
Governor Matt 
Mead deserves 
recognition for 

having signed a budget that 
grows spending of the state 
government at historically 
low rates. Only a few 
other governors can stand 
shoulder to shoulder with 
him – among them are Ohio 
Governor Kasich and New 
Jersey Governor Christie. But 
this historic moment also raises 

the broader question of where 
our state budget is heading in the 

future. Is the recent exhibition of 
fiscal restraint an exception to a 

longer-term trend?

There is an obvious reason to 
believe that this is not an exception: 

the state legislature sent the governor a 
restrained budget. But we also know that 

Governor Mead worked closely with the 
legislature on scenarios to restrain spending, 

something that is unusual in Wyoming politics. It is 
entirely possible that once Governor Mead is no longer in 
office, and the general sentiment of our state lawmakers is 
less favorable to fiscal restraint, there will be a return to a 
historic trajectory of relentless growth in state government 
spending. 

The prospect of fiscal restraint being reduced to a historic 
fad in Wyoming raises the question of what the legislature 
can do to reinforce fiscal restraint over time. This paper 
discusses the option of introducing an institutional 
spending cap.

What is an institutional spending cap?

The current practice of government appropriations in 
Wyoming uses baseline increases as the guideline for 
how much to increase spending from one year to the 
next. Conventional wisdom says that the baseline method 
allows the state to “keep up with inflation”, but one need 
not look deeply into the books of the Wyoming state 
government to see that the baseline practice is associated 
with much more than to make sure government programs 
are inflation neutral.

This does not mean that government should not adjust 
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its spending for inflation. On the contrary, the bigger 
government is, the more exposed it is to the general 
trend of prices in the economy. In this sense, government 
is comparable a multi-billion dollar business (though 
with the unique right to coercively collect its revenues) 
and needs many of the same things as any large 
corporation. This includes real estate 
services, power and heat for buildings, 
fuel for vehicles, health insurance for its 
employees, food for its cantinas, office 
supplies, IT services, accounting and 
banking services, etc.

However, while it is fair to expect 
government to keep up with inflation, 
it is also reasonable to expect that 
government deals with inflation in the 
same way as the private sector does. 
This means, for example, that in tough 
economic times government employees should be 
subject to the same restraint on salary advancements as 
private-sector workers experience. 

It also means that any discussion about how to cap 
state spending must take into account the conventional 
appropriations methods that drive costs more out of 
habit than economic necessity. This is where a clearer 
focus on inflation-driven increases is helpful.

Institutional spending caps, i.e., constitutional or 
legal measures that limit growth in annual government 
spending, do not always allow for inflation-driven cost 
increases. Some are based on GDP growth or growth in 
personal income, tying growth in government spending 
to those benchmarks. 

One measure that does take into account inflation 
is TABOR, or Taxpayer Bill of Rights. It became law in 
Colorado in 1992 but has not gained much ground 
beyond that state. Over the years proponents of TABOR 
have developed various applications 
of the concept, but in its original form 
it caps government spending growth 
to inflation plus the growth rate in 
state population. The theory was that 
government needs to compensate for the 
general cost increase in the economy, 

and expand its services to new residents. 

In order to be meaningful, a spending cap must apply 
to all funds of government spending. As is evident from 
data from the National Association of State Budget 
Officers, the Colorado TABOR made a very small 

difference in state spending growth.  
One reason is that it applied only to the 
General Fund; after TABOR went into 
effect, Other Funds took over as the 
main driver of state spending. 

This paper does not analyze the 
political or legal aspects of institutional 
spending caps. However, it is important 
to mention that if Wyoming lawmakers 
came to the point where they would 
consider such measures, the cap must 
be able to withstand the tides of politics. 
A weak spending cap that can easily be 

repealed or manipulated is almost an open invitation to 
lobbying efforts from special interests seeking gain from 
a return to uncapped spending.

