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EXECUTIVE SUMMARY 
 
 
 
 
 
The state government in Wyoming has sound finances and has evaded the budget storm 

that has swept through most other states over the past couple of years. However, the 
Wyoming economy is not in as good a shape as the state finances indicate. Wyoming suffers 
from perennially low growth that puts the state behind neighboring states. A main reason 
for this low growth is the state‟s heavy dependency on the minerals industry. 

Because the state government is awash in severance tax revenues from the minerals 
industry, its legislators have done little to strengthen other industries. This has perpetuated 
the low-growth problem. Adding to the legislative ignorance of Wyoming‟s lackluster 
growth record is the steady inflow of federal funds. The combination of minerals-based 
severance taxes and federal money creates a fiscal shield between legislators and the 
economic reality of the state. 

In view of the uncertain economic future for Wyoming, and the national economy, the 
discrepancy between economic policy and economic reality could become a serious threat to 
even the volatile growth that Wyoming currently has. More than any other state except 
Alaska, Wyoming needs a policy for industrial diversity.  
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GROWTH VOLATILITY AND THE WYOMING ECONOMY 
 
 
Wyoming is a low-growth state by regional comparison. From 1988 to 2009, the period of 

time for which reliable macroeconomic data is available, average annual growth rate was 3.3 
percent per year, adjusted for inflation. This is, at best, an average growth rate for the 
region: neighboring states boast a significantly better track record: Idaho (5.3 percent), 
Colorado and Utah (4.3) and South Dakota (4.0). Furthermore the neighbors that fall 
behind Wyoming do so with a smaller margin than those who are ahead: Nebraska (3.2 
percent) and North Dakota (3.0). Only Montana fell behind significantly at 2.6 percent per 
year.  

A major factor behind the comparatively slow growth in Wyoming is the state‟s mono-
industrial economy. The heavy dependency on the minerals industry (which by national 
accounts definitions includes oil, natural gas and coal) has led to high volatility in economic 
activity.  

The mono-industrial economy has also created an illusion of an economy that is doing 
better than it actually is. This has led legislators into a pattern of economic policy that is at a 
discord with the economic realities of the state. 

 
 
The Theory of Growth Volatility 
 
Growth volatility is a strong symptom of the mono-industrial nature of the Wyoming 

economy. The phenomenon of volatile growth, which is defined as significant swings in state 
GDP growth, does not affect the dominant industry of the economy, but has negative effects 
on other industries. It causes uncertainty and lowers the average growth rate. As a result, 
fewer high-paying jobs are created and the overall standard of living is depressed. 

The uncertainty generated by growth volatility manifests itself in limited profit and 
revenue predictability for businesses outside of the dominant industry. As a result, non-
dominant industries employ fewer people and make fewer large investments than would be 
the case in a more predictable economy. 

A review of state GDP growth data for all 50 states for the period 1998-2009 reveals a 
negative correlation between growth volatility and average growth rate.1 States with high 
growth volatility, measured by a Volatility Index (VIX; definition and method explained 
below), exhibit lower growth rates. The 25 states with the lowest growth volatility, i.e., a 
stable year-to-year GDP growth rate, have an average annual GDP growth rate of 2.7 
percent. The 25 states with the highest growth volatility saw annual growth rates of 1.8 
percent on average. 
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Chart 1 reports the 50-state data. The left axis measures a volatility index number, VIX, 
the calculation of which is explained in a moment. The higher the number, the more volatile 
state growth will be. The right axis measures average annual state GDP growth: 

 
CHART 1 

 
 
The two outliers in the data reported in Chart 1 are South Dakota and Michigan. South 

Dakota saw its state GDP grow by, on average, 4.1 percent for the period studied, with a 
volatility number, VIX, of 157. By contrast, Michigan experienced negative growth, -0.3 
percent, with VIX=2911.  

Volatility in economic growth is calculated based on a series of annual GDP growth 
observations. These observations are organized by size, from lowest to highest. A linear 
trend line is calculated, the slope of which illustrates the variety in growth rates: a large 
difference between high growth rates and low growth rates results in a steep slope, i.e., a 
high growth volatility rate; a small difference between high and low growth rates results in a 
flat slope and thus a small growth volatility rate number.  

Growth volatility rates – slope values – are re-defined as a number no smaller than zero. 
An equi-distant spread of observations of growth rates yields a slope of 1. Since most 
observations of growth volatility rates fall between 0 and 1 this results in a large series of 
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small numbers; for operational and pedagogical simplicity the slope of 1 is re-interpreted as 
10. An example from South Dakota: 

 
CHART 2 

 
 
The slope value is 6.4 and the average annual growth rate for the period is 4.1 percent. 

