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Stress Testing – Why Should Anyone Care? 

1. Forecasts are wrong
2. Spending-side demands often increase during downturns
3. States can choose to be prepared or reactionary during a crisis– 

make it up on the fly or execute on a playbook developed 
before

4. Federal government may or may not come through
5. Preparation level can inform forecast risk assumed



How Many of You Forecast This?



Or This Federal Fiscal Response?

Source: Gardner Policy Institute from CBO and BEA data



Shifting Focus from Annually-Balanced Budget
to Long-Term Fiscal Sustainability

Utah’s fiscal 
playbook for 

managing budget 
over the business 

cycle



Utah Budget Stress Testing Process

1. Define Analysis Period
2. Identify Key Independent and Dependent 

Forecast Variables
3. Determine Alternative Economic 

Scenarios
4. Estimate Revenue and Spending at Risk
5. Inventory and Categorize Existing 

Reserves and Other Budget Contingencies
6. Compare Total Reserves & Budget 

Contingencies to Total Value at Risk
7. Explain It! Concisely Present Findings



1 – Define Analysis Period

Considerations:
• Annual or biennial state
• Time period available under alternative 

economic scenario(s) selected
• Forecast error acceptability
• Timing sensitivity of major budget drivers 

(revenue and spending)
• Short-term v. long-term budget impacts

Phil’s Takeaway:
• 3-5 years probably best
• Review impacts annually over analysis 

period



2 – Identify Key Independent and Dependent 
Forecast Variables

Considerations:
• What are your major revenue streams?
• What are your major spending categories?
• Historically, how sensitive are state 

revenues and spending to business and 
demographic cycles?

• What indicators do you use to forecast?

Phil’s Takeaway:
• Simpler is better – you could include all 

revenues and all spending, but is it worth 
the effort?

• Which are your top 10 (or fewer??) critical 
forecasting variables?



Identify Key Revenue and Spending Drivers

Largest Revenue Streams:

• Individual income tax
• Sales and use tax
• Corporate income tax
• Some states -  extraction 

taxes, tourism taxes, etc.

Major Spending Drivers:

• Medicaid
• K-12
• Higher education
• Employee compensation
• Retirement contributions
• Some states – union 

contracts



Scenario Economic Indicators May Misalign
With Normal Forecast Process Indicators

Focus on the most critical 
economic variables



3 – Determine Alternative Economic Scenarios

Considerations:
• Consider scenario likelihood given your 

state’s economy
• Do you have a large high-risk industry?
• Cost - what economic scenarios are publicly 

available for free or can be purchased?
• Economic indicator coverage - how does it 

compare to your variables under #2?

Phil’s Takeaway:
• Simpler is better – this is a directional 

exercise, not a point estimate for budgeting
• Useful to have at least one less severe and 

one more severe scenario



Economic Diversity or Concentration 
Should Inform Your Scenarios 



Federal Reserve Alternative Scenarios are Free, but 
May Be More Applicable to Some States Than Others



Utah 2022 Stress Test Hypothetical Scenarios
Moderate Recession

• Moderate recession 2023 Q1

• Triggered by still-high inflation 
and increasing interest rates 

• Recession lasts three quarters

• Peak-to-trough decline in 
output of 1.4% 

• Unemployment peaks at 6.4% 
in late 2023

• Economy returns to full 
employment by 2025 Q1

Severe Recession
• Severe recession 2023 Q1

• Lasts through 2024 Q1, due to 
inflation, interest rates, and the 
potential for higher oil prices and 
additional supply chain issues

• Peak-to-trough decline roughly 
4.2%

• Unemployment peaks at nearly 
9% in mid-2024

• National economy does not 
return to full employment until 
2032

Stagflation
• Inflation accelerates, while never 

reaching full employment 
• Weak growth or slight output declines 

through 2023
• Unemployment rises above 5% by the 

end of 2023
• Higher-than-expected inflation and 

resulting Federal Reserve rate hikes put 
economy into recession in 2024

• Peak-to-trough decline 3.3% and peak 
unemployment 9% by end of 2024

• Economy begins to recover in 2025, but 
reduced business investment lowers 
productivity, such that real GDP remains 
below the baseline indefinitely