Three spending-cap examples

To get an idea of what spending caps could do for 
Wyoming, consider the following three examples, tying 
growth in total state spending to:

•  Standard TABOR, meaning inflation plus growth in 
population;

•  Nominal state GDP growth, meaning the actual 
expansion of the state economy (real GDP) plus 
inflation;

•  Compensation of private employees, meaning the 
annual rise in the sum total of what individuals in 
the private sector in Wyoming earn in one year.

A normal application of these 
spending caps would focus on the 
appropriations side of the state finances. 
However, Wyoming has a state revenue 
structure that makes such applications 
less effective than in almost any other 
state. Severance taxes play a large role 

in providing the state with spendable funds, and the 
demand for the natural resources, upon which the taxes 
are levied, is to a very large degree independent of the 
Wyoming economy. 

This means that the state of Wyoming 
has a considerable revenue source that 
can vary from one year to the next due to 
global demand for our natural resources 
– and that any increase in mineral 
revenues has no direct detrimental 
effects on the Wyoming economy. In 
other states the legislature must raise 
taxes in order to create the kind of revenue increases 
that Wyoming seemingly gets for free. 

While increased demand for natural resources is good 
for parts of the Wyoming economy, the positive effects 
can easily be eroded by the state legislature. When 
severance tax revenues go up our state legislators are 
inclined to want to spend the extra money. As a result, 
they grow state spending based on a revenue rise that in 
itself does not directly depress the economy, not taking 
into account the negative effects on the state economy 
from a rise in state spending. 

Because of the nature of the severance tax it makes 
little sense to apply a cap to the spending side of the 
Wyoming state budget. The cap would have to be 
unusually complex in order to take into account the use 
of funded, windfall revenues. A more straightforward 
approach is therefore to apply the cap to the revenue 
side, such that:

Total state revenues must not rise in excess 
of … in any single fiscal year.

The blank spot is to be filled with one of the three 
spending cap methods mentioned above. 

The following sections simulate each of the three 
caps using state revenue data from the U.S. Census and 
all other relevant data from the Bureau of Economic 
Analysis. Due to limited availability of reliable data, the 
following simulations cover the period 1992 through 
2010.

The first cap: TABOR

Suppose the state of Wyoming had passed a TABOR-
based revenue cap in 1992. It would 
have dictated that the state cannot 
increase its appropriations of revenue 
more than the sum of the growth in the 
Wyoming population and state inflation. 
For 1993 this would have allowed an 
increase in spendable revenue by 2.9 
percent, far less than the 7.7-percent 
increase that actually took place. 

Over time the TABOR cap would have made a 
significant difference to what funds the state government 
would have been allowed to spend:

Figure 1

Data sources: U.S. Bureau of the Census (state 
revenues), Bureau of Economic Analysis (GDP-based 
inflation and state population).

Clearly, a TABOR cap would have been highly effective 
at restraining government spending in Wyoming. For 
comparison, consider Figure 2 which simulates the 
effect of a TABOR cap on state spending in New Jersey:
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funds of government 
spending.”



Figure 2

Data sources: National Association of State Budget 
Officers (state spending), Bureau of Economic 
Analysis (GDP-based inflation) and U.S. Census (state 
population).

The New Jersey simulation is based on actual 
spending, not actual revenues. However, the New 
Jersey state government operates under the same strict 
balanced-budget requirements that apply to Wyoming 
and virtually every other state. Therefore, for the limited 
purpose of this comparison it is reasonable to assume 
that revenues and spending are one another’s proxies. 

TABOR’s notably stronger effect in Wyoming is mostly 
due to the role of severance taxes. If Wyoming had a 
revenue structure comparable to non-resources states, 
it is entirely possible, even likely, that its effectiveness 
would instead have been as marginal as it would have 
been in New Jersey.

A relevant question based on this TABOR simulation: 
what is the state government going to do if it gets 
large windfall revenues from the severance tax, and 
those revenues vastly exceed what the state is allowed 
to spend during the next fiscal year? This question is 
critical to any effort to make a spending cap functional. 

However, in order to concentrate the analysis, the 
answer to this question will have to wait until we have 
simulated the effects of the other two spending caps.