Therefore: 
 

(1)     
   

     
     

 
It is not sufficient to use the slope of the aforementioned trend line as a measurement of 

growth volatility. The theory behind the volatility index is that high levels of volatility in 
GDP growth result in lower growth on average. A steep slope can be coupled with both 
high and low average levels of growth. By dividing the slope value with the average growth 
rate the VIX value represents a relationship between the slope and the rate of growth: a high 
VIX means that GDP fluctuates significantly relative its average. 

A valid criticism of the data reported in Chart 1 is that the average GDP growth rate is 
represented in both functions. The argument could be made that this erodes the integrity of 
the correlation displayed. However, if the rise in the VIX number, represented by the red 
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function, was caused entirely by rising slope values – the numerator in equation (1) – then 
the slope of the trend line for average GDP growth would be positive. In other words, 
Chart 1 shows that rising VIX numbers are caused by falling average GDP growth numbers 
in combination with higher slope values.  

Therefore, the VIX number indicates an unhealthy combination of high volatility and low 
growth.  

 
Wyoming: A Volatile, Mono-Industrial Economy 
 
Data reported in Chart 1 shows that volatility begins to take a toll on growth when 

VIX>300. A closer look at Chart 1 observations, divided into quintiles, illustrates this: 
 
CHART 1B 

 
 
Table 1 reports the numbers by quintile: 
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3rd 2.6% 298 

4th 2.1% 357 

5th 1.1% 840 

 
A more detailed look at a longer series of data for Wyoming and its neighboring states 

illustrates the point made earlier that high growth volatility is related to a mono-industrial 
economy. Reliable inflation-adjusted state GDP growth data is available from 1988, though 
there is a break in the series due to a shift in base year used in deflation calculations.  

Table 2 reports the observations for 1988-1997, sorted by average growth rates: 
 

State  Growth Volatility Rate Avg. Growth Rate VIX 
Idaho  7.5 5.8 pct 130 
Utah  7.9 5.4 pct 146 
Colorado 7.9 4.8 pct 164 
Nebraska 7.5 3.9 pct 192 
South Dakota 6.0 3.8 pct 158 
Wyoming 6.1 2.8 pct 221 
Montana 6.1 2.6 pct 232 
North Dakota 16.2 2.5 pct 655 

 
Idaho has the highest growth number and the best (lowest) volatility index. North Dakota 

is the only state with a volatility index above 300. It is also the state with the lowest average 
annual growth rate. Wyoming had the third highest VIX number and the third lowest 
growth rate. 

Table 3 reports data for the period 1998-2008: 
 
State  Growth Volatility Rate Avg. Growth Rate VIX 
Idaho  11.7 4.9 pct 275 
South Dakota 7.2 4.2 pct 187 
Wyoming 8.4 3.8 pct 261 
Colorado 7.5 3.7 pct 234 
North Dakota 7.0 3.5 pct 224 
Utah  6.3 3.2 pct 245 
Montana 4.5 2.6 pct 182 
Nebraska 4.9 2.3 pct 244 

 
For this period the relation of state GDP growth to growth volatility is still visible, but 

somewhat less clear. Idaho again edged out competition for the top growth spot, though for 
this period it came at the price of the highest VIX number of the group. However, the 
number is still moderate at 275, below the estimated VIX=300 “flex point”, and the average 
growth rate is almost a full percent lower than for the previous period. 

Again there is an interesting contrast between Wyoming and South Dakota. The two states 
are similar in many ways: large, rural, sparsely populated and relatively far away from major 
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metropolitan areas. Yet despite the fact that South Dakota, like Wyoming, has significant 
natural resources, its economy differs in key areas from the Wyoming economy. These 
differences can explain why South Dakota is a higher-growing, more stable economy. 

Chart 3A shows the mining industry share of the Wyoming GDP, in current prices, from 
1997 through 2008: 

 
CHART 3A 

 
 
In 1997 the mining industry constituted 20.5 percent of the state‟s economy. In 2008 its 

share had increased to 35.8 percent. This expansion was driven almost entirely by an 
expansion in oil and gas extraction. 

As mentioned earlier, one of the problems with a mono-industrial economy is that it can 
deceive legislators into believing that the economy is doing better than it actually is. By 
reviewing the data from Chart 3A in inflation-adjusted form, this point is made clear: 

 
CHART 3B 
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Instead of rising over time, the mineral industry share of state GDP now declines 

modestly, from 31.2 percent in 1997 to 28.8 percent in 2008. 
There is an important message in the difference between Charts 3A and 3B. The ability of 

an economy to create jobs and generate prosperity through growth is illustrated in constant 
prices. However, the generation of revenue for government is illustrated in current prices: 
we do not pay our taxes out of inflation-adjusted income, but from our nominal incomes. 

Because the mining industry has increased its share of the Wyoming economy dramatically 
in current prices, it appears as though the economy in general is thriving. Minerals-based 
severance taxes increased dramatically from 1997 through 2008. This leads politicians into 
believing that they can spend money accordingly, which leads to the creation of government 
spending programs that the real economy – the one shown in the inflation-adjusted numbers 
– cannot afford.  