4 – Estimate Revenue and Spending at Risk
Considerations:
• Model, model, model - Use your 

standard forecasting models to the 
extent possible given the economic 
indicators from your scenarios

• Determine baseline (existing budget v. 
“but for” scenario)

• Forecast alternative scenario
• Compare baseline and alternative

Phil’s Takeaway:
• Simpler is better – don’t let the perfect 

be the enemy of the good
• Think carefully about baseline for 

comparison



Utah Revenue Value at Risk, 2022
Selected Major Sources
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Utah Spending Value at Risk, 2022
Selected Major Programs
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Summary Value at Risk, 2022
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5 – Inventory and Categorize 
Existing Reserves and Other Budget Contingencies

Considerations:
• NOT just the formal rainy day fund
• How did the state handle previous 

downturns?
• Informal, disaggregated buffers in 

restricted funds / agency budgets
• Formal / statutory spending relief valves
• Cash-funded infrastructure with ongoing 

revenue
• Revenue increases and spending cuts
• Trust and agency principal balances
• Evaluate option feasibility 

Phil’s Takeaway:
• Think broadly about reserve and budget  

contingencies – there’s a lot buried in the 
details of the state budget

• For option feasibility, look at what’s been 
done previously



Formal State Rainy Day Funds

Source: National Association of State Budget Officers



Formal Rainy Day Funds & General Fund Balance

Source: National Association of State Budget Officers



Utah Reserves and Contingencies, 2022
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6 – Compare Total Reserves & Budget Contingencies 
to Total Value at Risk

Considerations:
• Pull it all together
• Decide on showing annual or cumulative 

impacts over the review period

Phil’s Takeaway:
• Remember this is directional
• Contemplate level of preparation and 

think about any needed budget 
changes

• Consider using preparation level to 
inform forecast risk assumed – the 
next frontier in state forecasting??



Utah 2022 Stress Test
Estimate Value At Risk Compare Reserves/Contingencies to Value at Risk



Kem C. Gardner Policy Institute D A V I D  E C C L E S  S C H O O L  O F  B U S I N E S S     U N I V E R S I T Y  O F  U T A H  

A Cloudy Crystal Ball:
Pandemic Forecasting Challenges Highlight Need for Budget Relief Valves

• Highlights forecasting and budget management 
lessons learned from the pandemic

• Tool kit on various best practices and how states 
forecast budgets

https://www.volckeralliance.org/sites/default/files/2022-11/ACloudyCrystalBall_113022.pdf

https://www.volckeralliance.org/sites/default/files/2022-11/ACloudyCrystalBall_113022.pdf


Kem C. Gardner Policy Institute D A V I D  E C C L E S  S C H O O L  O F  B U S I N E S S     U N I V E R S I T Y  O F  U T A H  

Consider Formally Incorporating Fiscal 
Preparation Level Into Forecast Risk Assumed

https://www.volckeralliance.org/sites/default/files/2022-11/ACloudyCrystalBall_113022.pdf

https://www.volckeralliance.org/sites/default/files/2022-11/ACloudyCrystalBall_113022.pdf
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Utah Forecast Formally Highlighted Risk

Source: Utah GOPB
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California LAO Shows Forecast Uncertainty

Source: California LAO



7 – Explain It! Concisely Present Findings

Considerations:
• Simple
• Concise
• Policymakers don’t need all the detail 

(a few may want to walk through it)
• Make clear this is NOT a forecast of 

these economic scenarios, but a 
theoretical exercise Phil’s Takeaway:

• Plan to dedicate time here – this is one of 
the most critical steps and could be 
neglected

• May be the hardest part



Historical State Forecast Performance

Source: National Association of State Budget Officers
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