. The Rockefeller Institute’s brief, 

“Double, Double, Oil and Trouble,” can be found at 

rockinst.org/government_finance/. NASBO’s 

information on state rainy day fund balances is 

included in its Fiscal Survey of States, at 

www.nasbo.org/publications-data/fiscal-survey-

states/fiscal-survey-states-fall-2015.  

Immigrants. The ITEP study is at: 

itep.org/itep_reports/2016/02/undocumented-

immigrants-state-local-tax-contributions-

1.php#.Vt37Y0BfFvc.  
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