The second cap: Current-price state GDP 
growth

The next spending-cap suggestion is to tie the growth 
in state spending to the growth in nominal (current-
price) state GDP. Theoretically, it makes sense to use 
current-price GDP as GDP is the broadest possible tax 
base. All taxes in one year are paid out of that same 
year’s total economic activity. Therefore, if government 
spending cannot grow faster than GDP, the spending 
cap serves both as a cap on the size of government and 
a guarantee that overall the state economy will not be 
overwhelmed by taxes.

The problem is, as Figure 3 explains, that this cap 
appears to be ineffective in restraining government 
spending:

Figure 3

Data sources: U.S. Bureau of the Census (state revenue), 
Bureau of Economic Analysis (GDP).

Other than as an exception to a trend, a GDP-based 

cap on spendable revenues would not make a difference 
over time. This is again related to the mono-industrial 
character of the private sector in the Wyoming economy. 
State revenues fluctuate predominantly with changes in 
the natural-resources based industries, as does current-
price state GDP. 

The problem with government spending and its 
negative effects on the private sector would remain, 
and probably be exacerbated. The state would have a 
spending cap in place, which could give lawmakers the 
illusion that whatever they do spend is in accordance 
with fiscal restraint. 

A cap on spendable revenue must therefore be of a 
kind that makes a real difference. The TABOR-based 
cap would meet that requirement.

The third cap: Compensation of Private-
Sector Employees 

The third alternative is a spending cap based on growth 
in personal income. The theory behind this cap is that 
all taxes ultimately are paid by individuals; businesses 
pass on their taxes to consumers through price mark-
ups or lower employee compensation. In practice, this 
does not apply strictly to the Wyoming economy, as 
natural resources are often exported to distant markets. 

At the same time, it is reasonable to assume that 
at least some of the severance taxes de facto depress 
employee compensation. The overall corporate tax 
burden is relevant when businesses make decisions on 
where to invest and the scale of operations, all other 
things equal. (Even though Wyoming does not have a 
corporate income tax, corporations in Wyoming pay 
taxes on, for example, employees and property as well 
as federal income taxes.) Furthermore, 
the link between taxation and 
employment is stronger for businesses 
with a local market, such as the non-
minerals private sector of the Wyoming 
economy. This sector is weak by 
comparison to the minerals industry 
and our state and local government. It 
is reasonable to assume that they would benefit from a 
cap that tied the growth in spendable state government 

revenue to the growth in private-sector employee 
compensation. 

Figure 4 illustrates the simulated effects of 
such a cap:

Data sources: U.S. Bureau of the Census (state 
revenue), Bureau of Economic Analysis (compensation 
of employees).

This cap would have been effective, especially after 
2004. By 2010 spendable revenues would have been 
approximately $1.7 billion lower than they actually 
were.

Is historic simulation a good indicator of 
future performance?

Both TABOR and the CoE-based 
cap would have reduced government 
spending in Wyoming. Does this mean 
that these two types of caps would be as 
effective in reducing state outlays in the 
future? 

It is always difficult to answer 
hypothetical questions of this kind. However, in public 
policy analysis it is sometimes necessary to involve 

“A cap on spendable 
revenue must  

therefore be of a 
kind that makes a 
real difference.”



some degree of speculation. The final goal is after all to 
provide material for the public and legislators to change 
the course of policy for the better. Such legislative 
activity is by necessity speculative. 

With this in mind, we can establish one thing about 
government spending: all other things equal it is 
always going to grow. Barring any major 
changes, the programs that constitute 
our current government budget will 
remain in place for the foreseeable 
future. Therefore, it is fair to assume that 
without any concerted legislative efforts 
the state budget will continue to expand 
more or less along its historical trend. 

For this reason, and based on the 
results of our simulations, it is fair to 
conclude that:

a)  There are workable models for 
capping spendable state government 
revenue;

b)  Wyoming taxpayers could get to keep billions of 
dollars under such caps.

