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Executive Summary
Hawaii’s state budget does not have the extra cushion to deal with a large recession, if one should 
hit, so lawmakers should reign in spending and build up a financial reserve, rather than dig deeper 
into taxpayer pockets. 

Hawaii Gov. David Ige seemed to take a fiscally cautious approach in his fiscal 2020 budget, 
significantly lowering spending and revenue assumptions in anticipation of slowed economic 
growth. But the governor’s approach might not be cautious enough to provide enough cushion, 
should the need arise.

Hawaii entered the previous recession of just over a decade ago with a surplus of $732 million, and 
lawmakers still had to make deep cuts of $1 billion in planned spending from the fiscal 2009-2011 
biennium budget. This showed that Hawaii’s budget can be cut when needed, but rather than make 
drastic cuts during a crisis, it is better to gradually reduce spending and build up savings in advance 
so public services can remain generally consistent no matter what the state of the broader economy.

Hawaii’s current budget surplus is $750.3 million, which would help during a modest economic 
recession, but would not be adequate to deal with a severe economic crash. 

Lawmakers thus should balance any new spending ideas with the reality of increased “fixed costs” 
for the state’s public pension liabilities, deferred maintenance, collective bargaining increases and 
other built-in debt. 

They should also resist the temptation to increase taxes, especially as so many Hawaii residents are 
leaving the state for more affordable pastures. 

Other measures that would help strengthen Hawaii’s economy and keep down its cost of living 
could include partnering with the private sector to deliver public services, reducing business and 
land-use regulations and reforming the public pension system.

The governor has signaled that the Legislature should tighten its belt, and that’s a good idea, if 
legislators wish to help the state prepare for a possible recession while fostering a more vibrant 
economy and enticing families and businesses back to the islands.
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Gov. Ige’s current budget proposes to increase state spending in fiscal 2019 by only 2 percent, which 
he projects will keep Hawaii’s budget in surplus. But there is no guarantee that the rate of spending 
will stay under that limit. Historically, annual state spending has increased by 5 percent on average, 
regardless of how much spending was originally proposed.

If the historic spending trend of 5 percent continues, that would turn Hawaii’s budget surplus into a 
$550 million deficit by fiscal 2023 (see Figure 1), leaving the state in dire straits, should a recession 
occur, as many economists and financial analysts have speculated. The state would be without the 
extra funds needed to help deal with the crisis, just when those surplus monies would be needed 
most.

Figure 1
Gov. Ige’s projected general fund cumulative surplus with revised surplus (in millions)

Source: Grassroot Institute of Hawaii calculations of cumulative general fund surplus based on a historical average spending increase 
of 5 percent. See Appendix, pp. 28-29.

A history of overspending

Preparing for a recession
In crafting his proposed budget for fiscal 2020, Gov. Ige cautiously rejected the state Council on 
Revenues’ projection of a 5 percent increase in tax revenues for fiscal 2019. He reduced that to
3.5 percent, thereby exercising “an abundance of caution,” since tax recent collections had lagged 
below the Council on Revenues’ projections.2 But now even that seems too high: In March, the 
Council on Revenues reduced its estimate to 3 percent, which could widen the gap between 
revenues and expenses from $910 million to $944 million.3

A stress test by Moody’s Analytics in October 2017 showed that Hawaii was somewhat prepared for 
a modest recession, but unprepared for a severe recession. That analysis was based on a “moderate 
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scenario” that would be slightly milder than the “Great Recession” of 2007-2008, and a “severe 
scenario” that would be slightly worse.4

The Moody’s analysis showed that the state’s estimated general fund surplus in fiscal 2017 was 
$726 million,5 and the amount needed to deal with a modest economic recession would be 
$695 million.6 A “severe scenario” would result in a fiscal shock of $935.6 million, which would 
be more than the general fund surplus.7 This means that Hawaii would not be prepared for a severe 
recession, and would have to cut spending drastically in order to balance the budget. Moreover, the 
Moody’s report stated its analysis “should be viewed as a best case scenario,” since state surpluses 
often are already obligated for other uses.8

How Hawaii fared in the Great Recession of 2008
Hawaii entered the Great Recession of 2007-2008 with a $732 million general fund surplus, left 
over from 2006. That surplus declined to a $36 million deficit by fiscal 2009, which prompted 
spending cuts of $657 million in fiscal 2010 and $545 million in 2011 (see Figure 2).

