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Executive Summary

Every day thousands of families and businesses throughout Kansas must make hard decisions
and set spending priorities to live within their means. However, Kansas lawmakers, under
pressure to increase spending, seem to operate under the assumption that such constraints do
not apply to state and local government.

State General Fund spending in 2007 now totals $5.3 billion — that's over 54 percent in real
growth over just 15 years. If lawmakers would have restrained spending growth beginning in
fiscal year 1992 by limiting the growth of government to the rate of increase of population plus
inflation, this spending restraint would have saved Kansas nearly $13 billion over those 15
years.

Kansas government is spending beyond its means. It is time for lawmakers who describe
themselves as pro-taxpayer to also exercise fiscal responsibility on the spending side of the
government ledger. The following policy brief analyzes the growth of government spending in
Kansas over the last fifty years and explains why a self-imposed spending cap is necessary to
control the real cost of government in the future.

Nobel Laureate economist Milton Friedman famously argued that the true cost of government is
the total level of spending, not simply the tax burden. The economic reality is that all spending
ultimately must be paid through tax revenue — either now or sometime in the future. Simply
stated, spending decisions are the first choices made by lawmakers. The second decisions
merely involve how to raise the revenue needed to finance government spending.

Dr. Friedman also observed an institutional bias towards higher levels of government, where the
benefits of spending are highly visible and concentrated. That's why it's no surprise that
powerful special interest groups always fight budget reforms to the bitter end — in an effort to
protect their politically gained earnings. At the same time, the costs of government spending are
therefore also hidden and widely spread throughout the economy, so the average Kansan
hardly realizes the true total cost.
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Today, the combined spending from state and local governments in Kansas exceeds $15 billion
annually, up from $4 billion in 1957. Even when adjusted for inflation, it represents a state and
local government spending growth rate of 279 percent during that period. In 1957, combined
spending by state and local governments was less than $2,000 per person in Kansas. As
illustrated in figure 1, over the years Kansas’ state and local spending skyrocketed and
exceeded $5,700 per person in 2004 — the latest year that local data is available.

Figure 1
Per Capita State and Local Spending in Kansas (1957-2004)
$7,000
©®  $6,000
- —
g —
o  $5,000 — |
° —
(=]
N —
c  $4,000 |
E _ —
g $3,000 __ |
o _
S
&  $2,000 — =
(o]
£
2 $1,000 -
(]
&
$0 T T T T T T T T T T
1957 1962 1967 1972 1977 1982 1987 1992 1997 2002 2004
Year

Many times, lawmakers face a challenging paradox. Our elected officials love to be seen as tax-
cutters, but at the same time legislators feel they are “graded” by their constituents on how
much funding for their districts they are able to attain. Many legislators do not wish to raise
taxes or cut spending and, during robust economic cycles, they have little incentive to do either.
On the other hand, pressure to increase spending comes from many directions: Apart from the
enormous appropriations made by the Kansas Supreme Court to “fully” fund K-12 public
education, substantial funding requests from Medicaid, transportation, and the state’s under-
funded state employee retirement plan loom large on the horizon.

A Brief History of Kansas Government Spending

The constant pressure on lawmakers to continually spend more has taken its toll on the size of
the budget. In the last 15 years alone, state spending in Kansas increased dramatically.
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According to statistics from the Kansas Department of Budget, inflation adjusted, State General
Fund (SGF) spending equaled nearly $3.5 billion in 1992. By 2007, State General Fund
spending increased to $5.3 billion — that’s over 54 percent in real growth over just 15 years.

If you consider total Kansas spending, the numbers tell a remarkably similar story. In fiscal year
1992 total spending in Kansas equaled $7.6 billion. By fiscal 2007, the budget had ballooned to
$11.5 billion. The bottom line is that no matter the method of calculation, Kansas government is
spending beyond its means.