The three biggest state budget accounts that received money from the severance taxes have 
seen significant annual increases over the past decade:2  

 
Table 4 
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General Fund $72.7 million $262.6 million 
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Mineral Trust Fund $56.7 million $443.1 million 

Budget Reserve $33.5 million $323.2 million 

 
In 1997 these three accounts received a total of $163 million in severance tax distribution. 

In 2008 the same three accounts received $1,029 million, an increase of 531 percent. This 
number should be compared to a 167 percent increase in the GDP of Wyoming, in current 
prices, during that same period of time. 

The rapid increase in minerals-based severance tax revenues conceals from legislators the 
fact that the Wyoming economy has long had a problematic GDP growth record. Severance 
taxes make the state government dependent on inflation in natural resource prices, and 
vulnerable to large price falls. 

A clear risk with such dependency – and the associated volatility in revenues – is that state 
politicians become complacent about spending. While state and local government spending 
as defined by the variable G in gross domestic product has remained steady at approximately 
ten percent since 1997, it is important to keep in mind that this is an average over a longer 
period of time. With a volatile GDP and increasing dependency on severance taxes it is 
becoming gradually more difficult for Wyoming legislators to maintain their spending levels 
while also balancing the state‟s budget. 

 
 
Comparing to South Dakota 
 
South Dakota is a close comparison to Wyoming. Its population, geography and tax policy 

all fall within striking distance of The Equality State. But there are also significant differences 
between the economies of the two states. South Dakota exhibits no industrial bias of the 
kind that Wyoming suffers from. Its economic growth is also higher and more stable. 

Data similar to those in Chart 3A above, in current prices, reveal that South Dakota is a 
relatively diversified economy. The four largest industry sectors are: 

 
Table 5 
Industry Percent of state GDP, avg. 1997-2009 
Finance and insurance 17.2 pct 
State and local government 9.4 pct 
Manufacturing 9.0 pct 
Real estate 8.7 pct 

 
Over the period, the largest sector, Finance and Insurance, increases from 15 to 22 

percent of state GDP, in a slow-moving upward trend. However, unlike the sharp increase 
in the mining industry‟s share of the Wyoming GDP, the relatively mild dominance of the 
financial industry in South Dakota is backed up by real growth. Using constant prices at 
chained 2005 dollars we find the following shares of state GDP: 



12 
 

 
Table 6 
Industry Percent of state GDP, avg. 1997-2009 
Finance and insurance 17.0 pct 
Manufacturing 10.5 pct 
State and local government 8.9 pct 
Real estate 8.5 pct 

 
Constant-price numbers show the largest industry growing in close tandem with current-

price numbers. This indicates that the growing value of the financial industry in South 
Dakota is backed by a growth in actual production – services produced and jobs created – 
unlike the inflation-dominated growth in the mining industry in Wyoming. 

The industrial balance in South Dakota helps explain the state‟s higher growth rates at 
lower growth volatility. When one sector is thriving it makes up for a recession in another 
sector. This also affects the revenue stream of the state government, which is more in 
accordance with how the actual, job-creating economy is doing.  

Wyoming‟s mono-industrial economy and the state government‟s heavy reliance on 
minerals-based severance taxes is one of two factors that obscure state legislators‟ view of 
the real economy. The other is the state‟s heavy reliance on federal funds. 

 
 
FEDERAL FUNDS AND STATE SPENDING 
 
 
Many state legislators tend to treat money from the federal government as free income, 

much in the same way as Wyoming lawmakers look at mineral severance taxes. Federal 
funds go to all 50 states; for 26 states, minerals-based severance taxes are actually part of the 
federal funds. Under the Minerals Leasing Act (MLA) the U.S. government collects taxes on 
minerals sales and routes a portion of the revenues back to the states of origin. This 
complicates states‟ dependency on the federal government, especially in the case of 
Wyoming, which is by far the biggest recipient of severance tax money. In 2009 the state 
received $957 million, approximately half of all minerals-based severance taxes paid out to 
states by the federal government under MLA. 

For Wyoming, the importance of severance tax revenue in the federal-funds package has 
grown significantly in recent years. In 1999 severance taxes represented 26 percent of all 
federal funds that the state received. In 2006 that share had more than doubled to 54 
percent, where it has remained since then. 

The reaction at the state level to the inflow of minerals-based severance taxes differs from 
its reaction to the inflow of other federal funds. Unlike earmarked funds paid out under, 
e.g., the jurisdiction of the Department of Health and Human Services, mineral-based 
money is not designated for any particular spending purpose. Instead they feed the general 
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fund and help pay for the operation of government programs as the state legislature sees fit. 
While this allows for autonomy in state appropriations, the price is – again – high 
dependency on one industry. The minerals-based severance taxes are so significant, in fact, 
that if Wyoming lost them the state, which does not have an income tax, would have to 
create a four percent tax on personal income. 