Figure 2
Hawaii General Fund, fiscal years 2004-18 (in millions)

Source: See Appendix, pp 28-43.

Over a five-year period, from fiscal 2007 to fiscal 2011, Hawaii experienced an average 
0.1 percent annual reduction in tax revenues. If the state experiences a similar reduction in tax 
revenues over the five years beginning in fiscal 2020, this will result in a deficit of $346 million in 
fiscal 2021 and $3.3 billion by fiscal 2024 (see Figure 3).
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Figure 3
Stress test of Hawaii General Fund, fiscal years 2018-24 (in millions)

Source: Stress test is based on a 0.1 percent annual reduction in tax revenues beginning in fiscal 2020, which was the average tax 
revenue over a five-year period from 2007 to 2011. See Appendix, p. 38.

The state’s current surplus of $750 million comprises only 11 percent of what the tax revenues were 
in fiscal 2018, which means Hawaii is in a slightly worse position than before the last recession, 
with respect to reserve monies. In fiscal 2006, Hawaii’s surplus was 16 percent of state tax revenues 
that year.

Hawaii’s already-high taxes
It may be tempting for lawmakers to increase taxes to provide a cushion for Hawaii’s state budget, 
but the islands already have among the highest tax rates in the nation.

Its so-called sales tax burden is the nation’s leader, taking $2,247 annually from every man, woman 
and child in the state.9 Hawaii, of course, technically does not have a sales tax, but rather a general 
excise tax, which is a regressive, pyramiding tax on all goods and services, including intermediary 
business transactions.

As Hawaii is slightly less prepared than it was before 
the last recession, lawmakers should take this as a 
cue to keep spending low and build reserves, so large 
cuts do not have to be made in a time of crisis.

POLICY SUGGESTION
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Meanwhile, Hawaii’s top marginal personal income tax rate of 11 percent is the second highest in 
the nation, behind California’s 13 percent.10

Yes, Hawaii has the lowest property tax rates in the nation,11 but this is partly because Hawaii public 
schools are funded from the state general fund revenues rather than county property taxes, as in 
most other states. At the same time, however, the actual amount of property taxes paid by residents 
is only slightly below the national average, and this is because Hawaii has the highest median home 
values in the nation, at $619,000.12

For example, Oahu residents pay on average $3,012 in property taxes each year, which is close to 
the national average of $3,399.13 On Kauai the average is $2,703, on Maui $2,058, and on Hawaii 
Island $2,009.14

Hawaii also has the highest estate tax in the nation and the third-highest “remaining tax burden,” 
which are all taxes paid other than personal income, corporate income, property, “sales” and 
severance taxes.15

A study by WalletHub pegged Hawaii as having the ninth-highest annual state and local taxes paid 
per median state household.16

Avoid the temptation to bolster the 
state budget by increasing state 
taxes; instead, find ways to stabilize 
or reduce expenditures.

POLICY SUGGESTION
According to Institute on 
Taxation and Economic Policy, 
Hawaii’s regressive tax system 
disproportionately hits the 
lowest 20 percent of income 
earners in the state with a 
15 percent effective tax rate, 
with the general excise tax 
accounting for 10.5 percent of 
that amount.17

Public pension system at risk
Hawaii’s public pension system is at risk of adding more debt to its $13.4 billion of unfunded 
liabilities, if investments underperform significantly.18 That unfunded liability presumably grew to 
$14.1 billion when the fund experienced a 5.9 percent investment loss during the final quarter of 
2018.19 This shows how vulnerable the public pension system is to downturns in the economy. 

