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Abstract

Few developed democracies have balanced budget laws that require governments
to match expenditures to revenues from fiscal year to fiscal year, the United States
federal government included. Nearly all U.S. state governments, however, have some
form of balanced budget requirements on the books. Twenty-nine states go so far
as to completely ban general expenditure deficits across fiscal years. Why would a
state government choose to relinquish policy flexibility in the face of possible income
shocks? Given the persistence and robustness of deficit spending in the theoretical
literature, how could a government manage the political will to eliminate borrowing
from policymaking? By building on a model in Alesina, Campante and Tabellini (2008)
and providing empirical evidence from the states, I suggest that voters might rationally
demand balanced budget laws to the extent that they proxy for procyclical fiscal policy
and to the extent that state governments are perceived to be untrustworthy.

∗Prepared for the Fifth Annual Public Finance Consortium at the School of Public and Environmental
Affairs, Indiana University, Bloomington, May 28, 2021. This is a draft and a work in progress.
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1 Introduction

The history of balanced budget laws in American politics is an old one; as early as 1798
Thomas Jefferson wrote

I wish it were possible to obtain a single amendment to our Constitution. I would
be willing to depend on that alone for the reduction of the administration of our
government to the genuine principles of its Constitution. I mean an additional
article taking from the government the power of borrowing. I now deny their
power of making paper money or anything else a legal tender. (Jefferson 2006,
p. 64-65)

This line is not an infrequent favorite of pundits in favor of a federal balanced budget
amendment. Less often quoted, however, is Jefferson’s next line: “For wars would be reduced
in that proportion [the size of the federal debt]; besides that the State governments would be
free to lend their credit in borrowing quotas” (Jefferson 2006, p. 65, emphasis in original).
Over the next 200 years, however, Jefferson got exactly the opposite of what he wanted.
While there is of course no federal prohibition on borrowing, states have come to rely a good
deal on the expenditures of the federal government in order to help them match spending
to revenue, a legal requirement that nearly all states have in some form or the other with
varying degrees of stringency (Vermont is the exception). Though this paper does not speak
directly to why the states passed balanced budget laws and the federal government failed to
do so, it sheds light on how the strongest laws - those that prohibit carrying deficits from
year to year - came to exist in some places but not in others.

The theoretical literature on government spending and specifically on government debt
does not yield immediate elucidation on the matter. Most game theoretic models find equi-
lbria in which structural (and suboptimal) deficits persist in the vast majority of cases; it is
the exceptional circumstance, rather than the rule, that would allow governments to reach
their consumption-smoothing optimal level of debt (which in most realistic models is still
greater than zero, i.e., Bisin, Lizzeri and Yariv (2011)). Persson and Svensson (1989), for
example, find that partisan conflict will lead conservatives, whom would otherwise prefer a
lower level of debt than liberals, to actually run greater deficits than their counterparts in
order to constrain them in the following period when they are in power, while Alesina and
Tabellini (1990) find that political polarization leads to excessive deficit spending in order to
prevent future governments from spending on the less preferred composition of public goods
(e.g., welfare rather than defense). Models of intergenerational conflict also fare poorly for
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application to the case of the U.S. states, in that they also predict greater than optimal
levels of debt (Cukierman and Meltzer 1989), even when accounting for intragenerational
heterogeneity (Tabellini 1991).

As such, many accounts of the passage of the balanced budget laws in the states rely
on a narrative of historical serendipity (particularly Wallis, Sylla and Grinath III 2004).
Passage was, as they recount, contigent on the fact that canal-building during the mid-19th
century was beginning to bankrupt a number of states and that the federal government
was not willing to bail them out as they had fifty years earlier. After a number of states
chose to either default or repudiate their debt, many states (including those that had been
under no financial duress whatsoever) began the hasty process of ensuring that such an
outcome never occurred again. The story is unsatisfactory for at least three reasons: 1)
there appears to be no similar story of contagion in which U.S. municipalities or small,
economically-open countries passed balanced budget laws in the wake of a cohort’s default
or near-default; 2) there is no relationship between the states that defaulted in the mid-19th
century and the stringency of modern-day balanced budget requirements; and 3) over the
past 150 years, state governments have continued to pass additional legislation clarifying,
emphasizing, and delineating the rules that state governments are required to comply with in
order to meet the balanced budget obligation. I maintain that a government’s motivation and
intention for passing a law that requires the governor to submit a balanced budget proposal
is fundamentally different from a law that bars deficits from being carried over from fiscal
year to fiscal year. The politics involved in the former are different from the latter, though
both tend to be subsumed under the rubric of “balanced budget requirements.” Though the
political concept of a “balanced budget” is interesting in and of itself, this paper focuses
specifically on the latter provision (no deficit carryover) and the political motivations behind
its implementation.