In October 2010 the legislature‟s Consensus Revenue Estimating Group (CREG) reported 
on a good example of the state‟s dependency on federally supplied mineral funds. Compared 
to January 2010 the October report suggested an uptick in state revenues by 4.9 percent. 
The improved forecast was almost entirely based on expected increases in minerals-based 
severance tax revenues. These revenues, together with sales of new lease contracts for oil 
and gas, are credited for a significant part of the forecasted increase. Directly or indirectly, 
this improved revenue forecast motivated the state legislature to pass a spending-as-usual 
600+ page budget in its non-budget 2011 session. There was no indication that state 
legislators felt any urgent need to consider the long-term trajectory of government 
spending.  

If faced with a tougher revenue situation they might have considered a downward spending 
adjustment. Instead, the dependency on federal funds in general and minerals-based 
severance taxes in particular made it easy for Wyoming legislators to maintain its regular 
spending habits.3 

 
 
Federal Funds and State Budget Cost Drivers 
 
Dependency on federal funds goes beyond the dependency on minerals-based money. 

Non-mineral money from the federal government come with strings attached to them, and 
the increase in non-mineral federal funds to Wyoming has further distanced the state 
government from the state‟s economic realities. Even as mineral revenues rise, Wyoming is 
struggling to keep up with the spending that those strings mandate. In his last budget, 
Governor Dave Freudenthal recognized this. He expressed worry over the state‟s uncertain 
fiscal future. His worries centered in on Medicaid costs:4 

 
I am disappointed that the Medicaid program has not more aggressively pursued cost containment 
concepts to manage costs within the system. It is imperative to develop a stronger understanding of 
cost drivers and enrollment trends to better forecast future costs. 

 
Because of his concerns for the state‟s fiscal future he increased the cash reserves to more 

than $1 billion. He also allocated an additional $142 million to Medicaid in order to keep up 
with spending required by the federal government. This is an example of how a federally 
sponsored entitlement program becomes a burden even to a state that has a budget surplus 
in times when other states are struggling with billion-dollar deficits.  
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A major problem with entitlement programs is that their costs tend to increase in 
recessions. There is ample proof of this in the Wyoming state budget. Consider the 
following three spending codes in the 2011 supplemental budget, which represent 87 
percent of Department of Health appropriations: 

 

 Code 400, Health Care Financing, with total appropriations of $984.9 million; 

 Code 2000, Mental Health and Substance Abuse, $226.4 million; 

 Code 4000, Developmental Disabilities, $134.4 million. 
 
Code 400, the main venue for Medicaid spending, has increased 12 percent since 2007-08. 

This is less than Code 2000 (+124 percent since 07-08) and Code 4000 (+45 percent). 
Total appropriations for Department of Health grew 20 percent. 

Almost all of the increased health spending since 2007 took place between the 2007-08 and 
2009-2010 biennium budgets. Code 400 practically stood still between 2009-10 and 2011-
12, with 98 percent of its growth since 2007 showing up in the 2009-10 biennium budget. 

This pattern is consistent with a recession, when Medicaid spending is driven by exogenous 
variables such as unemployment. These variables are beyond direct legislative control. 
Indirectly, the legislature does have control over the state‟s unemployment: a policy that 
diversifies the state‟s economy makes the labor market less vulnerable to business cycle 
swings. 

Another exogenous cost driver is the general increase in health care costs. Bureau of 
Economic Analysis data show that over the past half-century the cost of producing 
(delivering) health care in the United States increased on average by 5-7 percent per year, 
adjusted for inflation. Causes are advancements in medical technology, improved medical 
education and better delivery methods that cure increasingly complicated medical 
conditions. 

However, in addition to exogenous cost drives there are also endogenous variables, or 
variables under state legislative control. Good examples are the criteria that make a person 
eligible for Medicaid and the list of benefits that the program covers. These mandates, which 
originate in U.S. Congress and accompany federal funds for Medicaid, tie the hands of state 
legislators. At the same time, it is also important to point out that the state has voluntarily 
entered into this dependency on the federal government; the state can make structural 
changes to Medicaid that releases the program from federal dependency and gives the state a 
significant amount of fiscal autonomy. 

One important reason to consider an entirely in-state Medicaid program is that federal 
Medicaid spending is steadily on the rise. The grand total of federal funds in the Wyoming 
state budget rose by $108 million from the 2007-08 biennium budget to the 2011-12 
budget. Two thirds of those extra federal dollars were Medicaid funds. 
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If the state legislature and Governor Mead share the former governor‟s concerns with 
rising Medicaid costs, they are well advised to take a serious look at severing the fiscal ties 
between state‟s Medicaid program and the federal government. 

Recent initiatives by the federal government have reinforced the need for a serious 
discussion in Wyoming about the soundness of continuous dependency on the federal 
government. 