For instance, projections by the State of Hawaii Employees’ Retirement System show the current 
assumed investment rate of return of 7 percent being adequate to help pay down the debt over the 
next 25 years (see Figure 4). However, an ERS stress test on Dec. 28, 2018, showed that investment 
returns of 5 percent would see unfunded liabilities growing to $27 billion by 204720 (see Figure 5).
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Figure 4
2018 projected ERS unfunded liability, assuming 7 percent returns

Source: “Actuarial Asset and Liability Stress Test 2018 Report” GRS Retirement Consulting, Dec. 28, 2018, p. 5, 
https://tinyurl.com/ycxh9w9z. Note: Based on an assumed investment return rate of 7 percent per year, compounded annually, 
composed of an assumed 2.5 percent inflation rate and a 4.5 percent net real rate of return (net of investment expenses), and a general 
wage inflation rate of 3.5 per annum.

Figure 5
2018 projected ERS unfunded liability, assuming 5 percent returns

Source: “Actuarial Asset and Liability Stress Test 2018 Report” GRS Retirement Consulting, Dec. 28, 2018, p. 7,  
https://tinyurl.com/ycxh9w9z. Projection assumes no change in contribution rates. 
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That ERS stress test also projected a severe investment crash of negative 20 percent, followed by a 
20-year period with 5 percent returns. Such a scenario would see ERS unfunded liabilities growing 
to over $40 billion by fiscal 2047. While such a dramatic crash is unlikely, the fact remains that the 
ERS system could incur significant debt if investments were to fall below current assumptions (see 
Figure 6).

Figure 6
Projected ERS unfunded liability of -20 percent, followed by 5 percent returns

Source: “Actuarial Asset and Liability Stress Test 2018 Report,” p. 9. Projection assumes no change in contribution rates.

Lawmakers should also explore other public pension reforms to help the system mitigate risk of 
future unfunded liabilities. Those include reducing pension spiking, allowing counties to make 
advance tax contributions to the pension fund, and exploring a new, carefully designed public 
pension plan that would ease risk for the system while providing attractive benefits for public 
employees.21

If an economic recession should 
occur, ERS investment losses likely 
would be bailed out by general fund 
reserves, which makes it even more 
important for lawmakers to save for 
a possible fiscal crisis.

POLICY SUGGESTION
Combining best-practices 
in pension reform with a 
plan to reduce spending 
and save money at the state 
level would help the state 
public pension system avoid 
future unfunded liabilities. 
This would also prevent 
taxpayers from being 
burdened with more costs.
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Required taxpayer contribution increasing
The Hawaii Employer Union Trust Fund, which provides health benefits to public employees and 
retirees, seems to be on track to reduce its $13.4 billion of unfunded liability because of increasing 
annual required contributions from taxpayers.22

Those contributions are in the form of higher payments from all state and county government 
employers, increasing to $1.06 billion in fiscal 2019 from $882 million in fiscal 2018.23

Similarly, the Legislature mandated increased tax contributions from all state and county 
government employers to the ERS, to $892 million for fiscal 2019 from $817 million in fiscal 
2018.24

The combined ERS and EUTF required contribution from all state and county government 
employers will total almost $2.5 billion for fiscal 2023, up from more than $1.8 billion in fiscal 
2019 (see Figure 7).

Figure 7
Annual contributions to EUTF and ERS from all state and county employers (in millions)

Source: Letter from Laurel A. Johnston, then-state director of finance, to Hawaii Senate President Ron Kouchi and House Speaker 
Scott Saiki, Dec. 28, 2018, p. 5, https://tinyurl.com/ycxh9w9z, and “Hawaii Employer-Union Health Benefits Trust Fund Retiree 
Health Care Plan Aggregate Actuarial Valuation Report” July 1, 2017, Section C, p. 17, https://tinyurl.com/y8c8vkd5.

