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1. LIMIT SPENDING TO 6% OF THE STATE’S ECONOMY. The size of the state 
General Fund should be maintained within 6% of the gross state product (the official
measurement of Kentucky’s economic output). For nearly two decades the average has
been between 5% and 6% of GSP, dating to the 1990 passage of the state’s last broad-
based tax increase to support the Kentucky Education Reform Act. (The contracting
economy resulted in the General Fund exceeding 6% of GSP in 2009.) Establishing this
ceiling does not mean spending should necessarily be sustained at that level if economies
or other measures make it feasible for the General Fund to be less than 6% of GSP.  

2. LIMIT BORROWING COSTS TO 6% OF TOTAL STATE REVENUE. Spending
for payments on state debt (supported by a state appropriation) should be held to 6% of
total state revenue. Imposing this debt ceiling will provide credit rating agencies with a
basis on which to evaluate the state’s fiscal discipline and also will diminish the extent to
which higher debt payments reduce education funding.

3. ELIMINATE THE STRUCTURAL DEFICIT by adopting a five-year plan to spend
only recurring revenues for recurring obligations. If non-recurring revenues are available,
they should be spent for purposes that do not have long-term obligations.

4. PRIORITIZE SPENDING ON AREAS THAT INVEST IN THE FUTURE
(e.g. education and economic development), ensure a greater proportion of education
funds are spent to improve student performance, and work to responsibly contain
spending on programs that have had unsustainable growth (e.g. corrections and escalating pension
and health care costs).

5. ELIMINATE THE PRACTICE OF APPROPRIATING ALL ANTICIPATED REVENUE
during every budget cycle and re-establish a “rainy day fund” to ensure money is available
to meet the state’s emergency needs.

$pending Principles
IF KENTUCKY is ultimately to get and keep its financial house in

order, it needs not only to address the leaks in state spending, but also

to follow disciplined spending principles to set the state on a path to

prosperity. Toward that end, the Kentucky Chamber encourages the

state’s policymakers to adopt the following guidelines for state spending.

The need for spending principles 

to guide budget decisions is 

evidenced by the continuing 

challenges Kentucky faces in 

controlling spending in the three

major budget leaks: corrections,

Medicaid and public employee

health insurance. Further 

undermining the state’s fiscal 

condition are the continuing 

issues related to a structural

deficit and the under-funded 

pension system.