So why is it that state governments might want to appear as though they are matching
revenues to expenditures on a yearly basis, and not borrowing to finance consumption?1

In Jefferson’s quote, it appears as though the once-adamant balanced budget amender and
future-profligate Louisiana Purchaser is appealing to a concern that the federal government

1I want to emphasize the role of appearances here; though states have passed extensive balanced budget
legislation, and many studies have found that those states with stricter laws are likely to run smaller deficits
(see Poterba 1994, for a review), all states accumulate debt in one form or another. This is largely due to
the fact that the term balanced budget refers to specific funds (usually the general fund) that make up a
non-unified budget. Thus, debt accumulation in states that prohibit deficits can occur, for example, through
relatively transparent means by issuing bonds for specific capital projects (through the capital fund) or
through relatively opaque means by underfunding off-budget pension plans.
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is not spending its largesse wisely, or that it is simply spending too much of it. This is a
concern that has been repeated ad infinitum by pundits and politicians who would prefer a
far smaller, more efficient, and in-touch government (an intertemporal version of the “starve
the beast” theory of public finance). What is not immediately clear, however, is how barring
a government from borrowing would achieve these goals. Would not an expenditure cap serve
these purposes better - assuming these are truly the purposes for which people advocate a
balanced budget amendment - than what is tantamout to a prohibition on consumption
smoothing?2 A few lines from the Director of Connecticut’s Office of Legislative Research,
tasked with the goal of understanding the legislative history of the state’s balanced budget
laws, are illuminating:

Passage of the Constitutional Amendment [that requires the legislature to pass a
balanced budget] was inextricable [sic] linked with the adoption of a state income
tax law during the 1991 Special Session. The General Assembly had passed
three budgets (one during the regular session and two during the special session).
Governor Weicker vetoed all three of these budgets before the General Assembly
finally adopted the income tax on August 21. The balanced budget provision was
most likely intended to prohibit the General Assembly from adopting a budget
with a built-in deficit...[the provision was seen as a way] to keep the state from
overspending once the anticipated revenue from the new income tax began flowing
into state coffers. (Furbish 2002)

If the Director’s words are to be believed, then, officials were actually more concerned about
the upside risk of not having a balanced budget. It was not the borrowing they feared, but
a surplus that would be squandered by an increase in spending for spending’s sake. That is,
politicians appeared to be more worried that an overabundance of revenue (from the newly
imposed income tax) would not be met with a tempered fiscal position or with a refund to
voters but with an increase in frivolous, non-transparent spending.

This paper intends to build upon the Connecticut OLR Director’s sentiments in an at-
tempt to systematically understand why states would choose to trade policy discretion and
flexibility for a hand-tying rule like a balanced budget law. Both scholars and pundits have
pointed out that the Great Recession was severely exacerbated by the states’ inability to

2Not to mention Keynesian economic intervention. Though I do not discuss the political implications of
government intervention in the macroeconomy (mostly because the division amongst economists relating to
its benefits and costs is so deep), I think public opinion on the matter is an interesting wrinkle in the puzzle,
and hope to think more about the politics of intervention as I move forward.
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maintain spending levels as revenues contracted, and there is evidence that business cycles
have been generally made worse by the requisite fiscal tightening during downturns (Krug-
man 2008; Levinson 1998). What is the benefit that accrues from incurring this cost of policy
inflexibility? The greatest theoretical contribution to this paper’s approach to that question
comes from Alesina, Campante and Tabellini (2008)’s study of policy cyclicality in corrupt
and non-corrupt democracies. I attempt to adapt their approach for a study of the U.S.
states, and find that the model does surprisingly well. I find, as have other scholars (Svec
and Kondo 2012) that state fiscal policy cyclicality is strongly related to balanced budget
laws. More surprising, however, is that both cyclicality and the presence of balanced budget
laws are strongly predicted by the percentage of the state’s population that view politicians
as corrupt.

2 Electoral accountability over the business cycle

Below I briefly describe Alesina, Campante and Tabellini (2008)’s model and equilibrium.
The model is in the tradition of the non-benevolent politician who seeks to maximize his own
personal welfare rather than necessarily maximizing his constituents’ welfare, much like the
seminal papers of Barro (1973) and Ferejohn (1986). As in those works, Alesina, Campante
and Tabellini use elections as the mechanism for forcing politicians to behave - if they do
not, the electorate will simply throw them out of office in favor of the challenger.

2.1 The model

The economy and electorate consist of a representative consumer/voter who seeks to
maximize the present discounted value of her expected utility from private consumption and
public consumption over an infinite horizon. Notationally we represent this in the usual way,

E
∞∑
t=0

βt [u(ct) + h(gt)] (1)

where c is private consumption, g is public consumption, and u(·), h(·) are smooth, strictly
concave increasing utility functions. Consumption is a function of income net of taxes,

ct = yt − τtyt (2)

where yt is i.i.d. All variables are per capita.
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Rents extracted by the elected official in a given period, given by rt, are bounded by
the parameter qt, indicating the maximum amount that the government can steal without
getting caught or thrown in jail. Alesina, Campante and Tabellini (2008) model this upper
bound as an increasing function of the period’s income, qt = q̄+ ρyt, ρ > 0. Elected officials
try to maximize the present value of the expected utility from rents,

E
∞∑
t=0

βtν(rt) (3)

which accrue to him only when he is in office.
Government spending that goes towards voter consumption, gt, plus rent extraction, rt,

plus government debt issued in the previous period, bt, is subject to an intertemporal budget
constraint.

gt + rt + bt ≤ τtyt + βbt+1 (4)

where β is the market price of public debt. Debt can be issued up to a maximum b̄ and debt
must be repaid in full the period after which it is issued.