In fiscal 2019, the required portion from the state to the ERS will be $613 million and to the EUTF 
$787 million, for a total of $1.4 billion.25

The combined annual taxpayer contributions to the state retirement system and health benefits fund 
are set to peak at $4.5 billion by fiscal 2042. Those contributions are projected to drop off in 2043, 
when both funds are projected to be fully funded (see Figure 8).
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Figure 8
Annual required taxpayer contributions to state retirement system and health fund

Source: “Employees’ Retirement System of the State of Hawaii, Report to Board of Trustees on the 93rd Annual 
Actuarial Valuation for the Year Ending June 30, 2018,” Employees’ Retirement System of the State of Hawaii, Jan. 14, 
2018, p. 25, https://tinyurl.com/yxjuq2kx, and “Hawaii Employer-Union Health Benefits Trust Fund Retiree Health Care 
Plan Actuarial Valuation Report as of July 1, 2018,” Jan. 16, 2019, Section C, p. 19, https://tinyurl.com/yyhd3lrf.

These combined contributions are set to grow by an annual average of 6 percent until fiscal 2025, 
which would outpace the state’s projected growth in tax revenues of 4 percent per year during the 
same time period.26 This means that taxpayer contributions to the pension and health benefits funds 
are on track to gradually take up a much larger slice of the general operating budget, which means 
taxpayers will likely be paying more while receiving less.

When prioritizing spending requests, state legislators should take 
into account the growing level of contributions that will be dedicated 
to making catch-up payments on the state’s unfunded liabilities, 
both for this year and into the future. This makes it all the more 
important to cut spending, if legislators truly want the state to 
provide health care and retirement benefits to public employees at 
the levels that were promised.

POLICY SUGGESTION
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‘Fixed costs’ balloon to 50 percent of the budget
State expenditures for Medicaid, the state health fund, the state retirement system and debt service 
are viewed as “fixed costs,” meaning they are prioritized over all other spending. These fixed costs 
are making up a larger portion of the state budget pie. 

In fiscal 2013, they comprised $2.7 billion or 44 percent of general fund revenues; by fiscal 2021 
they are projected to total $4.3 billion or 51 percent (see Figure 9).

Figure 9
Required taxpayer contributions to fixed costs

Source: Hawaii State Budget, “FB 19-21 Operating Budget, Statewide Totals by Fixed vs. Non-Fixed, General Funds,” p. 60, 
https://tinyurl.com/yb8sxn8j; Hawaii state budget, “FB 17-19 Operating Budget, Statewide Totals by Fixed vs. Non-Fixed, General 
Funds,” p. 56, https://tinyurl.com/ybsg4a2q; Hawaii State Budget, “FB 15-17 Operating Budget (Above the Base), Statewide Totals 
by Discretionary vs. Non-Discretionary, General Funds” p. 54, https://tinyurl.com/ybt3twpx; and Hawaii State Budget, “FB 13-15 
Operating Budget (Above the Base), Statewide Totals by Discretionary vs. Non-Discretionary General Funds,” p. 55, 
https://tinyurl.com/y7hoqywm.

In fiscal 2020, half of the general fund budget — $4 billion — will be dedicated to fixed costs, with 
$1 billion going to public pension debt, $1.1 billion to health benefits debt, $1 billion to Medicaid 
and almost $900 million to debt service. That means 50 cents of every dollar from the state’s 
$8 billion general operating budget will be going to debts and benefits; the next year it will be 
51 cents.
 
In fiscal 2018, Hawaii’s taxpayer contributions for state general fund fixed costs were the fifth 
highest in the nation, according to a study by S&P Global Ratings (see Figure 10).
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Figure 10
Combined Medicaid, health fund, retirement system 
and debt service contributions as a share of general fund expenditures

Source: “When the Credit Cycle Turns, U.S. States May Be Tested In Unprecedented Ways,” S&P Global Ratings, 2018, 
https://tinyurl.com/y45h5oax.

When comparing these costs, except for Medicare, against the total income of individuals by state, 
also known as “state personal income,” Hawaii pays the third-highest contributions for pensions, 
health benefits and debt service, according to The Pew Charitable Trusts (see Figure 11).

