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Augusta, ME - Here in Maine’s capital the governor and her legislators are betting big-time that Joe Biden and the Democrats win the Presidency and both houses of Congress.  They are not alone.  Most states and many cities which are facing huge fiscal deficits due to a combination of Covid-related losses of revenue and profligate spending are looking to the federal government to bail them out.  It is as if the politicians are playing Texas Hold Em and have pushed their remaining chips to the center of the table while saying, “All in!”
It is a risky bet.  Most states are required by their constitutions to balance their budgets.  Some operate on two-year budget cycle, but most go year-to-year.  With far less money coming in via sales tax and personal income tax due to the pandemic, states are faced with unpalatable choices:  reduce spending or raise taxes.  There are few politicians who like either choice.  Here in Maine, Governor Mills, a Democrat, in August asked state departments to identify cost reductions of ten percent for the year ending next June.  She extended the deadline for making any such cuts until late October, hoping that federal money will be forthcoming from Congress to offset the Covid losses.  In the meantime, accounting shenanigans are underway, such as taking $130 million from unspent appropriations from last year, hiring freezes, and taking money from “expected” alcohols sales (Maine has a monopoly on hard liquor sales).  There are also plans to rush the start of recreational marijuana sales so that the state can harvest additional revenue from dope.  One of the major newspapers in the state is already calling for tax increases.  Few legislators are openly embracing the idea in the hope that Congress will bail them out.
The national elections on November 3 will either answer or dash the hopes of state officials across the U.S.  If Democrats control both houses of Congress and win the Presidency, they will almost immediately direct billions of dollars - probably trillions - to states and cities to balance their budgets.  This gift will take place in record time.  The money will simply be printed by the federal government, further swelling the already gigantic deficit.   Such action may, or may not, have an immediate deleterious effect.   Rampant inflation, a la Argentina or Nicaragua, is a possibility.  Or the wealth transfer might simply continue to kick the problem down the road for future generations to deal with.  Another possibility, of course, is that a Democrat Congress will come up with some of the money by slashing defense spending, police funding, or other traditional liberal/progressive targets.   However, no amount of federal cuts can possibly make up for the enormous bundle of money which will be sent to the states and the cities.
If Republicans retain control of the Senate, things may move slower in terms of handouts to the states, but there will still be some money flowing.  If there is a Republican Senate and President Trump is re-elected, many states are going to lose this bet that they have been making.  Republicans representing states which have been fiscally sound are in no mood to bail out Democrat-controlled cities or states which have for years provided unfunded pension plans and other programs which are not sustainable without federal help.
Stay tuned.  The biggest American bets are not taking place in Vegas, but in state capitals across the nation.
I thought you might like to know.
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