Voters are able to observe private consumption, public consumption, previous period
debt, income, and disposable income. They cannot, however, directly observe rents or current
period debt. The sequence of play is as follows: (i) Voters observe pre-tax income and
previous period debt; the voter picks a cutoff level of current period utility, which we can
call x̄t, which corresponds to the voter’s reelection rule - if the incumbent is able to deliver
u(ct)+h(gt) = xt ≥ x̄t to the voter he will be allowed to remain in office. (ii) The government
or elected official observes x̄t and yt and sets current period policy (of particular importance
to the incumbent is rents and government debt). (iii) The voter observes her utility, xt, and
votes according to her cutoff rule.

An equilibrium is made up of an optimal cutoff utility level for the voter in the current
period, given future equilibrium outcomes, and an optimal rent and debt policy for the
government, given the cutoff voting strategy and future outcomes. Voters cannot precommit
to a sequence of voting rules and only take the incumbent’s previous period policy into
account. These rules constitute Markov-perfect equilibria. These requirements also imply
that in equilibrium the incumbent is always reelected and the voter can perfectly predict
government policy despite the fact that she cannot directly observe it. Equilibrium is reached
in one period.
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2.2 Results

Equilibrium

As in Barro (1973) and Ferejohn (1986), the incumbent compares his utility from forego-
ing reelection in the next period (maximal rents in the current period) to the utility he will
receive from winning reelection. Let this first utility associatied with no reelection be

ν(qt) = ν(q̄ + ρyt) (5)

and let the utility associated with reelection be

W (bt, yt, x̄t) = max
τt,gt,rt,bt+1

[ν(rt) + βE [V (bt+1, yt+1)]] (6)

where V (·) is the continuation value of reelection. (6) is subject to the intertemporal budget
constraint (4), to qt and b̄, and to x̄t.

In order for the incumbent to choose not to forgo reelection, W (bt, yt, x̄t) ≥ ν(qt). It
is optimal for the voter to demand consumption up to where this constraint holds as an
equality. The equilibrium demands by the voters, then, denoted by x∗ = X(b, y) (I drop
time period notation since equilibrium values hold in all periods; future periods will from
now on be denoted by primes) are defined by

W (b, y, x∗) = ν(q) (7)

and, consequently, the continuation value of remaining in office for the incumbent is given
by

V (b, y) = W (b, y, x∗) = ν(q). (8)

This continuation value must hold in all periods so, additionally, V (b′, y′) = ν(q′). From (6)
and (8) we get a condition for equilibrium rents, r∗,

ν(r∗) + βE [ν(q′)] = ν(q)

=⇒ r∗ = R(y) ≡ ν−1 [ν(q)− βE [ν(q′)]] . (9)

Finally, the incumbent must decide how to actually set fiscal policy in order to be re-
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elected. This is determined by the solution to the following:

max
τ,g,b′

[ν(τy − g + βb′ − b) + βE [V (b′, y′)]] (10)

subject to the maximal debt constraint and the voter’s cutoff utility. Because y is i.i.d.,
E [V (b′, y′)] = V (b′, y) = ν(q(q̄, ρ, y)) for any b′. Therefore, there is zero cost (contemporary
or future) associated with issuing debt and the official will issue the maximal debt, b̄, in each
period in order to extract the greatest rents. Equilibrium tax rates and public consump-
tion are simply determined by equating the marginal utility of private consumption to the
marginal utility of public consumption, subject to the budget constraint.

Comparative statics

Rents, in equilibrium, are procyclical. This simply means that as income increases (which,
again, we have assumed to be exogenous), politicians are able to extract more rents from
the electorate. Differentiating (9) with respect to income we get

Ry = ρνr(q̄ + ρy)
νr(r∗)

> 0 (11)

which shows that the change in equilibrium rents with respect to income is a positive function
of the extent to which the maximal rents varies with income (ρ), and the way in which the
marginal utility of the politician responds to rents (νrr).

Alesina, Campante and Tabellini (2008) also look at the way fiscal policy changes in
response to exogenous income shocks. Equilibrium taxes and government consumption are
jointly defined by the budget constraint and the consumer’s marginal utilities,

g∗ + r∗ + b̄(1− β) = τ ∗y

hg(g∗) = uc [y(1− τ ∗)]

and implicitly differentiating we get3

Ty = (1− τ)ucc + (Ry − τ)hgg
(ucc + hgg)y

≶ 0 (12)

Gy = ucc(1−Ry)
ucc + hgg

≶ 0. (13)

3Ty is the change in the tax rate, τ , with respect to income - not the change in tax revenue.
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The change in tax rates and government consumption with respect to income is ambiguous.
But using condition (13) we can get a signed expression for total public spending (net of
interest payments):

Gy +Ry = ucc +Ryhgg
ucc + hgg

> 0. (14)

Thus government spending per capita always increases with income. The change in gov-
ernment spending as a fraction of income, however, is not necessarily positive (i.e., that
Gy +Ry > 1). Clearly, this fraction is more likely to be greater than 1 the more procyclical
rents are. All in all, the analysis implies that the budget surplus does not respond to income
shocks. Under a benevolent social planner, the budget surplus would optimally increase in
response to positive income shocks and optimally decrease in response to negative income
shocks. Here, instead, all increase in income is spent (we have assumed throughout that
voters do not save disposable income) and all decrease in income is borne by a decrease
in consumption. The more the elected official values rents over voter welfare, the more
procyclical fiscal policy will be.