Figure 11 
State’s obligations as a share of state personal income

Source: “Fiscal 50: State Trends and Analysis,” The Pew Charitable Trusts, January 2019, p. 2, https://tinyurl.com/y4hcm9cl.

These state-by-state comparisons do not account for the fact that county workers in some states, 
such as in Hawaii, are included in the state public pension and health benefits systems while in other 
states county workers receive retirement benefits separately.27 Still, if public pension costs, health 
benefits costs, Medicaid costs28 and state debt service29 costs continue to increase, as they have 
historically, the fixed costs will eventually crowd out other public services expenditures in the state 
general operating budget.
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Hawaii’s state government has been unable to keep up with the increased costs of maintaining and 
renovating its aging infrastructure. The price tag for the state’s backlog of deferred maintenance 
projects, such as repaving roads and fixing public buildings, has increased by $2 billion since fiscal 
2017 to $5.1 billion this year, equal to 67 percent of current general fund revenues. 

State policymakers might choose to continue deferring spending on these necessities, but having 
already kicked the can down the road for many years, the delays are resulting in crumbling roads, 
bridges, schools, prisons and hospitals, posing a danger to the public.

The biggest spikes in deferred maintenance costs recently came from the state Department of 
Education, where expected costs jumped $576 million in just one year, to $868 million in fiscal 
2020 from $292 million in fiscal 2019; and the Department of Public Safety, where they increased 
during the same period to $541 million from $85 million.30 Costs for public hospital maintenance 
also grew significantly, to $535 million from $289 million (see Figure 12).

Figure 12
Deferred maintenance for fiscal years 2019 and 2020

Source: “FB 19-21 Executive Budget, Statewide Department Summary of Estimated Deferred Maintenance Costs,” Dec. 17, 2018, 
p. 2337, https://tinyurl.com/ycevgvyo; and “FY 2019 Executive Supplemental Budget, Statewide Department Summary of Estimated 
Deferred Maintenance Costs,” Dec. 18, 2017, p. 1391, https://tinyurl.com/y8pxj2gr. 

The stunning increase in facility maintenance costs for education came from a re-evaluation of how 
deferred maintenance projects were tallied by the former DOE administration, which apparently did 
not include costs for projects that had already been started.31 It is not clear, however, why the costs 
for public safety and hospitals jumped so quickly; these, in particular, should be closely examined.

Crumbling infrastructure
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If taxpayers and lawmakers want the state to continue providing all 
of the services it currently does, lawmakers will need to prioritize 
the subjects of their repair-and-maintenance list before embarking 
on any new spending projects that come with future maintenance 
costs. Lawmakers also should evaluate each of the many existing 
government functions to see which ones, if any, could be better 
operated and maintained by the private sector. If any are identified, 
they should be transferred to private companies, nonprofits or 
public-private partnerships, so as to relieve taxpayers of extra costs 
and possibly save the state money.

POLICY SUGGESTION

Labor
A major portion of the state budget is devoted to its labor costs, and collective bargaining 
negotiations this year could add millions of dollars more in unbudgeted expenses to Gov. Ige’s 
proposed budget. 

The contracts with Hawaii’s largest government employees union, the Hawaii Government 
Employees Association, are set to expire July 1, 2019.32 Negotiations to renew those contracts will 
encompass the following HGEA units:33

• Unit 2 – Supervisory employees in blue-collar positions; 800 members.
• Unit 3 – Non-supervisory employees in white-collar positions; 13,400 members.
• Unit 4 – Supervisory employees in white-collar positions; 830 members.
• Unit 8 – Administrative, professional and tech employees of the University of Hawaii and 

community colleges; 2,400 members.
• Unit 9 – Registered professional nurses; 1,700 members.
• Unit 13 – Professional and scientific employees; 8,400 members.
• Unit 14 – Law enforcement officers, ocean safety and water safety officers; 760 members.

