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 Short Take  
 

Zero-Based Budgeting 
 
There is growing interest in structural reforms to government appropriations. As a result, the 

principle of zero-based budgeting is getting traction. Under this principle, government agencies 

have to motivate their existence in each round of appropriations. In a forthcoming paper the 

Wyoming Liberty Group examines the case for zero-based budgeting and its potential impact on 

state government spending. Briefly, the zero-based principle breaks down into three versions: 

 

1. A flat zero base. Each government program starts each new appropriations round with zero 

dollars. Its officials then have to motivate every dollar they want to spend.  

2. Zero increase principle. A softer version of the zero-base model, this principle freezes 

appropriations at last year. 

3. Prioritized zero base. Based on a definition of the essential functions of government, this 

principle protects, e.g., law enforcement while putting other agencies on a flat zero base. 

 
The Wyoming Liberty Group paper will be published in October. For updates or to pre-order a 

copy, please contact Sven R Larson at larson4liberty@gmail.com. 
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Federal funds flooding state budgets 
 

Sven R Larson 

 
In 2009 Oklahoma got $2.4 million from the federal government for Coast Guard operations. 

Alaska, by contrast, got $1.8 million. 

These numbers are part of the Federal Aid to States program, which in 2009 sent $552 billion 

to the states. Of that, $18 billion came from the Department of Homeland Security (DHS). Of the 

DHS funds, in turn, $124 million was designated for Coast Guard operations in the 50 states.  

You do not have to live in Oklahoma to know that The Sooner State does not have an inch of 

coast line. So why does it get millions of dollars for Coast Guard operations?  

There is a legitimate answer to that question, but let us first take a step back and look at the 

entire package of federal money flowing in to state budgets. This money has been coming from 

Washington, DC to state capitals for decades, but for a long time the amounts were small and 

did not have a big impact on state budgets.  

With the start of Medicaid in 1965, the flow of money grew significantly. Since then, the 

Federal Aid to States program has expanded rapidly and relentlessly, making the federal 

government an ever more important funder of state spending. In 2000 the federal government 

paid 24 cents of every dollar states spent.  

In 2009 the federal share was 30 cents. A preliminary estimate for 2010 puts that share at 35 

cents. 

These numbers only account for the direct role of federal funds, i.e., the actual money coming 

from the federal government. They do not take into account the matching spending that states 

have to produce in order to qualify for federal funds. In Medicaid alone this matching funds 

requirement has now risen to approximately $200 billion per year. That money comes directly 

out of state taxes. 

Part of the reason why the federal share of state spending has grown so big in 2009 and 2010 is 

the Obama administration’s ARRA “Stimulus Bill”. However, even before that bill was passed 

by Congress, Federal Aid to States was growing at 6.2 percent per year (estimate for 2000-2008). 

This represents the normal spending practices of Congress and state legislatures. Obviously, the 

6.2 percent annual growth means that taxpayers have to increase their input into the federal 

government by 6.2 percent per year – or there will be a budget deficit.  

Thanks, again, in part to the federal funds, and in part to the relentless growth in federal funds 

over time, the federal government is the largest revenue fund for more and more states. Based 

again on estimates for 2010, in 22 states the federal funds are larger than both the General Fund 

and Other Funds in the state budget. South Dakota is a particularly disturbing example of 

federal dependency: the federal government pays 46 cents of every dollar the state spends. 

This trend in Federal Aid to States is gradually transforming states from independent 

jurisdictions to federal spending agencies. Will state legislators and governors allow this to 

happen? 

(As for the Coast Guard money to the states, it is for boat safety programs. Needless to say, the 

protective operations of the USCG are paid for directly by the federal government.) 
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Wyoming trapped in federal fiscal shackles 
 

Sven R Larson 

 
Many think of Wyoming as a haven of freedom in a country marred in statism. Gun laws, the 

absence of a state income tax and moderate enforcement of speed limits verify that image. 

However, a closer look at the state economy points in the opposite direction: Wyoming is, in 

fact, one of the most government-dependent states in the country.  

In the September 2 issue this newsletter reported that there are 328 state and local employees 

per 1,000 private employees in Wyoming. This is the highest rate in the country. We can now 

add another dismal fact to that record of government dependency: for the past ten years the 

inflow of federal funds into the Wyoming state budget has been growing faster than the 

national average by a sizeable margin.  

From 2000 to 2008 federal funds to Wyoming grew at 7.1 percent per year, almost a full 

percentage point faster than the national average. This figure refers only to non-mineral funds: 

it excludes severance taxes on natural resources. If we include 2009 the federal funds growth 

rate for Wyoming is 8.3 percent, as opposed to the 7.5 percent national average.  

For many years, Wyoming has received the largest amount of federal funds per capita of all 

the 50 states. In the last couple of years Alaska has passed Wyoming, but The Cowboy State 

remains a top contender for dependency on U.S. funds.  

The single largest item funded by the federal government is, hardly surprising, Medicaid. The 

program absorbs 28 percent of all the non-mineral federal money coming in to Wyoming. In 

total, money from the U.S. Department of Health and Human Services is 39 percent of all non-

mineral funds.  

In dollar amounts, the largest senders of federal funds to Wyoming are: 

 

 U.S. Department  Federal Funds in 2009 

 Health and Human Services $491.3 million 

 Transportation $348.5 million 

 Education $137.4 million 

 Homeland Security $68.8 million  

 Agriculture $58.3 million 

 

In total, Wyoming received $1.26 billion in non-mineral federal funds in 2009. Mineral funds 

added $957 million. 

Entitlement spending is clearly a driving force behind Wyoming’s growing dependency on 

U.S. funds. As an illustration, consider the fact that in 2007 and 2008, the two years immediately 

prior to the 2009 stimulus bill, Health and Human Services funds to Wyoming actually grew 

faster than they did in the first year of the stimulus bill: 25 percent in 2007 and 18 percent in 

2008 (compared to 13 percent in 2009).  

--- 

For more on Federal Aid to States, join Wyoming Liberty Group’s webcast lecture on Oct 4. Stay tuned. 