2.3 Application to the U.S. states

Alesina, Campante and Tabellini use their model to compare non-corrupt democracies
(essentially the OECD) to democracies that have been graded poorly on a number of different
corruption indices. For my purposes, this measure is a poor test of the model, as the indices
Alesina, Campante and Tabellini use rate the United States as one of the countries with the
lowest levels of corruption. Furthermore, Alesina, Campante and Tabellini do not fully flesh
out when the model applies and when it does not - there is an offhand note that corruption,
in their model, is a binary indicator, and that if politicians are simply capable of extracting
rents and are self-interested enough to do so, the model will apply. Because this point is
not modeled, however, there are a number of other possible “switches” for the model. These
include raw perceptions that the government is corrupt (rather than objective evidence either
way), uncertainty in income realization, and heterogeneous voter-consumers. The rest of this
paper focuses on the empirical evidence for this first switch.
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3 Empirical evidence

3.1 Expenditure cyclicality and balanced budget requirements

Before showing that balanced budget laws are related to perceptions of corruption, it
is important to show that fiscal cyclicality is related to stringent ex-post balanced budget
laws. To this end, I collected fiscal, political, and demographic data (from the Census of
Governments and Bureau of Economic Analysis) and legal data (from Bohn and Inman
(1996) on all 50 states over the period of 1963-2008 to create a model of cyclicality. I largely
follow Svec and Kondo (2012) in order to establish a link between balanced budget laws and
cyclicality, where I define cyclicality as the change in logged government spending relative
to the change in logged per capita GSP. (This is slightly different from Alesina, Campante
and Tabellini (2008)’s formulation in that they use the change in the output gap rather
than the change in GSP, but I think this formulation is more generous to the informational
shortcomings of the average voter).4 For each state I run the following model:

∆ log(Gst) = αs + βs∆ log(Yst) + γsπt + ζst+ εst (15)

where G is state general expenditure, Y is per capita GSP, π is national inflation, and t is
a trend variable. Here, policy is procyclical in a state if β is positive, and countercyclical if
it is negative.

Given this constructed index of average cyclicality, then, I can estimate the extent to
which balanced budget laws influence fiscal policy. I run the following cross-sectional regres-
sion to get an idea of whether or not the laws are related to policy:

cycs = η + λBBRs + ξXs + νs (16)

where cyc is the index derived in the previous equation, BBR is a dummy variable indicating
whether or not there is a prohibition on deficit carryover in the state,5 and X is a vector of
control variables that include personal income, population, and the ratio of federal transfers

4I mean to say that I feel as though it is more likely that the voter can link changes in income to changes
in government consumption than the voter can link changes to deviations from trend GSP to changes in
government consumption.

5Though Hou and Smith (2010) find prohibition of deficit carryover to be the most relevant of the
various possible balanced budget requirements, I do, as a robustness check, substitute this variable for a
(multi-valued) discrete measure of balanced budget stringency and find that the effect remains statistically
significant and signed in the correct direction.
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to general expenditure in 2000. Adding other controls, such as state ideology, the party
of the governor in 2000, the number of times the party of the governor has switched from
1963-2008, and the debt to GSP ratio in 2000 does not change the results in any significant
way.

Table 1: Average Fiscal Cyclicality (1963-2008)

State Cyclicality Deficit BBR
1 IL -0.89 5

2 PA -0.65 5

3 CT -0.58 5

4 NJ -0.56 X
5 NY -0.38 5

6 WA -0.29 5

7 SC -0.29 X
8 WI -0.23 5

9 ME -0.20 X
10 MD -0.19 5

11 NH -0.16 5

12 MO -0.15 X
13 TN -0.14 X
14 ND -0.14 5†

15 MI -0.14 5

16 IA -0.13 X
17 AZ -0.11 X
18 CA -0.10 5

19 TX -0.09 5†

20 MA -0.07 5

21 MT -0.07 X
22 OR -0.06 5†

23 LA -0.05 5

24 DE -0.03 X
25 GA -0.02 X

State Cyclicality Deficit BBR
26 VT -0.02 5

27 NM 0.01 X
28 UT 0.02 X
29 AL 0.05 X
30 OK 0.06 X
31 MN 0.06 5

32 WY 0.09 5

33 NC 0.10 X
34 NV 0.10 5

35 IN 0.12 X
36 WV 0.12 X
37 VA 0.12 5

38 NE 0.13 X
39 SD 0.15 X
40 RI 0.15 X
41 KY 0.18 X
42 MS 0.20 X
43 AR 0.22 X
44 ID 0.27 X
45 FL 0.30 X
46 CO 0.31 X
47 HI 0.32 X
48 AK 0.34 5

49 KS 0.37 X
50 OH 0.37 X

Table 1: States are coded as having an ex-post balanced budget requirement if the law prohibits them from
carrying deficits over from fiscal year to fiscal year. States with † are states which only meet biennially but
have a balanced budget law that prohibits deficit carryover from biennium to biennium. If these three states
are dropped or recoded as having a balanced budget law, the results do not change. These data come from
Bohn and Inman (1996).