 
 
ARRA – the “Stimulus Bill” 
 
The American Recovery and Reinvestment Act, ARRA, a.k.a., the “Stimulus Bill” 

consisted largely of extra cash for states, as is evident in the latest state spending report from 
the National Association of State Budget Officers: in 2008 the federal government sent 
$388.2 billion to the 50 states; in 2009, the first year of the “Stimulus Bill”, that amount 
climbed to $457 billion. 

Preliminary state budget numbers for 2010 indicate that federal funds to states will now 
have risen past the half-trillion dollar mark at $564 billion. 

Wyoming has eagerly increased its federal funds intake. The non-mineral money coming 
from Washington, DC has almost tripled since its 2008 figure of $476 million. The big 
question, of course, whether or not this increased dependency on Uncle Sam was worth it, a 
question that was intensely debate already in 2009. 

Economists Alan Blinder and Mark Zandi, proponents of the bill, claimed in their report 
“How the Great Recession Was Brought to an End” that the stimulus stopped the rise in 
unemployment at 9.5 percent instead of 11 percent, as they say it would have otherwise 
been. 

This type of argument used frequently by the Obama administration, defies theoretical and 
methodological logic. First, it is simply not possible to identify a job saved, and secondly, 
there is practically no historic precedence to the stimulus bill, which means that it is almost 
impossible to use rigorous quantitative methods to simulate the actual effects of the ARRA 
bill. 

There is one aspect of the ARRA “Stimulus Bill” that seriously calls into question the entire 
Federal Aid to States program. The stimulus bill was designed in a way that actually 
minimized the likelihood of it creating lasting jobs. Wyoming is an excellent example of 
what this means. A closer look at the stimulus funds received thus far shows that the bulk of 
the money has gone into non-productive projects that by their very nature do not create 
jobs. According to the U.S. government‟s stimulus tracking website, recovery.gov, each job 
allegedly created by the bill had cost taxpayers $168,000. 

As of October 2010, the largest recipient of stimulus funds in Wyoming was the 
Department of Transportation with $129 million. That they have not created a whole lot of 
jobs is natural: building and reconstructing roads is a relatively capital-intensive business. 
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Unlike the days when President Franklin D Roosevelt initiated the creation of the U.S. 
Highway system, it is not men with shovels who build roads today. Highway construction is 
a capital-intensive endeavor. Therefore, it is hardly surprising that the DOT funds have 
created only 492 jobs at $262,000 apiece. 

Second largest spender of stimulus funds in Wyoming is the Environmental Protection 
Agency. Their $22 million have created 186 jobs, costing $117,000 per head. This is again 
infrastructure spending, with priority on replacing and upgrading sewage pipelines and 
related structures. 

There is no doubt that the ARRA “Stimulus bill” was a very inefficient method for job 
creation. It is easy to illustrate how the private sector could do a much better job on its 
own. A typical small business in Wyoming compensates its employees at or slightly below 
$35,000 per year. Suppose that we inject $218 million into the Wyoming economy – the 
amount the state had taken as of October 2010 – and let consumers spend the money as they 
see fit, instead of using it according to political preferences. This would dramatically 
increase the potential for job creation: a straight-forward job creation calculation shows that 
another $218 million in consumer spending in Wyoming could have created 6,228 jobs, 
almost five times the number reportedly created under the Stimulus Bill. 

This is of course a very crude estimate. Private businesses do not create jobs at constant 
proportions, nor do consumers necessarily spend money in such a way that in-state job 
creation is maximized. However, it is also a fact that consumer spending is the ultimate 
driver of all job creation – they are the end users of all economic resources created. 
Therefore, their spending is the most efficient job generator available.  

If the Obama administration relied on any economic theory for its stimulus package, it was 
the Keynesian multiplier-accelerator theory. This theory, which originated in an article by 
the British economist Richard Kahn in Economic Journal in the midst of the Great 
Depression, suggests that a dollar spent in one sector of the economy multiplies to other 
sectors as new jobs are created. The newly employed make more money, spend it in local 
stores and thus generate more demand. 

This theory only works if the job-creating mechanisms are quick and direct. While in 
theory capital-intensive infrastructure spending creates economic activity, its effect on the 
labor market is small and slow to spread. It is therefore a flawed base for economic policy to 
bring an economy out of a recession. 

 
 
POLICY IMPLICATIONS 
 
 
Wyoming has a relatively volatile economy. The state legislature lives in a deceptively rosy 

world of strong revenues, which are largely driven by inflation in minerals prices. A positive 
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trend in state revenues can easily seduce legislators into believing that they can continue to 
follow an established spending-as-usual pattern. 

As shown in this paper, the structure of the Wyoming economy does not merit such 
policies over time. An outlook toward the near-to-mid term future reinforces a message of 
caution for the 2012 legislative session.  

