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The sixth in a series of RIPEC reports analyzing the state’s finances since the onset of the COVID-

19 pandemic, this report highlights Governor Daniel J. McKee’s proposed fiscal year (FY) 2023 

budget as the latest in a continuum of annual state spending plans affected by the pandemic and 

the influx of substantial federal resources. The governor’s budget includes proposed expenditures 

of $1.13 billion in State Fiscal Recovery Funds (SFRF) made available to Rhode Island under the 

American Rescue Plan Act (ARPA). The proposed budget also draws on a large general revenue 

surplus resulting from higher-than-anticipated receipts across major revenue sources. While the 

governor’s budget proposal generally uses one-time sources of revenue for one-time expenditures, 

some one-time funds would be used to pay for recurring expenditures, raising questions about the 

impact on the state’s structural deficit.  

 

Governor McKee’s proposed FY 

2023 budget is the latest pandemic-

era budget that is significantly larger 

than the state’s pre-pandemic 

budgets—at $12.82 billion in total 

spending, the FY 2023 proposal is 

34.0 percent larger than the FY 2019 

enacted budget, the last budget 

unaffected by the pandemic. As the 

included figure demonstrates, this 

increase is driven largely by federal 

funds. However, proposed state 

general revenue spending for FY 

2023 of $4.73 billion represents an 

increase of 4.0 percent over FY 

2022. The average annual growth 

rate in general revenue spending of 

5.3 percent from FY 2019 through 

the FY 2023 budget as proposed is a 

markedly higher rate than the 3.5 
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percent annual growth rate that the state averaged from FY 2014 to FY 2019. 

 

While the increase in proposed general revenue spending is substantial, the governor’s budget does 

not include any broad-based tax increases—in fact, Governor McKee’s budget proposes minor tax 

cuts. Instead, the proposed budget relies on a portion of $618.4 million in projected surplus funds 

primarily resulting from higher than estimated receipts from existing revenue sources. The 

November 2021 Revenue Estimating Conference produced an upward revision of $273.6 million 

(6.2 percent) in estimated FY 2022 revenues over the May 2021 estimate. In addition, the 

preliminary closing statement for FY 2021 determined that a $267.5 million surplus was available 

for the FY 2022 budget, which would carry forward to be available for FY 2023.  

 

The plan for spending one-time funds—particularly ARPA funds—is the centerpiece of the 

governor’s FY 2023 proposed budget. The governor’s budget includes proposed expenditures of 

$1.24 billion in ARPA funds between FY 2022 and FY 2027, including $119.0 million already 

authorized by the General Assembly for FY 2022. The largest and most flexible portion of those 

funds, SFRF dollars, are spread across eight broad categories, with the largest allocations proposed 

for housing ($250.0 million), economic and workforce development ($211.8 million), aid to small 

business and impacted industries ($180.5 million), and public health ($152.3 million). The budget 

also proposes to spend $112.3 million from a separate tranche of ARPA money—the Capital 

Projects Fund. The proposed ARPA expenditures generally are one-time investments that appear 

well-suited for one-time funds, but some proposed items may require general revenue 

commitments in future budget years.  

 

The proposed budget allocates a portion of the general revenue surplus to one-time items, including 

a transfer of $210.0 million to the Rhode Island Capital Plan fund and $100.0 million to serve as 

a state match to federal infrastructure funds, but roughly $118.2 million of the general revenue 

surplus is used to pay for continuing expenditures, implicating a potential structural deficit in 

future years. Recent revenue projections showing higher than estimated revenues in the current 

fiscal year suggest that the FY 2024 deficit will likely be smaller than the projected deficit of 

$215.3 million included in the governor’s budget. However, the remaining projected FY 2024 

deficit will likely be significant, with the potential to grow if one-time items require continuing 

commitments of general revenue expenditures.    

 

Eleanor Slater Hospital (ESH) continues to be a source of budget issues related to federal 

reimbursement dating back to 2019. The governor’s budget assumes savings from a structural 

reorganization of ESH that would establish a new 100-bed medical facility at the Zambarano 

Campus, while the 52-bed Benton facility would become the Rhode Island Psychiatric Hospital. 

 

Also noteworthy in the governor’s FY 2023 budget is proposed spending of $49.7 million to hold 

school districts “harmless,” such that districts would not experience a reduction in state aid from 

the amount appropriated in FY 2022 because of a decline in enrollment. The FY 2022 enacted 

budget contained a provision which calculated state aid for districts using the larger of March 2020 

and March 2021 enrollment data. 



 

Page 3 of 3 

 

The governor’s FY 2023 budget proposes $350.0 million in bond referenda to be placed on the 

ballot for voter approval in November 2022. Proposed borrowing is divided between three separate 

bond proposals: K-12 school construction ($250.0 million), higher education ($62.0 million), and 

the green economy ($38.0 million).  

 

Based on its analysis, RIPEC offers several recommendations to policymakers:  

 

• The state should avoid spending beyond available revenues and minimize the 

structural deficit going forward. State general revenue spending has been growing at a 

rate significantly greater than the historical rate, and this growth trend is likely not 

sustainable in the long term. Policymakers would be wise to use the opportunity of 

abundant resources to eliminate structural spending issues. 

• The state should spend one-time federal funding on one-time items and prioritize 

those investments that produce long-term savings or have the potential to stimulate 

economic growth. With some limited exceptions, the governor generally has proposed to 

use one-time ARPA funding on one-time items; the General Assembly likewise should 

resist the temptation to use ARPA funds for continuing expenditures.  

• Policymakers should be more assertive in aligning extraordinary additional federal 

funding for K-12 education to improve student outcomes. The federal government has 

allocated $646.3 million in pandemic relief funds for elementary and secondary education 

in Rhode Island. Given the urgent need to address student learning loss resulting from the 

pandemic and the very low student proficiency levels revealed by the most recent 

assessments, policymakers should be more assertive in placing requirements and oversight 

over these federal funds. 

• Policymakers should resolve the spending issues connected with Eleanor Slater 

Hospital. ESH represents arguably the most troubling spending issue in the state budget 

given the sizable loss related to federal reimbursement and relatively high per patient costs. 

Policymakers should assess whether the transformation plan proposed by the governor 

would place ESH on a more fiscally responsible and sustainable plan. 

• The state should consider increasing the rainy day fund and the Rhode Island Capital 

Plan Fund (RICAP). While Rhode Island’s rainy day fund served the state well during 

transitory fiscal disruption connected with the pandemic, the state ranked 38th nationally in 

terms of the percentage of general fund expenditures in its rainy day fund before the 

pandemic. The current availability of one-time federal and surplus funds presents an 

excellent opportunity to increase the contribution to the rainy day fund over time, and to 

also increase RICAP to respond to the state’s large unmet capital needs. 

• The state should seek to improve its business tax climate and resist efforts to increase 

taxes. The current general revenue surplus and abundance of federal funds should 

encourage policymakers to focus on improving Rhode Island’s business tax climate, which 

ranked 40th among states in a recent Tax Foundation analysis, and resist proposals to raise 

taxes on businesses.  