As can be seen from Table 2, the presence of a balanced budget requirement that bans
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Table 2: Cross-Section Regression on Average Fiscal Cyclicality (1963-2008)

Estimate Std. Error Pr(> |t|)
(Intercept) 0.090 0.162 0.579

BBR 0.163 0.073 0.025
Personal Income ($Billions) -0.003 0.002 0.081

Population (Millions) 0.084 0.051 0.098
Federal Transfers -0.735 0.497 0.140

Table 2: Reported standard errors are heteroskedasticity-robust.

deficit carryover increases average fiscal cyclicality of the general expenditure fund by 0.16;
this implies that states with these restrictions exhibit, on average, fiscal cyclicality that is
three-fifths of a standard deviation more procyclical (this is largely in line with Svec and
Kondo (2012)’s results for total expenditures over 1977-1997). Clearly, then, there is a strong
relationship between the inability to carry a deficit and the response of general expenditures
to changes in state output. Though balanced budget laws likely affect a number of other
political and fiscal variables, and the degree of fiscal cyclicality is also certainly influenced
by a number of other factors, it is enough for my purposes to show that the fiscal procedural
rule has an independent impact on fiscal outcomes. If we know that procyclicality is a
consequence of strict balanced budget requirements, we can hypothesize that at least a
partial motivation behind the passage and (perhaps, more importantly) staying power of
these laws is an inducement of procyclical fiscal behavior. In this case, Alesina, Campante
and Tabellini (2008)’s model should make as much sense for testing the relationship between
perceptions of corruption and the presence of balanced budget laws as it does for the presence
of procyclical fiscal policy. It is to this idea that I now turn.

3.2 Perceptions of corruption and balanced budget requirements

Data

If Alesina, Campante and Tabellini (2008)’s model is to believed, and to be applied to
the U.S. case, opinion data on perceptions of corruption should be related to the presence of
ex-post balanced budget laws. Unfortunately, I could not find any polls that asked related
questions on a state-level; I did the next best thing and collected 2000 ANES data that
asked:

Do you think that quite a few of the people running the government are crooked,
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not very many are, or do you think hardly any of them are crooked? (ANES
2011)

If a respondent answered "Not many" or "Hardly any," I coded the response as a 1 (indicating
that they trusted the government) and if a respondent answered "Quite a few" or "Don’t
know" (of which there were only 27 answers in 2000), I coded the response as a 0. NAs were
dropped. 1544 respondents answered the question.

Using this data and following Lax and Phillips (2009), I use multilevel regression and
post-stratification (MRP) to obtain estimates of state public opinion. First, I estimate
an individual-level model of perceptions of public corruption. Each individual’s response
is treated as a function of his socioeconomic demographics (age, education, a race-gender
combination, and an age-education combination) and geography (state and region).

Pr(yi = 1) = logit−1(β0 + αrace,genderj[i] + αagek[i] + αedul[i] + αage,eduk[i],l[i] + αstates[i] )

Each of the modeled effects is drawn from a normal distribution with mean zero and an
estimated variance:

αrace,genderj[i] ∼ N(0, σ2
race,gender), for j = 1, ..., 6

αagek[i] ∼ N(0, σ2
age), for k = 1, ..., 4

αedul[i] ∼ N(0, σ2
edu), for l = 1, ..., 4

αage,eduk[i],l[i] ∼ N(0, σ2
age,edu), for k = 1, ..., 4 and for l = 1, ..., 4

αstates[i] ∼ N(αregionm[s] + βpresvote ∗ presvote, σ2
state), for s = 1, ..., 50

αregionm[i] ∼ N(0, σ2
region), for m = 1, ...5

The first stage of the MRP produces estimates for the probabilty that an individual will
believe that politicians are not corrupt given their demographic category and state, resulting
in c = 4, 800 categories. In the second stage of the MRP, I compute weighted averages of
these probabilities to estimate the proportion of individuals who trust politicians in each
state. First, I estimate a θc, or the predicted probability of support for each category c.
Using data from the 2000 census I then identify the population frequency of each category
c as Nc. Average state opinion is modeled as the average response in category c and state s.

yMRP
s =

∑
Ncθc

Nc

The result of the MRP procedure is a set of public opinion measures in each state for the
year 2000.
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Because the question wording of the ANES is not ideal (I am of the opinion that not too
many people use the term “crook” anymore), I repeated this procedure for a question from
the 2006 U.S. Citizen, Involvement, Democracy (CID) survey that asked

If corruption means the abuse of public office for private gain, in your opinion,
how widespread is corruption is in the United States? (Howard, Gibson and
Stolle 2007)

Unfortunately, this survey was conducted in only 36 states (versus the ANES’s 48), which
might make the estimates from MRP more suspect. Nevertheless, when substituting these
estimates for the ANES estimates, the results are largely unchanged.

I also constructed estimates for four other survey questions asked by the ANES. These
survey questions did not explicitly ask about corruption but instead asked

• "How much of the time do you think you can trust the government in Washington to
do what is right– just about always, most of the time or only some of the time?"

• "Would you say the government is pretty much run by a few big interests looking out
for themselves or that it is run for the benefit of all the people?"

• "Do you think that people in the government waste a lot of money we pay in taxes,
waste some of it, or don’t waste very much of it?"

• "Next, I am going to ask you to choose which of two statements I read comes closer to
your own opinion. You might agree to some extent with both, but we want to know
which one is closer to your own views:

– ONE, we need a strong government to handle today’s complex economic problems;
or

– TWO, the free market can handle these problems without government being in-
volved." (ANES 2011)

None of these items were statistically related to the presence of balanced budget requirements
or to fiscal cyclicality and because including them in the estimation did not improve the fit
of the regression or substantively change the results, they were ultimately left out.

