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The Volcker Alliance was launched in 2013 by former Federal Reserve 
Board Chairman Paul A. Volcker, who served in the federal government for 
almost 30 years.

The mission of the Volcker Alliance is to advance effective management of 
government to achieve results that matter to citizens.

About The Volcker Alliance
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The History of Truth and Integrity in 
State Budgeting
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The Results
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ÅLongest GDP expansion since 1858...but cooling. Economists surveyed 
by Bloomberg in August see 35% chance of recession in next 12 months, 
ǳǇ ŦǊƻƳ ом҈ ƛƴ WǳƭȅΣ нр҈ ƛƴ CŜōǊǳŀǊȅΣ мр҈ ƛƴ Wǳƭȅ ΩмуΦWarning flags: 
Slower jobs and global growth; trade war; inverse US yield curve; Philly 
Fed state leading index rising fairly steadily but at slowest rate since 
фκнлмлΣ ŀōƻǳǘ ǿƘŜǊŜ ƛǘ ǿŀǎ ōŜŦƻǊŜ ǊŜŎŜǎǎƛƻƴ ōŜƎŀƴ ƛƴ ΨлтΦ
Sources: Volcker Alliance, Federal Reserve Bank of Philadelphia, Bloomberg 

ÅFatter budgets for states. C¸ Ψмф ǎǘŀǘŜ ƎŜƴŜǊŀƭ ŦǳƴŘ ǎǇŜƴŘƛƴƎ ҌрΦу҈Σ 
fastest since 2007 and around 5.6% long-term average. May states 
ǇƻǎǘŜŘ ǎǳǊǇƭǳǎΣ ōƻƻǎǘŜŘ Ǌŀƛƴȅ Řŀȅ ŦǳƴŘǎ ŀƴŘ ƻǘƘŜǊ ǊŜǎŜǊǾŜǎΦ C¸ Ωнл 
projected general fund spending +4% with most of gain going for K-12 
and higher education. Rainy day funds near record high.
Source: Volcker Alliance, NASBO

The Results
2019 Fiscal Framework for States
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ÅFederal budget uncertainty: Budget gap ~5% of GDP. Despite recent 
budget deal, federal discretionary spending reductions affecting states 
still a possibility.
Sources: Volcker Alliance, Bloomberg

ÅState budget pressure points. Volcker Alliance 3-year Legacy Cost grade 
trend rising for 2nd year, but 2/3 of states still experiencing 
pension/OPEB stress. Legacy Costs battling debt service, Medicaid, 
infrastructure, K-12, Rainy Day Funds for resources. Infrastructure 
deferred maintenance cost may be at least $1 trillion. 
Source: Volcker Alliance

The Results
2020 Budget Risks for States
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ÅRecord-low bond yields but muni issuance is no panacea. Est. 2019 
Ƴǳƴƛ ǎŀƭŜǎ Ϥ Ϸорлō ǾǎΦ Ϸонрō ƛƴ ΩмуΣ Ϸпмл ō ƛƴ ΨмтΦ bŜǿ-money issuance 
may be best in 8 years, yet states & localities wary of cost of borrowing 
for new projects, preferring to add to reserves, bolster existing programs. 

The Results
2020 Budget Risks for States

Source: Volcker Alliance, Bloomberg, Municipal Market Analytics issuance estimates



10Fixed Costs: Biggest Risk for States?

ά!ōǎŜƴǘ ŀƴȅ ǇƻƭƛŎȅ ŎƘŀƴƎŜǎ ōȅ ǎǘŀǘŜ ŀƴŘ 
local governments, revenues are likely to 
ōŜ ƛƴǎǳŦŦƛŎƛŜƴǘ ǘƻ Ƴŀƛƴǘŀƛƴ ǘƘŜ {ŜŎǘƻǊΩǎ 
capacity to provide services at levels 
consistent with current policies during 
ǘƘŜ ƴŜȄǘ рл ȅŜŀǊǎΦέ ςUS Government 
Accountability Office, December 2018

PA ~ 40% -- Is this sustainable? 
Watch for budget maneuvers if 
revenues flag.
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1. Budget forecastingςhow and whether states estimate revenues and 
expenditures for the coming fiscal year and the long term;

2. Budget maneuversτdependence on one-time revenues to offset 
recurring expenditures;

3. Legacy costsτhow well states fund promises made to public 
employees for pensions and retiree health care;

4. Reserve fundsτthe condition of general fund reserves and rainy day 
funds as well as rules governing their use and replenishment; 

5. Budget transparencyτdisclosure of budget information, including 
debt, tax expenditures, estimated cost of deferred infrastructure 
maintenance.

How the Volcker Alliance Grades States
States received average FY 2016-18 grades of A to D-minus, plus 
annual grades for each year, in five areas:
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ÅBudget forecastingςStates should use a consensus approach 
to establish single, binding estimates for revenues and 
expenditures. States should also make predictions about 
revenues and expenditures for more than one following 
fiscal year. 

ÅBudget maneuversτStates should pay for expenditures with 
recurring revenue earned in the same year.

ÅLegacy costsτStates should consistently make the 
contributions for pension and retiree health care plans that 
actuaries determine to be necessary.

Five State Budget Principles
Our evaluation of state budgets is guided by these best practices
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ÅReserve fundsτStates should enact clear policies for 
deposits into and withdrawals from rainy day and other 
reserves.

ÅBudget transparencyτStates should provide the data that 
public officials, advocacy groups, and citizens need to 
thoroughly understand budgets. These budgetary disclosures 
should include the costs of debt, deferred infrastructure 
maintenance, and tax expenditures. 

Five State Budget Principles
Our evaluation of state budgets is guided by these best practices



14Most 3-Yr Average A Grades, FY 2016-18
California, Idaho, Tennessee, and Utah Are the Only States 

With Three A Grades Apiece
Categories: Budget 
Maneuvers, Legacy 
Costs, Reserve Funds

Categories: 
Budget 
Maneuvers, 
Reserve 
Funds, 
Transparency

CA

ID

UT

TN



15States With Average D- Grades, FY 2016-18
Legacy Costs Weigh Down 6 States, 4 Trail in Other Categories 

ND
Budget

Forecasting

WY
Legacy Costs

MO
Budget

Forecasting

IL
Legacy 
Costs

AL
Budget

Forecasting

PA
Budget 

Maneuvers

NJ
Legacy Costs

MA
Legacy Costs

HI
Legacy Costs

TX
Legacy Costs



16Budget Forecasting Average Grades, FY 2016-18
Trend Ĉ: 10 Get an A but 12 are D or D-



17Budget Maneuvers Average Grades, FY 2016-18
Trend Ċ: 16 get an A but 7 are D or D-



18Legacy Cost Average Grades, FY 2016-18 
Trend Ĉ: Only 8 get an A; 33 are C or Worse and 6 are D-

Å US total state 
pension plan 
funding level: 
68.6%

Å Total unfunded 
liability: $1.35 
trillion

Source: Bloomberg



19Reserve Funds Average Grades, FY 2016-18
Trend Ĉ: 17 get an A, only 10 graded C or worse



20Transparency Average Grades, FY 2016-18 (2)
Infrastructure: Only 4 states disclosed deferred maintenance cost in 
budgetary documents or equivalent


