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Beshear to outline plan for revenue shortfall

By TOM LOFTUS
Kentucky Lantern

FRANKFORT — The
committee of economists
that forecasts Kentucky
government revenues
slightly upgraded its out-
look on Tuesday, but still
anticipates a revenue
shortfall this fiscal year
and only modest revenue
growth through the mid-
dle of 2028.

The committee, called
the Consensus Forecast-
ing Group, officially pre-
dicted that Kentucky’s
General Fund will take in
$15.5 billion for the fiscal
year that ends June 30,
2026.

That’s down a bit from
actual revenues of $15.7
billion taken in by the
General Fund in the fiscal
year that ended on June
30. But it’s about $150
million more than the
Consensus Forecasting
Group predicted three
months ago in a prelimi-
nary forecast for the
current fiscal year. Also
Tuesday, the group pre-
dicted sluggish revenue
growth for the next two
fiscal years — 2.5% in
2026-27 to about $15.9
billion and then 2.2% in
2027-28 to about $16.2
billion.

Tuesday’s forecast will
be the foundation upon
which the 2026 Kentucky
General Assembly will
build Kentucky’s budget
covering the two-year
period beginning July 1,
2026 and ending June 30,
2028.

Gov. Andy Beshear,
whose concerns about
downward revenue trends
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Gov. Andy Beshear delivers his 2025 State of the Commonwealth speech to a joint session
of the House and Senate on Jan. 8, 2025.

caused him to ask for the
preliminary forecast in
September, released a
statement later Tuesday
saying he will announce a
plan for dealing with the
shortfall later this week.

“After a strong couple of
months for our Kentucky
economy, the Consensus
Forecasting Group has
reduced the common-
wealth’s projected rev-
enue shortfall from $305
million to $156 million,”
Beshear said. “Kentucky
law still requires a budget
reduction, which I will
announce this Thursday
during our Team Ken-
tucky Update at 12 noon
ET. Overall, we will be
able to manage the
shortfall and still provide
necessary services to
Kentuckians.”

But  Sen. Chris
McDaniel, a Ryland

Heights Republican who
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chairs the Senate budget
committee, had a different
take on Tuesday’s forecast.
“What's clear is that this
forecast appears far less
severe than what the
governor projected in
September. His earlier
outlook was extremely
pessimistic and today’s
data suggests a more
measured and realistic
picture of Kentucky’s fis-
cal position.”

House Speaker David
Osborne, a Prospect
Republican, released a
statement later Tuesday
that called the revised
forecast “far better
informed than the one
received months ago.”

Osborne’s statement
also said “the General
Assembly will continue to
rely on actual data and
demonstrable evidence
instead of political
rhetoric and pandering. I
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would ask the governor to
take the same thoughtful
and balanced approach.”

Tuesday’s forecast
comes as the impact of
soaring revenues for
nearly all states triggered
by Covid-era stimulus
spending by the federal
government continues to
fade. (Annual revenue
growth for the Kentucky
General Fund was 10.9%
in 2021 and 14.6% in 2022.)
Kentucky’s Republican-
controlled General
Assembly responded to
the windfall in part by
reducing the state’s
income tax rate, a priority
for Republican lawmak-
ers. It also socked away
savings into Kentucky’s
Budget Reserve Trust
Fund, more commonly
known as the “rainy day”
fund.

The rainy day fund is
expected to have a balance

of about $3.1 billion at the
end of this fiscal year.
Beshear could propose to
cover the entire $156
million shortfall with
money from the rainy day
fund, or he could decide
it's more prudent to order
immediate spending cuts
to meet the shortfall.

Jason Bailey, executive
director of the Kentucky
Center for Economic
Policy said, “While the
forecast is a little better,
the outlook is not good. ...
Overall the outlook is poor
because of the impact of
big cuts to the income tax
rate, plus a weakening of
the economy.”

The Kentucky Center
for Economic Policy, a
progressive group
headquartered in Berea,
has opposed the income
tax-reduction approach
taken by the legislature’s
Republican
supermajorities.

In 2022 the legislature
enacted a low that allows
lawmakers to reduce
Kentucky’s income tax
rate by one-half of a per-
centage point per year —
but only during years
when the state’s fiscal
condition is healthy
enough to withstand the
rate cut. The goal of that
law is to eventually reduce
the Kentucky income tax
rate — which was 5% in
2022 — to zero.

Tht law allows for a
reduction in the rate by
one-half of one percent-
age point if two conditions
are met at the end of a
fiscal year. First, the bal-
ance in the rainy day fund
must be at least 10% of
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General Fund revenues in
that prior year. The sec-
ond and more difficult
condition is that revenue
in the just-ended fiscal
year would have exceeded
spending in that year even
had the income tax rate
been a full percentage
point lower.

Both conditions have
been met in some years,
most recently at the end of
the 2024 fiscal year, which
opened the door for the
General Assembly early
this year to cut the rate
down to 3.5%. (That new
reduced rate does not take
effect until Jan. 1, 2026.)

But the second condi-
tion was not met (by the
tiniest of margins: $7.5
million) when the 2025
fiscal year ended this
summer, according to the
Office of State Budget
Director. Nonetheless,
some Republican law-
makers, particularly on
the House side, have
indicated they may push
for a tax cut by the 2026
legislature.

Bailey said a further tax
cut would be disastrous
for Kentucky’s ability to
fund public schools and
all other state government
programs. In addition to
low revenue growth pre-
dicted Tuesday, he said
Kentucky’s 2026-28 budget
will need to fund new
obligations to pay for hefty
administrative costs
shifted by the federal
government to states,
especially for the Sup-
plemental Nutrition
Assistance Program.
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