Dependent Variables
Gov’s (Err/Actual)*100: Governor’s Forecast Error as a percentage of Actual Revenues.

Forecast error is Actual revenues minus the Governor’s forecast.

Gov’s Abs (Err/Actual)*100: Absolute value of Governor’s Forecast Error as a percentage of Actual Revenues.2
Independent Variables
Removal: Coded 1 if the Budget director can be removed at-will by the person who appointed him/her. Coded 0 if the Budget director has civil service protections and therefore cannot be removed at-will. There is little variation here. Only 3 states are coded 0.
DG: Coded 1 if Budget Director is appointed by a Department Head with the approval of the Governor. Coded 0 otherwise.

D: Coded 1 if Budget Director is appointed by a Department Head alone. Coded 0 otherwise.

G: Coded 1 if Budget Director is appointed by the Governor without Legislative approval. Coded 0 otherwise.

GS: Coded 1 if Budget Director is appointed by the Governor with the approval of the Legislature (usually the Senate). Coded 0 otherwise.

BC: Coded 1 if Budget Director is appointed by a separate Board. This only occurs in South Carolina. Coded 0 otherwise.

DG or D: Coded 1 of the Budget Director is appointed by a Department Head with or without the approval of the Governor. Coded 0 otherwise. I believe this is a more appropriate variable than either DG or D by themselves because the Department Head is always appointed by the Governor. As a result, if the Governor is unhappy with the Budget Director it is likely he/she can force a change.

G or GS: Coded 1 of the Budget Director is appointed by the Governor with or without the approval of the legislature. Coded 0 otherwise.

Merit: Coded 1 if the staff in the executive budget office are civil service employees. Coded 0 if the staff are at-will employees.

Theoretical Variables
Unified Branch: Coded 1 if Governor, House, and Senate are all held by same party. Coded 0 otherwise.

Divided Branch: Coded 0 if Governor, House, and Senate are all held by same party. Coded 1 otherwise.

Unified Leg: Coded 1 if House and Senate are held by same party. Coded 0 otherwise.

Divided Leg: Coded 0 if House and Senate are held by same party. Coded 1 otherwise.

Gov Elect Yr: Gubernatorial election year. Using the fiscal year prior to the election that the governor is proposing the budget for. For example, if election is Nov. 2000 then governor is proposing the FY2001 budget. Coded 1 for election year, 0 for non-election year.

Control Variables
Balanced Budget: Coded 1 if legislature is required to pass a balanced budget.  Coded 0 otherwise.

Balance as %: This is the sum of the Governor’s anticipated ending and rainy day fund balances as a percentage of Actual Revenues. This is a control variable. If a large balance is expected, then there is little reason to bias the forecast.

Approp Limit: This indicates whether a state legislature can only appropriate a certain percentage of its expected revenues. Interval variable ranging from 0 to 1. Coded 1 if legislature can appropriate 100% of expected revenues. Coded 0.98 if legislature can only appropriate 98% of expected revenues, etc.

Biennial: Coded 1 if state has a biennial budget process. Coded 0 if state has an annual budget process.

Sales Difference: % Sales tax for each state minus Average % Sales tax for all states, divided by Average % Sales tax for all states. (% Sales tax is the percent of general fund revenues that come from the sales tax).

GovernorPty: Governor’s Party ID. Coded -1 if Republican, 0 if 3rd party, 1 if Democrat.

HousePty: Party with majority in House. Coded -1 if Republican, 0 if tie, 1 if Democrat.

SenatePty: Party with majority in Senate. Coded -1 if Republican, 0 if tie, 1 if Democrat.

Arkansas: Coded 1 for Arkansas, 0 for all other states. This is done because Arkansas has a budget process that diminishes the importance of the revenue estimate.

Pers’l Income: State personal income in thousands.

Real Pers’l Income: Real personal income.  2000=100

% chg in Real PI: Percentage change in Real Personal Income.

ln(Real PI): Natural log of Real Personal Income.

Ln(Rev/Income): Natural log of Actual Revenues divided by Personal Income.

Economic Growth Volatility: Standard Deviation of Actual revenues for time periods t-2, t-3, and t-4, observable in period t-1.

Consensus (partisan or nonpartisan): Either a partisan or a nonpartisan consensus group makes the official forecast. Coded 1 (if yes) or ).  This variable serves as a control because the governor is often bound by the consensus group’s forecast or at least must adhere to it when signing the final budget bills. 

�This measure of forecast error is commonly used in the literature (see, Bretschneider et al 1989; Rodgers and Joyce 1996; Bretschneider and Gorr 1992; Cassidy, Kamlet, and Nagin 1989; Mocan and Azad 1995).