The Hawaii Fire Fighters Association, which represents approximately 2,000 state and county 
workers, is also expected to negotiate a new contract in fiscal 2019.34

It is also not clear — to the public, nor perhaps to lawmakers — which state projects are most badly 
in need of maintenance or renovation. More transparency would help lawmakers and the public 
determine which projects to take on and which to defer.
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Public union salary and benefit 
negotiations have the potential 
to increase government worker 
compensation by millions of 
dollars, and lawmakers should 
strive to bring those costs in line 
with what taxpayers can afford.

POLICY SUGGESTION
The United Public Workers, 
Hawaii State Teachers 
Association, University 
of Hawaii Professional 
Assembly and State of Hawaii 
Organization of Police Officers 
unions are not expected to 
negotiate this year, since 
their collective bargaining 
agreements don’t expire until 
July 1, 2021.35

Many hard-working government employees might deserve pay increases, but policymakers need 
to recognize that any raises granted will result in less money being available for other government 
needs.

State officials negotiating on behalf of the state also should recognize that private sector salaries 
have generally not kept pace with state and county salaries, especially when benefits are taken into 
account. In 2017, the average annual compensation, including benefits, was $87,903 for county 
employees, $67,126 for state employees and $56,683 for private sector employees (see Figure 13).

Figure 13
Hawaii average compensation, including benefits

Source: U.S. Bureau of Economic Analysis, adjusted for inflation.

Taxpayers who are working hard to pay for their own benefits are also paying for the benefits of 
public employees. In Hawaii, those public employee benefits have increased, on average, at a higher 
amount than for private sector employees.
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Population
Hawaii’s population has declined by 7,614 people since 2016, and a continuing decline could 
negatively affect future state tax revenues. 

Traditionally, the state’s population decline caused by deaths and people moving away has been 
offset by new births, but a spike in residents moving to the mainland and elsewhere knocked 
Hawaii’s total population downward two years in a row.

During fiscal 2018, 12,430 residents moved away from Hawaii, 4,075 people moved here from the 
U.S. mainland and foreign countries, 12,660 people died here, and 17,326 people were born here. 
That resulted in a net loss in fiscal 2018 of 3,712, while in fiscal 2017 the loss was 3,902 (see Figure 
14).35

Figure 14
Hawaii population declined by 7,614 in fiscal years 2017-2018

Source: “Estimates of the Components of Resident Population Change for the United States, Regions, States, and Puerto 
Rico: July 1, 2017 to July 1, 2018,” U.S. Census Bureau, Population Division, Dec. 2018, p. 1, 
https://tinyurl.com/yc76lgel. “Estimates of the Components of Resident Population Change for the United States, 
Regions, States, and Puerto Rico: July 1, 2016 to July 1, 2017,” U.S. Census Bureau, Population Division, Dec. 2017, 
p. 1, http://tinyurl.com/y5r8r8qc. See also “Annual Estimates of the Resident Population for the United States, Regions, 
States, and Puerto Rico: April 1, 2010 to July 1, 2016,” U.S. Census Bureau, Population Division, Dec. 2016, excel file 
http://tinyurl.com/y8tzootf.

State tax revenues, 50 percent of which come from general excise tax, could stagnate, or even 
decline, if more residents were to leave the islands, which would be another reason for Hawaii 
lawmakers to cut spending, since a smaller tax base would be inadequate to pay for all the state’s 
current obligations. This would further increase Hawaii’s cost of living for those still living here, 
while incentivizing even more residents to move away.
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Lawmakers who want to encourage families to move back to the 
islands should explore ways to lower Hawaii’s cost of living, such 
as by reducing spending and taxation and reducing regulations on 
business and housing development. Lowering Hawaii’s cost of living 
could bring families back to the islands, and, as a happy side effect, 
increase state revenues.

