May. 1995

UPDAT

{ :‘;»,‘., f o
WAL A

LEG!SLATIVE AnALYsST’s OFFICE

The Impact of Federal Spending and
Tax Proposals on California

Congress is currently focusing much of its
attention on proposals that would have signifi-
cant impacts on the state’s budget and on the
way in which the state and local governments
operate many programs. On April 25, we pre-
sented an overview of the impact of federal
spending and tax proposals on California to
the Joint Legislative Budget Committee. This
Update presents the highlights of that overview.

Federal Spending in California

The federal government spent about
$147 billion in California in 1992-93 (the latest
figures available). Figure 1 shows that about
80 percent of this spending occurred outside
the state budget. Direct payments to individu-
als (primarily for Social Security and Medicare
benefits) accounted for the largest single share
of spending (44 percent). Federal procure-
ment spending for defense and other pro-
grams, plus pay and benefits for federal em-
ployees located in California, accounted for a
third of total federal spending in the state.
California local governments also received
- between $2 billion and $3 billion directly from

the federal government, although most of the
federal funds which local entities receive are
“passed through” from the state.

The Governor's Budget estimates that the
state will spend $31.9 billion of federal funds
in 1994-95, either directly or through grants to
local agencies. Figure 2 shows how this spend-
ing is allocated among program areas. Pro-
grams in the health and social services areas
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receive two-thirds of the funds. Most of the
health spending is for Medi-Cal services. Ma-
jor social service expenditures include unem-
ployment benefits, welfare grants under Aid to
Families with Dependent Children (AFDC),
and payments to counties for welfare
administration. Spending for higher education
includes funding for the national laboratories
operated by the University of California for the
U.S. Department of Energy.
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Pending Congressional Actions. Congres-
sional actions have proceeded along two tracks.
One track involves budget-related actions. The
other track involves a group of bills passed by
the House to implement several portions of the
Republican Contract with America and which
are now awaiting Senate action.

Current-Year Rescissions

The recissions bill now awaiting final pas-

sage would reduce currently budgeted fed-

eral spending by $16.4 billion. California’s

share of the reduction would be about $1.6 bil-
lion, but only a portion of this reduction would
pass through the state budget. The largest
cuts in federal funds to California relate to:

«  Defense procurement and conversion
projects;

« Housing programs;
. Sdmmerjob programs.

The recissions legislation, however, also
includes $6.7 billion for disaster relief, a large -
portion of which will come to California.

Contract-With-America
Legislation

Thethree measures belowthatwere passed
by the House would have a significant fiscal
impact on California.

Personal Responsibility Act of 1995
(HR 4). This bill substantially revises several
major public assistance programs, including
AFDC, child protection and nutrition, Supple-
mental Security Income, and food stamps.
Some programs that currently are open-ended
entittements, primarily AFDC, would be
changed to block grants. Benefits to legal
immigrants would be greatly restricted. Fund-
ing reductions, caps on growth, and restrictions
on eligibility would significantly reduce fed-
eral funding for these programs compared with
current trends both nationally and in California.

Over the next five years, the bill would
reduce federal spending on public assis-
tance programs in California by $13 billion
compared with current trends. The impact on
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spending from state funds could range from a
net savings of roughly $2 billion (if the state
conforms its policies to the federal changes) to
a net cost of about $13 billion (if the state
backfills the reduced federal funds and main-
tains current program policies). A more de-
tailed discussion of this legislation’s impact
can be found in our recent brief entitled Per-
sonal Responsibility Act of 1995: Impact on
California (see back page).

Taking Back the Streets Act (HR 3). This
bill would change many of the provisions of
the federal crime bill enacted in September
1994. The overall impact of the legislation
would be to eliminate funding for various
crime prevention programs and use the sav-
ings to augment funds for police, jails and
prisons. In California, the magnitude of this
funding shift from prevention programs to law
enforcement and incarceration programs could
be several hundred million dollars over the
next five years.

Contract With America Tax Relief Act
(HR 1215). This measure would make a num-

ber of significant changes to federal tax law.
The measure would reduce the federal taxes
of Californians by a net of nearly $24 billion
over the next five years. Californians’ share of
the total federal tax reductions over this period
would be about 13 percent.

About 55 percent ($13 billion) of the net
federal tax savings to Californians comes from
the family tax credit—a $500 credit for each
qualifying child, subject to a phase-out at high
income levels. Another $4.5 billion (nearly
20 percent) of the savings come from reduc-
ing taxes on capital gains. Other major provi-
sions reduce taxes on married couples, social -
security and estates, and also provide certain
corporate tax reductions.

If the state chose to conform its tax laws to
these proposed federal changes, there also
would be significant reductions in state tax
liabilities and corresponding revenue reduc-
tions to the state.

Contact—Daniel Rabovsky/David Vasche—324-4942

Economic and Revenue Developments

California’s economy is continuing to expe-
rience ongoing, though modest, economic
expansion. Recent revenue performance gen-
erally reflects this trend.

Revenues Basically on Track

Revenues for the month of April were above
the January budget estimate for the month by

$198 million. Given that cumulative revenues
through March were $110 million below the
forecast, cumulative revenues through April
were about $88 million more than predicted.

April's revenue gain reflected stronger-than-
expected performance for all of the state’s
major taxes. The cumulative revenue improve-
ment reflects stronger-than-predicted nontax
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revenues, partially offset by weaker-than-pre-
dicted tax revenues.

Although cumulative revenues were up by
$88 million through April, this improvement
appears to have been offset by weaker-than-
expected sales tax receipts during early May.
Taking this into account, revenues currently
appear to be “on track.”

Nearly $8 Billion Still Expected

As Figure 3 shows, a significant amount of
revenues—nearly $8 billion—is projected for
the final two months of 1994-95. This includes
nearly $5 billion in June, the year’s second
largest revenue month.

May Revision to Be Issued Shortly

The Department of Finance is scheduled to
release its May Revision on May 22. The May
Revision will include updated budget-related
information, including new estimates of state
expenditures and revenues for both 1994-95
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January Governor's Budget projections.
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and 1995-96. The revised revenue forecast
will incorporate the effects of current eco-
nomic performance and revenue trends on
the outlook for 1994-95 and 1995-96 revenue
receipts. The LAQO’s analysis of the May Revi-

_sion will be available later this month.

Contact—David Vasche/Kristin Szakaly—324-4942

What's New from the LAQ?

An LAO poLicy BRIEF ENTITLED PERSONAL RESPONSI-
BiLiTy Acr oF 1995: FiscAL EFrect oN CALIFORNIA,
WAS PUBLISHED ON APRIL 25, 1995. THE BRIEF
SUMMARIZES THE KEY FEATURES OF THE FEDERAL
PersonaL ResponsisiLiTy AcT (HR 4), wHICH THE
U.S. House oF REPRESENTATIVES PASSED IN MARCH
1995, AND ITS POTENTIAL FISCAL EFFECTS ON
CALIFORNIA.

A new LAO REPORT ENTITLED JUVENILE CRIME:
OutLook For CALIFORNIA, WAS PUBLISHED ON May 18,
1995. THE REPORT ATTEMPTS TO PLACE THE CURRENT
DEBATE ON JUVENILE CRIME IN CALIFORNIA IN PERSPEC-
TIVE FOR THE LEGISLATURE.

RePoRTs ARE ALSO AvAILABLE oN THE LAQO's WonRLD
Wine Wes paGE AT hitp://www.lao.ca.gov.

To request publicatlons call 445-2375. For further information call 445-5456.
The Legislative Analyst’s Office is located at 925 L Street, Suite 1000 Sacramento, CA 95814.