As of today, the general economic framework of the budget session is uncertain. Two 
distinctly different scenarios are possible, with very different fiscal policy implications for 
the session. While one scenario is more likely than the other, the less likely scenario still 
carries a sufficiently high probability to warrant caution among legislators. 

The first scenario is that of a continued moderately paced recovery, while the second 
scenario is one of increasing inflation and another recession dip. If the economy continues on 
its moderate recovery path the state will see unemployment drop, tax revenues increase and 
spending on welfare programs decline. If, on the other hand, the economy turns into 
another recession the current recovery trend will be disrupted, with mounting deficit 
pressure on the state budget. 

 
 
Scenario 1: Continued recovery 
 
In a year-to-year comparison Wyoming lost 10,500 private-sector jobs from 2007 to 2010.  
The decline started in September 2008, was reinforced during 2009 and reached its 

bottom in February 2010. Since then the private sector has been on a slow recovery path. By 
September 2010 private employers in Wyoming had re-created the jobs lost during the 
recession. Comparing February to February – the latest monthly data available – the private 
sector in Wyoming had 1,800 more employees in 2011 than in 2010. 

It is clear that Wyoming is in a slow but steady recovery. If this trend continues, the 
private sector will have added another 11,600 jobs by December 2011. Assuming that per-
employee compensation returns to 2009 levels – a reasonable but mildly optimistic 
assumption – and assuming that consumers keep spending apace with income, the state 
would be looking forward to an expected $27.2 million increase in sales tax revenues for 
2012. This is a 7.4 percent increase in state sales tax revenues over 2010 (and should be 
considered an isolated increase; other variables may affect total sales tax revenues for 2011 
as well as 2012). 

Assuming that the CREG report from January 2011 is forecasting severance tax revenues 
correctly, the state is going to see a substantial uptick in revenues in 2012. What the CREG 
report does not take into account is the possibility of significant cuts in Federal Aid to States. 
Given how the U.S. House of Representatives is now more prone to budget cuts, and given 
the prospect of an across-the-board Republican victory in the 2012 election, it is prudent to 
expect systematic cuts in federal funds to states, starting in no more than two years. 
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Based on FY2009 levels, a two, five and eight percent cut in non-severance tax federal 
funds would mean loss of revenues for the Wyoming state government of: 

 
Two percent  $25.1 million 
Five percent $62.8 million 
Eight percent $100.5 million 
 
Already the two-percent cut would offset the expected increase in sales tax revenues 

mentioned earlier. This is, of course, under the assumption that there will be no change in 
the minerals-based severance tax revenue stream. 

 
 
Scenario 2: Stagflation 
 
While the recovery scenario is still the most probable, there is an increasing risk that 

Wyoming will follow the rest of the country into a stagflation period. Stagflation, a term 
defined by the macroeconomics literature in the 1970s, means that an economy experiences 
unemployment and high inflation at the same time. 

Currently the unemployment rate in Wyoming stands at 6.2 percent. This is well below 
Colorado (9.3) but also clearly above South Dakota (4.8). The slow recovery in the private 
sector has already begun nibbling away at unemployment in Wyoming, but with a rising 
inflation rate there is a fair risk that this recovery will be halted and even reversed. 

Inflation has already come to the U.S. economy. Annual consumer price index, March 
2010 to March 2011, reports an inflation rate of 2.7 percent. This is high for an economy at 
such low activity level as is currently the case in the United States. Normally a higher 
activity level in the economy would bring more capacity to the market and mitigate inflation 
pressure. However, this is not a demand-driven type of inflation – it is a cost-push type that 
is immune to traditional activity cycles in the economy. 

At the center of the cost-push inflation is a rise in fuel prices. Gasoline prices have risen 
27.5 percent in one year. This has, however, spilled over into other areas. Home heating oil 
and other heating fuels have gone up 23.9 percent. Under the groceries category, meats, 
poultry, fish and eggs have increased 7.9 percent. This is likely due to increased 
transportation costs. 

The fact that oil prices drive inflation is of some concern to Wyoming. Minerals extracted 
in the state must obviously be shipped; as fuel costs rise, minerals companies have to 
increase the transportation mark-up on their products. This obviously presents a challenge 
to exporters of minerals from Wyoming, though not immediately. Large international 
corporations trade on term contracts, typically running over six months. This means that the 
negotiation of new contracts as well as extending existing ones will be more difficult under 
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the stagflation scenario. As a result, the positive trend in private sector job growth in 
Wyoming could come to a halt or even be reversed. 

A disturbing effect of the recession is that the ratio of tax-paid workers on government 
payroll to private employees has increased substantially. Using Bureau of Labor Statistics 
data for the month of February, the following trend emerges in Wyoming: 

 

 in 2008 there were 282 state and local government employees per 1,000 
private-sector employees; 

 in 2009 there were 303 state and local government employees per 1,000 
private-sector employees; 

 in 2010 and 2011 there were 328 state and local government employees per 
1,000 private-sector employees. 