POLICY SUGGESTION

Ways to achieve sound budget reform
Hawaii’s state budget is in danger of being overstretched by a possible recession, increased 
operational costs and a declining population. In order to avert future financial troubles, the state 
should adopt the following measures:

Restrict spending
Gov. Ige should require all state departments to limit planned spending increases.

Hawaii governors through the years have instituted budget restrictions that forced their 
department directors to delay authorized spending until the governors said it would be OK 
— presumably after gaining more certainty that adequate tax revenues would be collected. 
Sometimes the pre-authorized funds were never released, to avoid possible budget shortfalls. 

In each of the five years that Ige has 
been in office, he has withheld up to 
10 percent of budgeted spending, with 
department heads being responsible for 
deciding which planned expenditures to 
cut.

He also released those restrictions during 
every year he’s been in office when it was 
known that higher tax revenues would 
be collected, allowing the department 
directors to spend their full allotted 
budgets, such as for fiscal 201736 and 
2018.37

In fiscal 2018, a 10 percent budget restriction held back $81 million, although 75 percent 
of that money was later released.38 For fiscal 2019, Ige implemented a 5 percent budget 
restriction that held back $41 million,39 money that has not yet been released at the time of 
this writing.

Looking ahead, a budget 
restriction of 10 percent or 
more might be appropriate, 
especially if that money 
is saved to deal with a 
possible recession.
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Looking ahead, a budget restriction of 10 percent or more might be appropriate, especially if 
that money were saved to deal with a possible recession. 

Budget restrictions during this financially precarious time might also serve as a first step in 
identifying spending that could be cut in the long term, which would give lawmakers room 
to lower taxes — and perhaps encourage more families to move back to the islands.

Restrict or lower taxes
Hawaii taxes are among the highest in the nation,40 and lawmakers should resist making 
them higher. Even better would be if they would reduce them, so residents could better cope 
with the high cost of living in the islands.

A recent poll showed that 47 percent of Hawaii residents cited the high cost of living as 
the primary reason they or someone in their household had thought about moving away.41 
Reducing taxes would help residents keep more of their own money, thereby lowering the 
cost of living, and perhaps stem the march of residents out of the state.

Lowering taxes also would signal that Hawaii is welcoming of entrepreneurs, which would 
help encourage economic growth. Economic growth, in turn, would result in healthier 
tax revenues, since the state’s general excise tax takes money from almost all goods and 
services, so slight changes in Hawaii’s economy can greatly affect the tax revenues that are 
collected.42

Maintaining taxes at current levels would at the very least help prevent Hawaii’s cost of 
living from getting worse. But an even better goal would be to reduce taxes in Hawaii, 
which would effectively put more money in taxpayer pockets and perhaps boost the state’s 
economy.

Partner with the private sector
Privatization and public-private partnerships, if set up correctly, could help lower costs 
and increase service quality, according to the national Government Finance Officers 
Association.43

In Hawaii, the Hawaii Supreme Court’s 1997 ruling in Konno v. County of Hawaii, 
commonly known as the Konno decision, has been a significant barrier to many privatization 
and public-private partnership efforts in the state.44 In that decision, the state Supreme Court 
found constitutional protections for civil service employees that have prevented or hindered 
many privatization initiatives.

In essence, the Konno decision prevents the state and counties from hiring private employees 
for any future positions, if it can be shown that civil servants have performed similar duties 
in the past.

Fortunately, there is a simple way that the state Legislature and governor could remove those 
barriers. A new report by the Grassroot Institute of Hawaii, “How to revive contracting as 
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Reform Hawaii’s public pension system
Hawaii’s public pension plan is significantly underfunded, and could incur greater unfunded 
liabilities if its investment returns fall below expectations, or if pension spiking and overtime 
abuse worsen. 

Public pension reform would protect Hawaii taxpayers from further financial exposure while 
at the same time help ensure that Hawaii’s government employees receive all the benefits 
they have been promised.

