FOOD FOR YOUR HEAD AND MINE
By Thomas C. Gibbons
IOWA IN THE HOLE

Let us look forward to the day that a
Democrat is elected governor of lowa,
takes office, and gets to work. Among
other things our new governor would get
involved with the state budget. So,
imagine that happening, and a few days
later the Des Moines Register comes out
with a story that says lowa has a budget
deficit of a billion dollars. Then we hear a
lot of noises that sound like explosions
as, one by one, every Republican in the
legislature becomes the victim of a head
explosion. They all say, “Can you believe



it? We have had a Democratic governor
for just a week, and already the
government is in the hole for a billion
dollars!”

That might happen. | wouldn’t be
surprised to hear them talk that way if
we win next fall, and, let’s face it, our
responses are often kind of weak to such
charges. A lot of people might believe
the Democrat did it.

But the fact is this Des Moines Register
Story (1) has already run, and it was
most recently updated online March 12,
2026. The billion-dollar deficit is already
here. The Revenue Estimating
Conference has estimated revenue next
year of $8.47 billion, and the governor’s



budget plans to spend $9.67 billion for a
deficit of $1.2 billion. If you are
wondering about the lowa constitutional
prohibition against deficit spending,
don’t worry. They plan to cover the
deficit by tapping something called the
lowa Taxpayer Relief Fund, a pile of
money they are sitting on that contains
about $4 billion.

Where did that $4 billion come from?
This fund, as well as some others, has
been filled up by not spending as much
as the state took in during previous years
(2). There have been some revenue
windfalls during some of that time. For
one thing the federal government has
distributed a lot of money intended for



COVID relief, and lowa appears to still
have a lot of it. For another thing, there
was a surge in consumer spending as the
COVID restrictions were lifted. That
generated extra tax revenue. Besides
that, the Republican legislature has just
refused to increase spending as much as
it should have.

What does this do to state funding?
Governor Reynolds has claimed (3) that
per pupil state education funding has
increased 21% in 10 years. It takes
slightly less than 2% per year to do this,
which does not keep up with inflation. |
just used the inflation calculator of the
American Institute for Economic
Research (4) and found that a $100 cost



in 2016 is equivalent to $135 in 2026 for
a 35% increase. So, state school funding
increased 21% while inflation increased
by 35% in the same time period.
Checking this, the US Bureau of Labor
Statistics has a similar calculator (5) that
gave 38% for the same period.

So that is how lowa saved a bunch of
money. | find on Ballotpedia (6) that in
2016 the governor’s budget called for
spending $7.34 billion, while the 2026
budget was $9.5 billion (1). That is a
29.4% increase in the total budget, also
short of inflation. And that was 11 years
for the budget vs only 10 years for
inflation.



So, they shorted us on spending and kept
some COVID relief money to build up a
large bank account, which they are now
using to make up a revenue shortfall.
Where did that revenue problem come
from? Well, from tax cuts, of course. If
you remember, lowa once had a fairly
progressive, graduated tax rate schedule.
The Republicans replaced it with a flat
tax rate of 3.8%. According to the Des
Moines Register article previously
mentioned (1), that is the main reason
that the state revenue has collapsed. So,
all those losing-ground-to-inflation
spending cuts were intended to build up
money to allow tax cuts which allowed



huge savings for people who had been in
the higher brackets.

In 2020 there were 6 tax brackets (7)
above the eventual single rate of 3.8%,
and the highest was 8.53%, while there
were only 3 brackets below 3.8%. So,
there is plenty of room for wealthier
people to benefit from the tax change.

They have said they intend to continue
to use the extra funds to finance the
revenue shortfall until revenue
expansion due to an expanding economy
catches revenue up to spending. It
seems that spending cannot increase
much if that is going to work. Also, the
state’s economy will have to grow a lot.
That growth has been hovering around



4% (8) in recent years vs. less than 3% in
government spending. If you assume 4%
per year revenue growth and no
spending growth, the revenue catches
up during the 4th year. But with
reasonable spending growth, the fund
vanishes before it finishes its job. So, a
new Democratic governor will have
decisions to make. One pretty certain
thing: They will publicly blame any new
Democratic governor for the deficit
within a few minutes of taking office.
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