Lastly, I attempted to collect data that reflects a more objective measure of corruption
- indicative less of perceptions and more of actual wrongdoing. Unfortunately, measures
that try to account for the criminal activities of elected officials are sure to suffer from bias
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and censoring. For example, statistics on federal prosecutions of state legislators suffer from
right-hand censoring in that the number of prosecutions are constrained by the budget and
time endowment of the Justice Department, while they are biased by the fact that the “most
corrupt” legislators are likely to be better at not getting caught in the act. There is also the
concern that procyclical fiscal behavior induced by the electorate might actually be effective
in cutting down the magnitude of political rents that are captured by these measures, an
issue that cannot explicitly be dealt with by the above model. Following Alt and Lassen
(2003), I instead took data from Boylan and Long (2003)’s research on state legislature
reporters’ perceptions of corruption. Though relying on reporters’ perceptions of corruption
are likely to face similar pitfalls that arise from relying on voters’ perceptions, the probems
are surely made less severe by using more elite and informed opinion. Furthermore, measures
of international corruption, such as those used by Alesina, Campante and Tabellini (2008),
are constructed in similar ways; surveys are sent to reporters, international organizations
like the World Bank and the World Economic Forum, businesses, and other elites (public
opinion is sometimes included in these measures as well). Boylan and Long (2003)’s measure
of reporters’ pereceptions of corruption in state legislatures is uncorrelated with state public
opinion over general crookedness (r = 0.06, p > 0.70), but as I show below, it nevertheless
provides an excellent predictor of the presence of an anti-deficit balanced budget law.

The model and results

Finally, using the previously constructed and collected data I run the following logistic
model to test whether or not views of corruption are related to the presence of balanced
budget laws:

Pr(BBRs = 1) = logit−1(α0 + α1corrupts + α2Xs + εs) (17)

The only new variable here is corrupt, which is the constructed estimate of the percentage of
the state’s population that believe politicians are not corrupt. I have also added additional
control variables to X; these include the party of the governor in 2000, regional dummies, a
dummy variable indicating whether or not the state has a spending limit, the average output
gap in the state from 1963 to 2008,6 and the level of general expenditures in 2000. In the

6I interpret this variable as a measure of the frequency of recessions over the time period 1963-2008. I
construct it by first calculating the state GSP trend using a Hodrick-Prescott filter (with lambda set to
6.5, following Alesina, Campante and Tabellini (2008) and Ravn and Uhlig (2002)) and then calculating the
average logged deviation from this trend. Intuitively, we would expect the coefficient on this variable to be
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top panel of Table 3 I present the raw regression coefficients, and note that all of the signs
are in the expected direction. The bottom panel of Table 3 presents the same model using
Boylan and Long (2003)’s index of corruption. Note the striking similarity in the pattern
of the coefficients. Table 4 contains coefficients for an OLS cross section regression on fiscal
cyclicality where, again, the coefficients are in the expected direction.7 Notably, opinion on
the prevalence of corruption in politics is a significant predictor of both dependent variables.

Using public opinion as the dependent variable, a 1 standard deviation decrease (from the
mean) in the percent of the population that believes politicians are crooked results in a 21%
decrease in the likelihood of a state having an ex-post balanced budget law. A 1 percentage
point decrease (from the mean) in the percent of the population that believes politicians
are crooked results in a 2.5% decrease in the likelihood. Using Boylan and Long (2003)’s
corruption measure, a 1 standard deviation increase in their index (about three-quarters of
a point) results in a 11.7% increase in the probability of a state having an anti-deficit law.
Table 5 presents the likelihood of an individual state having a balanced budget requirement
based upon the percentage of the public believing that elected officials are crooked (taking
the regional location of the state into account).

positive, as the lower the frequency of recessions, the less costly it is to relinquish control over the business
cycle in the form of a balanced budget requirement. This indeed turns out to be the case.

7Here I only use my public opinion measure. Boylan and Long (2003)’s measure did not significantly
predict the cyclicality of government expenditure. This is not necessarily surprising, however, in that - to
the extent that expenditure cyclicality is responsive to voters - it is not clear how important the state House
reporter constituency is. Furthermore, it is significantly more likely that reporters update their perceptions
of corruption based on actual rent grabbing by officials, which would result in the Boylan and Long measure
being subject to the same sort of endogeneity problems that measures of actual corruption are prone to. In
this case, the coarser binary variable of anti-deficit law/no anti-deficit law would be better at hurdling these
issues.
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Figure 1: Distribution of Opinion
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Table 3: Logistic Regression on Presence of Ex-post Balanced Budget Law

Estimate Std. Error Pr(> |t|)
(Intercept) 15.448 4.952 0.002

% of Population Trusting the Gov’t -0.193 0.066 0.003
Personal Income ($Billions) 0.017 0.017 0.319

Republican Governor 1.833 1.322 0.166
Northeast -3.541 1.612 0.028

South -1.946 1.558 0.212
West -1.821 2.172 0.402

Budgetary Spending Limit 0.988 0.945 0.296
Average Output Gap 37.040 12.632 0.003

General Expenditure Level ($Billions) -0.275 0.198 0.165
Estimate Std. Error Pr(> |t|)

(Intercept) 4.799 2.013 0.017
Boylan and Long Corruption Index 2.467 1.129 0.029

Personal Income ($Billions) 0.005 0.018 0.780
Republican Governor 4.380 1.758 0.013

Northeast -5.389 1.701 0.002
South -0.131 1.124 0.907
West -4.309 1.850 0.020

Budgetary Spending Limit 1.228 0.831 0.139
Average Output Gap 52.136 21.991 0.018

General Expenditure Level ($Billions) -0.271 0.206 0.189
Table 3: Reported standard errors are heteroskedasticity-robust.