Hawaii’s regulatory environment stands at No. 47 on Forbes’ 2018 rankings for business 
friendliness,50 which could help explain the exodus of islanders looking for better 
opportunities elsewhere. Reducing regulations could signal to entrepreneurs that Hawaii is 
“open for business,” which would bring back to Hawaii both jobs and families, and with 
them, more tax revenue.

Fewer occupational licensing regulations, for example, would make it easier for individuals 
to find jobs or create new businesses; fewer zoning restrictions would allow for more homes 
to be built — and more jobs to be created; and eliminating Hawaii’s certificate-of-need laws 
would make it easier to build new hospitals and other medical facilities, also providing new 
jobs as well as improving Hawaii health care.

These and other measures would increase economic freedom in Hawaii, which would bode 
well for Hawaii’s economic and social outlook. As explained in “Economic Freedom of 
North America 2018”51 — issued annually by the Grassroot Institute of Hawaii, Canada’s 
Fraser Institute and Mexico’s Caminos de la Libertad — economic freedom correlates 
with more civil liberties, higher income per capita, less corruption, less inequality and less 
poverty.52

Reduce regulations

a policy option in Hawaii,”45 outlines how the Legislature could create a legal environment 
that promotes privatization, where appropriate.

Part of the solution would be for the Legislature to remove the language from 
HRS 76-16 that requires civil service positions be filled exclusively by government 
employees.46 Alternatively, the Legislature could enact legislation similar to Acts 23047 
and 9048 — which expired in 2003 and 2007, respectively — to create an environment that 
promotes public-private partnerships, where appropriate. 

Finally, certain exemptions in HRS 76-16 allow departments to hire for up to a year private 
entities that can perform jobs customarily performed by civil servants, provided that 
qualified government employees are unable to fill the role.49

Utilizing any or all of these options would go a long way toward improving government 
services, expanding job opportunities, reducing government spending and easing the need 
for taxes.
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Gov. Ige’s cautious budget should be a signal to state lawmakers to hold back on spending and 
build up reserves in preparation for a possible reduction in tax revenues stemming from a possible 
recession or depression. 

Lawmakers also should look for ways to restrict or lower taxes, partner with the private sector, 
reduce regulations and reform the public pension system, if they wish to reduce Hawaii’s high cost 
of living, foster a healthier local economy and, ultimately, generate higher levels of tax revenue for 
the state, thus putting it in a better position to weather possible future economic downturns.

Conclusion

Options for public pension reform are outlined in a report by the Grassroot Institute of 
Hawaii that was released in July 2018, “How to resolve Hawaii’s public pension debt 
crisis.”53 That report showed how a new, well-designed plan implementing best practices 
from across the nation could provide healthier retirement packages to both new and current 
government employees, with benefits including attractive features such as lower vesting 
requirements and more portability. 

Additional reforms, such as reducing pension spiking and allowing counties to make 
advance tax contributions to the pension fund, would also help lower the future obligations 
of the plan.

Such reforms would help the ERS reduce its unfunded liabilities over the long term and 
prevent the public pension system from further crowding out the state budget. Pension 
reform would reduce fixed costs in the state budget, freeing up more money for other uses, 
or perhaps opening up more room in the budget to lower taxes.

FIVE SUGGESTIONS FOR BUDGET REFORM

1

2

3

4

5

RESTRICT SPENDING

RESTRICT OR LOWER TAXES

PARTNER WITH THE PRIVATE SECTOR

REDUCE REGULATIONS

REFORM HAWAII’S PUBLIC PENSION SYSTEM
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Appendix

Multi-Year Financial Summary
Adjusted for accurate costs

General Fund
Fiscal Years 18-25

(in millions of dollars)

Note: Grassroot Institute adjustment for accurate costs of 5 percent (in yellow) is based on a 10 year historical average.
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Multi-Year Financial Summary
Stress Test

General Fund
Fiscal Years 18-25

(in millions of dollars)

Note: The stress test is based on a 0.1 percent annual reduction in tax revenues beginning in fiscal 2020, which was the average tax 
revenue over a five-year period from 2007 to 2011, as found on pp. 30-34.
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