A fact sheet from Pew November 2023

The Pew Charitable Trusts’ 2023 report “Tools for Sustainable State Budgeting” examines whether and how states are using long-term
budget assessments and budget stress tests to measure and strengthen their fiscal outlooks.” This is one of 20 fact sheets describing the
approaches of and opportunities to improve for each state that produces at least one of these analyses.?

Nebraska: Tools for Sustainable State Budgeting

Long-term budget assessment: O Budget stress test: °

Report: “Revenue Volatility Report"?

Office: Legislative Fiscal Office

Analyses

By law, in even-numbered years Nebraska's Legislative Fiscal Office (LFO) produces a “Revenue Volatility
Report” to help ensure that the state is prepared for economic downturns.* The 2022 edition compiled data on
whether revenue collections surpassed or trailed forecasts for every year going back to the 1980s.> One of the
LFO's insights arising from this data was that in economic downturns, revenue tends to fall short of forecasts for
multiple consecutive years, suggesting that reserves must be sufficient to address larger shortfalls than those the



state typically experiences in any single year.® The LFO concluded that Nebraska should target a rainy day fund
balance of 12% to 16% of projected general fund revenue, enough to cope with 4% revenue shortfalls over three
to four years.’

Although the “Revenue Volatility Report” meets Pew's definition of a stress test, state law also requires the LFO
to publish a separate official “budget stress test” in odd-numbered years.® As of summer 2023, the office had not
produced a stress test under this requirement but reported that it was planning to do so in fall 2023.°

The LFO also frequently produces revenue and expenditure projections for the next two biennia in various
budget reports and stand-alone analyses.” In fact, once lawmakers introduce a budget bill, the LFO updates the
projections, known as the “General Fund Financial Status,” every day until the legislative session ends." Although
some of the reports elaborate on the components of the projections—explaining the growth rates of specific
revenue sources or spending categories—they include little discussion of the factors behind the budget's overall
degree of sustainability.”

Policy impact

Nebraska has reached the rainy day fund target the LFO identified.” As lawmakers debated the necessary size of
the fund in the 2023 session, the LFO's analysis provided useful context.

Next steps

Once the official budget stress test is published, Nebraska policymakers could consider whether the stress test
and volatility report serve distinct purposes or should be consolidated. Nebraska may not need two separate
reports from the LFO assessing preparedness for temporary fiscal challenges.

To expand on the “General Fund Financial Status,” the LFO could present to lawmakers on the factors influencing
the state's long-term outlook and potential fiscal risks. LFO staffers already routinely discuss the financial status
with legislators in informal conversations, and more formally identifying and sharing key factors could help
ensure that lawmakers have the information they need to assess not only how well the state is doing fiscally, but
also why.”
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For more information, please visit: pewtrusts.org/fiscaltools
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Celebrating its 75th anniversary, The Pew Charitable Trusts uses data to make a difference. Pew addresses the challenges of a
changing world by illuminating issues, creating common ground, and advancing ambitious projects that lead to tangible progress.
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