Table 4: Cross Section Regression on Average Fiscal Cyclicality (1963-2008)

Estimate Std. Error Pr(> |t|)
(Intercept) 0.704 0.243 0.004

% of Population Trusting the Gov’t -0.011 0.004 0.007
Personal Income ($Billions) -0.001 0.001 0.350

Republican Governor 0.062 0.069 0.372
Northeast -0.223 0.111 0.044

South -0.018 0.075 0.810
West 0.106 0.092 0.250

Budgetary Spending Limit -0.009 0.062 0.885
Average Output Gap 0.479 0.703 0.496

General Expenditure Level ($Billions) 0.009 0.011 0.432
Table 4: Reported standard errors are heteroskedasticity-robust.
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Figure 2: Average Fiscal Cyclicality Versus the Percent of the Population
That Believe Politicians Are Not Crooked
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Figure 3: Probability of BBR as a Function of the Percent of the Population
That Believe Politicians Are Not Crooked
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Figure 3: Dotted gray lines represent uncertainty estimates.
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Figure 4: Probability of BBR as a Function of Boylan and Long (2003)’s Corruption Index
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Figure 4: Dotted gray lines represent uncertainty estimates.
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Table 5: Predicted Probability of BBR

State Pred. Probability BBR
1 NY 0.03 5

2 WA 0.03 5

3 PA 0.04 5

4 RI 0.06 X
5 VT 0.06 5

6 CT 0.06 5

7 ME 0.09 X
8 MA 0.10 5

9 CA 0.12 5

10 HI 0.12 X
11 NH 0.14 5

12 AZ 0.15 X
13 MD 0.15 5

14 NV 0.16 5

15 NJ 0.26 X
16 NM 0.30 X
17 OR 0.30 5†

18 DE 0.31 X
19 MN 0.32 5

20 IL 0.34 5

21 IA 0.35 X
22 CO 0.40 X
23 MT 0.42 X
24 WY 0.55 5

25 AK 0.58 5

State Pred. Probability BBR
26 MO 0.61 X
27 OK 0.61 X
28 TX 0.66 5†

29 VA 0.68 5

30 FL 0.71 X
31 OH 0.71 X
32 NC 0.73 X
33 UT 0.74 X
34 ID 0.74 X
35 MI 0.75 5

36 WI 0.79 5

37 MS 0.83 X
38 KY 0.83 X
39 WV 0.84 X
40 TN 0.85 X
41 SD 0.87 X
42 ND 0.88 5†

43 SC 0.89 X
44 LA 0.90 5

45 NE 0.90 X
46 GA 0.91 X
47 AL 0.92 X
48 AR 0.93 X
49 KS 0.96 X
50 IN 0.98 X

Table 5: States are coded as having an ex-post balanced budget requirement if the law prohibits them from
carrying deficits over from fiscal year to fiscal year. States with † are states which only meet biennially but
have a balanced budget law that prohibits deficit carryover from biennium to biennium. If these three states
are dropped or recoded as having a balanced budget law, the results do not change. These data come from
Bohn and Inman (1996).
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4 Extensions

4.1 Constitutional vs. statutory requirements

Constitutional provisions that prohibit states from carrying deficits over from year to
year are far more difficult to repeal than statutory provisions given the types of superma-
joritarian coalitions required to amend state constitutions. As such, we are likely to see
balanced budget requirements embedded in constitutions even when a majority of voters
trust the state government to spend public funds responsibly. This is less likely to be true
of statutory requirements that are easier to overturn in response to increased levels of trust
in the electorate. The distribution of public opinion vis-a-vis perceptions of corruption sug-
gests that this relationship does indeed exist. Figure 1 shows that the modal percentage of
favorable opinion in states with deficit laws hovers between 50% and 60% while Figure 5
show that states with constitutional provisions have distributions that are skewed further
away from 50%. These different distributions suggest that the staying power of a balanced
budget law is related to whether or not it is codified within the state constitution or not;
those states which have only statutory provisions appear to be states in which public opinion
is especially skeptical of elected officials. This makes sense: states will have a harder time
overturning constitutionally proscribed deficits even if the majority of public opinion is in
the repeal’s favor.