Figure 2
State General Fund
Fiscal Year (in 2005 dollars) All Funds

1992 $3,467,890,083 $7,638,539,376
1993 $3,635,821,496 $8,019,253,847
1994 $4,099,748,923 $8,938,078,407
1995 $4,241,540,053 $9,250,308,123
1996 $4,280,950,658 $9,495,961,663
1997 $4,305,246,538 $9,545,545,391

1998 $4,551,945,074 $9,679,963,410
1999 $4,799,444,304 $9,737,361,664
2000 $4,864,900,814 $9,547,391,177
2001 $4,884,861,948 $11,532,717,026
2002 $4,848,370,196 $10,641,718,860
2003 $4,391,594,857 $10,701,206,850
2004 $4,462,693,876 $10,542,745,883
2005 $4,690,130,075 $10,585,476,345
2006 $4,976,346,792 $11,069,958,825
2007 $5,341,340,498 $11,513,967,991

1992-2007 Growth Rate 54.02% 50.74%

From Dodge City to Lawrence, every day thousands of families and businesses throughout
Kansas must make hard decisions and set spending priorities to live within their means. Of
course, if we lived in a perfect world, all of us would have unlimited resources at our disposal
and could avoid making tough choices that maintain fiscal responsibility.

However, we live in a world of limited resources and that means we are forced to understand
the difference between needs and wants. Therefore, it is completely unreasonable that
governments should be exempt from the same budget constraints that working Kansans face
everyday.
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If concerned policymakers could go back in time and change spending habits to reflect the
constraints of working Kansans, they would save the state significant resources. For instance, if
lawmakers would have restrained spending growth beginning in fiscal year 1992 by limiting the
growth of government to the rate of increase of population plus inflation, the true cost of
government would be significantly less today.

Using the “population growth plus inflation formula” promotes fiscal discipline while still
accommodating reasonable government growth. This allows for growth in response to
increased prices and inflow of residents — two items that significantly influence the ability to
preserve a given level of government services. This limited form of government spending
restraint would have saved Kansas nearly $13 billion over those 15 years. At the same time, it
would have forced Kansas state government to operate under the same budget constraints that
ordinary Kansans face.

Looking to the Future

Of course it’s easy to look back and highlight the massive savings available if government had
implemented budget controls. However, the more germane question is what measures can we
take today to control the real cost of government in the future? During the upcoming budget
negotiations on the Governor’s budget for fiscal year 2008, lawmakers will have their chance to
say “no” to excessive government spending.

If policymakers want to get serious about controlling spending, they should use fiscal 2007’s
budget as a baseline and limit the rate of growth to inflation plus population growth. In fiscal
year 2008, that formula allows lawmakers to increase spending up to a level of
$12,315,800,604. If lawmakers would prefer to consider limits on spending in the State General
Fund, the allowable limit for fiscal year 2008 is $5,713,311,396. Any spending above this cap
would be fiscally imprudent and represent government overspending.’

Paying close attention to detail shows that even under this spending restraint, government
would not “wither on the vine,” but actually retain the ability to grow and meet citizen needs. For
instance, this year’s limit would allow government spending to increase by nearly $425 million.
The State General Fund would also be given a healthy increase in fiscal 2008 — allowing it to
grow by nearly $200 million, while producing a fiscally responsible budget.

Moreover, by creating a culture within the Legislature that opposes excessive increases in
spending, this “self-imposed spending cap” will provide much needed self-discipline and compel
the Legislature to explore innovative policy initiatives in areas of public education, Medicaid,
transportation, and the state employee retirement system.

To ensure the government faces the highest level of accountability, it is imperative that citizens
are properly informed of both the tax and the spending sides of the government’s fiscal
equation. Lawmakers who describe themselves as pro-taxpayer should also exercise fiscal
responsibility on the spending side of the government ledger.

How can we change the current system where the "benefits” of increased spending are highly
visible and concentrated, but the costs are hidden and widely spread? What can we do about
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this growing problem where institutional biases ensure governments continue to become more
and more powerful?

Thomas Jefferson strongly believed there are no safe depositories of power in society besides
the people themselves, and we must therefore strive to inform their discretion. Concerned
individuals, groups and policymakers must come together and inform the population that the
true burden of government is not simply the tax burden, but the total level of government
spending.

Noted economist Murray Weidenbaum argued that the key to good budgeting is the ability to
say no. Once voters in Kansas understand Milton Friedman’s concept that total spending equals
the truest cost of government and realize the cost of excessive government spending, it will
surely give lawmakers a powerful incentive to say "no."
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Notes:

' We focus the attention of our analysis on the State General Fund budget and the All Funds budget
because they are generally the most published and widely available to residents of Kansas.
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