 
This increase is due only partly to the fall in private sector employment; from „08 to „11 

private employers cut away 8.2 percent of their work force, or 17,900 jobs. During the 
same time the Wyoming state government and counties, cities and townships added 4,100 
people to their payrolls, a 6.6 percent increase. 

Despite this increase in government employment there are some signs that the Wyoming 
economy is recovering. Part of the reason for this is that Wyoming still ranks relatively high 
in terms of entrepreneurial friendliness. A 2010 study by the U.S. Chamber of Commerce 
spoke well of Wyoming:5 

 
Wyoming‟s growth is powered by a rapidly expanding energy cluster, which added more than 18,000 
jobs since 2002 and now holds 30% of all employment in the state. The energy growth has spilled 
over into business services sectors such as environmental consulting, surveying and mapping, and 
testing laboratories. 

 
The report also mentions the low taxes in Wyoming. At the same time, it is noteworthy 

that the report (unintentionally) focuses on the state‟s dependency on the minerals industry 
for a continuous recovery. 

Bureau of Labor Statistics employment data also indicate better economic times. 
Measured, again, February to February, total employment has increased by a modest 2,000 
people, 1,800 of which are private sector jobs. This trend of a slow recovery has sustained 
for just over a year by now (May 2011) and will continue, provided no macroeconomic 
events – or sharp changes to state economic policy – will interfere.  

One factor that could upset a positive economic trend is unsustainable reforms to 
government spending programs. Such reforms, aimed at expanding government, would 
intrude on private sector economic activity and precipitate higher taxes. 
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Legislative Threats to the Recovery 
 
One example of an area where intrusive policy reforms could slow down or even put an 

end to a recovery is health care. 
On March 1, 2011, the Wyoming state legislature approved funds for the Healthy 

Frontiers pilot program. When built to its full extent, the program will offer health 
insurance to Wyoming residents who are not enrolled in Medicaid and have an annual 
income of up to 250 percent of the federal poverty level. The program has been marketed as 
an in-state alternative to Obamacare and could easily lead to a situation where Wyoming 
becomes the first state in the country with a single-payer health care system. 

Wyoming legislators can still pull the plug on Healthy Frontiers during the pilot project 
phase of the program. They would be well advised to do so, especially given the deplorable 
experiences with government-run health insurance in other countries. But one does not 
have to look abroad to see why government-paid health care is a recipe for disaster. A recent 
story from Delaware provides food for thought for legislators who want to expand the role 
of government in health care:6 

 
A proposed cut to the Division of Public Health's budget for cancer screening is raising eyebrows 
among members of the budget-writing Joint Finance Committee. If the proposed $331,200 cut is 
passed, an estimated 83 people would have to go elsewhere for colorectal cancer screening. The 
division provides the screenings to people who are uninsured but don't qualify for Medicaid, which 
covers the test. Division Director Karyl Rattay presented the agency's spending plan Tuesday to the 
JFC, attributing the cut to "an extremely challenging economic environment." 

 

More government spending on health care implies higher in-state taxes, regardless of 
whether Healthy Frontiers will be an all in-state funded program or serve as an expansion of 
Medicaid. Higher taxes intrude on the finances of households and businesses, thwart job-
creating activities and in the end erode the very tax base that government sought to tap in to 
with its higher rates. 

Furthermore, an expansion of government-provided health care crowds out privately 
provided health care. This further reduces productive, business-based allocation of 
economic resources. The end result is less growth, fewer jobs and lower levels of income. 

The threat of higher taxes is serious enough to jeopardize an economic recovery. At this 
point Wyoming taxpayers have very little reason to be worried in this respect; the only tax 
increase considered in this year‟s legislative session was a failed proposal for a 10-cent 
gasoline tax increase. However, without long-term oriented spending reforms Wyoming‟s 
status as a low-tax state may be coming to an end. 

On top of the Healthy Frontiers program there is also an effort under way to expand public 
education spending. Wyoming is changing its school funding formula, in a tilting-at-
windmills effort to “reduce inequality”:7 
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Lawmakers approved a bill Friday that would change how money is collected from counties and distributed 
to school districts. ... The bill would end the process of "recapture and entitlement." Recapture districts 
collect more revenue from a special property tax for education than they're entitled to receive under state 
law and pay that excess to the state for redistribution to other districts. Entitlement districts collect less 
revenue than the guaranteed state funding, and the state pays the difference. ... Wyoming's 48 school 
districts receive funding from the state in a "block grant," a sum calculated by cost of resources per student 
multiplied by student population. The Legislature must re-evaluate or "recalibrate" the funding model 
every five years, a mandate from the Wyoming Supreme Court intended to adequately fund education for 
all Wyoming students. ... The bill would take the state one step further toward equitable funding, said Sen. 
Phil Nicholas, R-Laramie. "This is one of the last vestiges that sits out there where you have some districts 
that benefit because of their wealth," Nicholas said. "And sometimes that wealth comes as a burden because 
of the way the money comes and they have to manage their funds." ... The bill is the latest in a long history 
of battles over inequality in education funding due to some counties collecting more taxes. In 2006 voters 
said all income should be redistributed among all districts. The Wyoming Supreme Court then upheld 
wealthy districts' right to increased revenues. A bill that would have consolidated all revenues in one 
account failed in 2007. 