4.2 Rainy day funds

State rainy day funds - the existence of which are ostensibly for the purpose of smooth-
ing consumption over the business cycle - are a relatively recent phenomenon8 and one that
might be exploited for purposes of intertemporal and institutional variation. Though the
funds are typically quite small and not adequate to completely insure against any sort of
legitimate downturn, the interaction beween balanced budget laws and the funds may be
of interest. They may also serve as a segueway to studying the possible assymetries of fis-
cal policy cyclicality (i.e., whether procyclical policy tends to be more procyclical during
booms rather than recessions) and provide an alternative to explicitly modeling the timing
of the passage of balanced budget laws, which is liable to be difficult considering the data
barriers involved. Findings from Rose and Smith (2012) suggest that rainy day funds may

8Rodriguez-Tejedo (2009) lists that all rainy day funds were adopted between 1945 (New York) and 2000
(Hawaii and Illinois).
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Figure 5: Distribution of Opinion
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serve similar – but opposite – purposes to BBRs as they act to (expressly) dampen policy
pro-cyclicality and to (implicitly) force policymakers to admit to potential surpluses.
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4.3 Debt

For a paper about balanced budget laws and deficit spending, state debt is conspicuously
absent from the discussion. Part of the reason for this has to do with this paper’s focus
on balanced budget laws and – as a result – on state general funds. The vast majority of
debt accumulation, and virtually all long-term debt accumulation, occurs through the capital
fund.

If long-term debt was being issued in order to circumvent balanced budget requirements
during periods of contraction as Chapman (2021) have speculated to be the case during the
COVID-19 downturn, general expenditures – which is what, ostensibly, would be propped
up by these refinancings – should be as countercyclical as in states without BBRs. This is
not the case as the above has demonstrated. Similarly, pension underfunding may cushion
some of the procyclical blow as numerous scholars have found that the presence of BBRs is
associated with more poorly funded retirement plans (Chaney, Copley and Stone 2002). But
if pension and government funds were truly fungible there would, again, be no independent
influence of BBRs on the relationship between the state economy and general expenditures.

The other reason that debt has taken a backseat to this discussion is because it has
been the focus of much previous excellent work. Liu, Moldogaziev and Mikesell (2017) and
Cooray, Dzhumashev and Schneider (2017), for instance, find that the size of public debt
is strongly linked to corruption, albeit for different reasons than the ones focused on here.
While deficits (a flow measure) inevitably accumulate into debt (a stock measure) unless
they are immediately offset by surpluses, this paper is not focused on the sort of long-
term, structural debt that much of the literature has investigated so well. If fiscal policy
is countercyclical, this means not only that expenditures rise during recessions; it also, and
importantly, means that they fall during periods of prosperity. This sort of behavior is one in
which overspending is met by future saving and intertemporal budget constraints are always
and everywhere satisfied.

5 Conclusion

The presence of ex-post balanced budget laws are a puzzle for observers: why should
policymakers tolerate fiscal rules that purposefully tie their hands during periods of crisis?
I hypothesized that BBRs – even those and perhaps most especially of the type that Hou
and Smith (2010, 2006) refer to as “technical” – serve as a political signal to voters who
are especially wary of policymakers extracting rents during periods of economic expansion.
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I showed that there is a strong relationship between the most stringent type of balanced
budget laws – anti-deficit carryover laws – the cyclicality of state government expenditures,
and perceptions of the extent and prevalence of corruption in the state government. To the
extent that BBRs proxy for fiscal behavior, they serve as a type of transparency mechanism
similar to that of budget stabilization funds in Rose and Smith (2012).

Future work should explore the timing of the passage of these ex-post balanced budget
laws and, perhaps, link them with contemporaneous public sentiment. Data limitations on
both ends of the research design are a serious but not impossible hurdle to overcome in order
to better understand the public’s relationship to fiscal behavior and, in particular, deficit
spending.
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Appendix

Table A.1: Perceptions of Corruption

State % of Public BL Corruption
Trusting Officials Index

1 AL 47.07 0.83
2 AK 58.73 -0.75
3 AZ 69.49 -0.07
4 AR 46.09 -0.12
5 CA 70.95 0.32
6 CO 62.55 -1.24
7 CT 65.65 0.46
8 DE 64.02 1.07
9 FL 55.10 0.88
10 GA 48.06 0.42
11 HI 70.92 0.25
12 ID 54.86 -0.30
13 IL 73.31 1.10
14 IN 48.91 0.19
15 IA 73.11 -1.21
16 KS 53.42 0.12
17 KY 51.41 0.48
18 LA 48.33 0.84
19 ME 63.41 -0.96
20 MD 68.67 0.51
21 MA 63.01 NA
22 MI 64.01 -0.25
23 MN 73.86 -0.57
24 MS 51.42 0.63
25 MO 67.52 0.30

State % of Public BL Corruption
Trusting Officials Index

26 MT 61.97 -0.19
27 NE 58.25 -0.10
28 NV 69.18 -0.35
29 NH 61.05 NA
30 NJ 57.00 NA
31 NM 64.86 1.61
32 NY 70.23 0.03
33 NC 54.59 -0.05
34 ND 59.36 -1.08
35 OH 65.13 0.72
36 OK 57.32 0.31
37 OR 64.81 -0.67
38 PA 68.04 0.36
39 RI 65.88 1.36
40 SC 49.03 -0.42
41 SD 60.02 -1.90
42 TN 50.68 -0.49
43 TX 56.30 -0.13
44 UT 55.09 0.05
45 VT 65.66 -1.41
46 VA 55.75 -0.41
47 WA 79.05 0.20
48 WV 51.01 0.26
49 WI 63.06 -0.39
50 WY 59.33 -0.15

Table A1: The second column indicates the percentage of the state’s population that does not believe that
their elected officials are "crooked." Boylan and Long (2003)’s corruption index in the third column ranges
from -1.9 for the least corrupt state (South Dakota) to 1.6 for the most corrupt state (New Mexico).
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