To work effectively, the model of choice – whether 
TABOR or the one based on private employee 
compensation – would have to meet four conditions. 
The three first are:

Cover total spending: If it only applied to the General 
Fund there is a risk that the legislature would seek out 
ways to increase Other Funds, and even solicit for more 
funds from the federal government in order to keep 
spending on its historic growth path;

Broadly based cap: The cap should be related to a 
broad economic variable;

Widely acceptable: The cap should be the product 
of bipartisan effort with the long-term best of the state 
economy in mind. A deeply rooted support for the effort 
among legislators gives the cap credibility and protects 
it from special-interest lobbying. 

The fourth condition is associated with the excess 
revenue problem.

Collection and repatriation of excess tax 
revenue

A cap on spendable revenue may very well work 
effectively in capping what money government 
actually spends, but it does not prevent the collection 
of revenue beyond the limit defined by the cap. The 

state government cannot control what 
severance tax revenues it receives during 
a fiscal year, simply because it cannot 
control the activity of severing natural 
resources from the ground in Wyoming. 
By the same token, the state cannot 
control how much sales tax revenues it 
receives because consumers are free to 
decide how much money to spend.

There are several ways to address this 
problem, but before we get to them we 
should note that excess revenue is a sign 
that taxes in general are higher than 

they need to be to pay for the services that government 
provides. If government over a period of time collects 
more than $100 for every $100 it spends, it makes 
taxpayers pay more for government services than 
necessary. 

In a matter of speaking, excess tax revenues raise 
the price of government. It is technically possible 
for government to get away with this since it has a 
monopoly on most of the services it provides, which 
only reinforces the point that a spendable revenue cap 
should address the excess revenue problem.

As the simulation of a TABOR cap demonstrated, 
there is a real possibility of a sustained excess revenue 
problem over time. Today’s tax rates in the Wyoming 
economy are configured for a spending trajectory that 
is a fair amount higher than what a TABOR cap would 
allow. Therefore, under a spendable-revenue cap we 
should expect the legislature to adjust tax rates so that, 
over time, the excess revenue problem is reduced to a 
windfall problem.

How, then, should the state deal with excess tax 
revenues? The answer to this question begins with an 
answer to the question how we determine the amount 

of revenue that the state is allowed to spend in any given 
year. After all, as the caps are defined in the simulations 
above the economic activity that determines annual 
growth in spendable revenue takes place during the 
very same year that the cap is applied to. 

There are two ways to solve this problem. The first 
is to apply a moving-average model where the cap 
permits an increase in next year’s spendable revenue 
based on the average growth in, e.g., compensation 
of private-sector employees over the past three 
years. This becomes slightly more complicated with 
Wyoming’s formal biennium budgeting model, though 
in practice the state operates an annual budget, as the 
supplementary budgets tend to be almost as thick and 
content-rich as the biennium budgets. 

In practice, the moving-average model would work 
as follows:

1.  The legislature is considering appropriations for 
2020. It cannot increase spending over 2019 by 
more than $X.

2.  Appropriations are made early in 2019.

3.  To determine $X the legislature uses the average 
growth in the defining economic variable (or 
variables in the case of TABOR) for the years 2016, 
2017 and 2018.

Alternatively, the legislature could 
replace the growth rate for 2016 with an 
expected growth rate for 2019. However, 
once expected growth rates become part 
of the defining structure for government 
spending there is always a risk that the 
legislature will be inclined to listen to 
forecasting methods that provide them 
with a high growth number.

The simulations in this paper are not 
based on the moving-average model. 
While relatively simple to simulate, this model is not 
necessarily the obvious choice. Moving-average models 
smoothen out swings in actual economic activity in 
somewhat the same way as seasonal-adjustment models 
do. This puts a layer of analytical abstraction between 

the legislature and the economy that is supposed to pay 
for their spending. 

The most direct connection between these two is 
provided by the kind of simulation offered here. While 
a same-year model for capping spendable revenue 
is technically difficult to implement (ontologically it 
might even be considered impossible) it is also the ideal 
model. A workable legislative solution should come as 
close to it as possible. 