 
While technically not increasing the burden on taxpayers, by aiming to reduce 

“inequalities” the reform puts an intangible, non-economic goal above the economic realities 
in which it will be implemented. If politicians perceive that their goal of “reducing 
inequalities” is not achieved there is a risk that they will go after more revenue for purposes 
of spending the school system into “equality”.  

Going after more revenue means one thing: higher taxes. The pursuit of an ideological goal 
would increase the burden on the shoulders of Wyoming taxpayers.  

 
 
Policy Recommendations 
 
From a fiscal viewpoint Scenario 1 above, the recovery scenario, does not present the 

legislature with any immediate need for spending cuts. The most likely outcome of the 
recovery scenario is that increased sales tax revenues will compensate for any cuts in non-
severance tax federal funds. This leaves the state with more money, as minerals-based 
severance tax revenues increase. 

Based on past experience it is reasonable to assume that state legislators will have a hard 
time refraining from increased spending as a result of increased revenue. Each new dollar 
they spend will likely create a permanent need for higher government spending, a need that 
is not reciprocated with a certainty of higher revenue. On the contrary, the higher revenue 
comes from the volatile minerals industry and therefore should not be used to expand long-
term spending commitments. 

The stagflation scenario is more sinister. It may result in less revenue if: a) consumer 
spending drops as a result of inflation and sustained or even increasing unemployment; b) 
the federal government goes ahead with significant cuts to Federal Aid to States; and c) the 
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rise in severance tax revenue grinds to a halt. Under this scenario state legislators will have 
to focus entirely on spending cuts; higher taxes in a state of stagflation will only aggravate an 
already dire situation. 

A key to understanding the likelihood of the stagflation scenario is the level of inflation. 
The current CPI rate of 2.7 percent is high for a recession but not alarming. Should inflation 
creep up above four percent, it will begin to affect the economy negatively. At that point it 
exceeds the annual salary advance of most employees and will have the same effect on 
consumer spending as a tax increase. 

Inflation in the neighborhood of 4-5 percent is a likely scenario. However, the precision in 
any such forecast is weak. Since this inflation is primarily driven by oil prices, a drop in 
demand will drive down prices and thereby mitigate inflation somewhat. However, it is 
important to remember that this is a cost-push oil price inflation, which means that the 
influence of demand on the price is moderate. 

Another inflation-driving factor is the weakening dollar. This is the inevitable price of a 
massive monetary supply expansion in the United States. The reason why this monetary 
supply expansion has not triggered domestic inflation above 2.7 percent is weak 
transmission mechanisms between the monetary sector and the rest of the economy, a.k.a., 
the real sector. Weak transmission mechanisms are associated with high unemployment. 
However, the effect on the exchange rate is independent of those mechanisms. As a result 
we get inflation and unemployment – i.e., stagflation. 

The obvious way to mitigate and eventually eliminate the volatility in state revenues is to 
diversify the Wyoming economy. A strategy for such diversification merits its own research 
paper; briefly, a combined focus on deregulation and free-market based health reform is the 
best way forward. 

Overall, the Wyoming economy stands firm and comparatively healthy. But its mono-
industrial profile and heavy dependency on the federal government makes it particularly 
vulnerable to single events and trends in the economy as well as in politics. The legislature 
would be well advised to take measures to encourage economic diversity. Part of such a plan 
is to preserve the private sector as intact as it can be, to rein in government spending and 
pursue reforms that focus government on its essential functions. 
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Endnotes 
                                                             
1 Data from the U.S. Bureau of Economic Analysis, http://bea.gov.  
2 http://revenue.state.wy.us/PortalVBVS/uploads/2008%20DOR%20Annual%20Report.pdf  
3 The legislature in Wyoming has directed more and more of its spending away from the General Fund and in to Other Funds. In 
the 2008-2009 budget, the National Association of State Budget Officers reports, 29 cents of every dollar spent by the state 
government in Wyoming came through Other Funds. In 2011-12 that share is 45 cents. 
4 For the entire supplemental budget, please see: http://ai.state.wy.us/budget/pdf/SupplementalStateBudget.pdf  
5Please see: http://ncf.uschamber.com/wp-content/uploads/final-report-Enterprising-States-email.pdf  
6 Please see: http://www.larson4liberty.com/2011/03/health-care-rationing-delaware-leads.html#more  
7 Please see: http://billingsgazette.com/news/state-and-regional/wyoming/article_ec772fc7-6739-549c-b18d-
9bc183ec308e.html  
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