Once the technical solution is in place for determining 
spendable revenue, it is time to put in place a model for 
excess tax revenue. The overarching premise must be 
that this revenue cannot be funded by the government: 
the purpose of a fund built by historic tax revenue is to 
fund future government spending, and such funding is 
not permitted under a spendable revenue cap. When a 
fund reaches certain proportions it can in fact make the 
state government independent of its regular tax base, a 
situation that is not good for the private sector or for the 
ability of voters to exercise effective control over the 
size of government. 

Since excess tax revenue cannot be funded, the 
government has only one option: repatriation of those 
taxes to where they came from. This can happen either 
in the form of a weighted return based on who paid 
what, or a targeted return such as a property-tax refund. 

So long as the excess revenue problem 
is limited, it does not make any tangible 
economic difference which repatriation 
model is used. 

Spending priorities

It is inevitable that a historic comparison 
between actual and hypothetical 
spending leads to the question: “So 
what should we have cut down on?” 
This question is relevant, especially in 
a rearview-mirror perspective. Once a 

government program is in place, it is hard to imagine 
life without it. 

There is no doubt that a spending cap will lead to 
tougher priorities in the state budget. This is nothing 
new, though: both families and businesses make 

“...we should  
note that excess  
revenue is a sign 

that taxes in general 
are higher than they 

need to be to pay  
for the services  

that government  
provides.” 

“Since excess  
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taxes to where they 

came from.”
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tough priorities every day, especially in recessions. 
Conceptually, prioritizing spending should not be that 
alien to our lawmakers. 

As for practical policy, things are admittedly different. 
Based exclusively on historic facts, it is fair to say that 
Wyoming legislators are about as inept 
at making intelligent spending cuts as 
their peers in other states (not to mention 
Congress). While a plan for structural 
spending cuts requires a different forum 
than this paper, some sundry observations 
are in place.

The first lesson to learn when 
government has less to appropriate is 
that of prioritization. Not all government 
spending is the same – some items are 
essential government functions, while 
others are not. Taxpayers and job creators 
in Wyoming cannot afford everything that 
our legislators may want, which puts the 
burden on our elected officials to develop 
better skills for prioritizing spending. 

Once our lawmakers separate essential 
government functions from non-essential functions, 
they can concentrate scarce tax dollars on the essential 
functions. This would naturally lead to less money for 
non-essential functions, thus easing the pressure of having 
to make painful appropriations choices. 

The second lesson has to do with the appropriations 
process itself, including more or less automatic cost 
drivers. For understandable reasons, the process that 
creates a state budget is a very complicated one. That said, 
the process itself is almost designed to habitually increase 
government spending from one year to the next. While 
a zero-based budget model is not a necessary condition 
for a workable cap on government spending, it does 
have some merits. An institutional spending cap presents 
lawmakers with a good opportunity to reform the state’s 

appropriations process. 
It would be natural to 
critically examine all 
the cost drivers in the state budget from a zero-based 
budgeting perspective. 

The third lesson is that when government 
spending is kept in a leash, there is more 
room to cap or even cut taxes. A tax cut, 
well designed, is a safe way to stimulate 
private-sector activity. If a spending cap can 
encourage the state legislature to reduce 
the tax burden on Wyoming’s families and 
businesses, then it can be a catalyst for 
economic growth and job creation. That 
in turn generates more revenue for the 
state government, thus further facilitating 
prioritization of spending in the budget. 

With these observations in mind, 
and given the spendable-revenue cap 
simulations above, it is safe to say that 
a revenue-based cap on state spending 
would not be anything remotely close 
to a fiscal disaster, nor would it inflict 
any financial hardship on any citizens 

who depend on government. State spending would still 
increase and the cap would not force the closing of any 
programs. All it would do is emphasize to the legislators 
of the future that government, just like every private 
citizen, must live frugally. ■

Endnotes
1 National Association of State Budget Officers, State Spending 

Reports. Available at: http://nasbo.org.
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