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History of LAO
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™ IN DEADLOCK
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Four Impertant Measures
Disposed of Yesterday
Assembly Session

No Progress Is Made on
Committee's Budget
Controversy
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to ascertain facts and
make recommendations to the Legislature
concerning the State Budget

with a
view of reducing the cost of the State Government, and secur-
ing greater efliciency and economy.



Organization
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Chief Deputy Chief Deputy
Legislative Analyst Legislative Analyst

Economy, Taxes, Human Services
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Public Safety Environment Health and Condition
and Business and Transportation Information
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Responsibilities

& Budget-Related Work

ﬁ Initiative and Ballot Measure Work
® Program Evaluations and Policy Studies

9) Member Requests

- A
|l Self-Generated Projects
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January-
March

July- October-
September December

State Spending Plan

April-June

Budget Analyses

(May Revision) Budget Outlook

Budget Analyses
(Governor’s Budget)

Budget Hearings

Informational
Hearings

Budget Closeout

Budget Drills &

Evaluations, Studies, Member Requests

Budget Hearings I e
Budget Drills &
Member Requests

Ballot Analyses

Evaluations, Studies,
and Research
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Workload

——
Share of Products by Area, 2021

Ballot
Measures

Other Legislative Work Budget Work

LAO%L 2 Consists of self-generated reports. 8
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Budget Report

aRBRIEL PETEK

e 2021-2
The Governor’s Suspension Proposal

Background

The 202 Budg
Improving Legislative Oversight of
Emergency Spending Authorities

Series

> Budget
omments on the
Governor’s May Revision

Overview of the Spending Plan

The 2021.22 Budget
Multiyear Budget Outiook

May & June



Other Products

Strengthening the
CalSTRS Funding Plan

What Can We Learn From How the State

Responded to the Last Major Drought?

he ru ne:
Promoting Defensible Space in California

Summary

Overview of Special
Education Funding Models

Summary

Since the 10708, schois
10 Stucents with cisabitiss that interters with iheirabily 10 lsam. Schaois in Caiforia caver
special i i 1
toderat catagorical funding. nat
state special edusation Unds will only be Blocated i the 2022-23 DUBGS! if statutory changes
designed 1o cutcomee of inthe
budget. atocations, cianfication

of difierent roles and responsibiltes within the special education system. and expansian of
inclusive practicse.
T nelp inform future discussions, this brief provides an overview of special sducation models
Jeture win

cther siaies w evaustng
these models D
averall studznt attendance, with roughly 16 percent of state special sducation funding providsd
through other i and/orfor speci of special
inciuding thosa for disabilties. Tha brisf o
o o
ed, a

Nex!. the brif sels forth a simpified ramework that describes three ke criteria for evaluating
spacial funding and
costs, and ) naseq
n cur raview of the acadsmic lerature. Tha brief ccnchudes by offering some issuss for the
Legisiature 10 consicer. Specificaly, we note thet (1) al funding medes nave specific sirengths
arive cnanges to the
funcing formuts, ang
{8 ther changes are iely required e address key poicy priories.

|

L PETEK | LEGISLATIVE
MBER 2021
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Example of Budget Work:

Analyzing Higher Education Compacts

Governor Has Long List of Higher Education Expectations
Expectations Specified in Governor's 2022-23 Budget Summary

Access

Increase resident undergraduate enrollment annually x X
Maintain minimum proportion of new transfer studants x X
Incraase graduate enrolimant b
Student Success and Equity

Incraase student completions ratas by specified amounts x X

Decrease average units to completion and time to complation
Incraase number of students transferring to GSU and UG
Annually publizh specified student complation ratas

Advanoe ra-enrolimeant campaigns and establi

? atantion goal
rnd cradit opportunlues In Intersassions al ’? mmar sassiol
o i . e
ed : nd Pel

gap ) A

L a4

Attordability
Creata dabi-free pathway for evary undergraduate studant
Reduce textbook inatrugtional material costs
Incraase propor] zat asida for fina ald
Include studant 1
Fully par‘tlcpam -
Support campusas in adopting a commeon kearning management system
Develop common tool to identify trends to address equity gaps
Support efforts to establish commeon integrated admissions platform
Workforce Alignment
Incraase percentaga of high school students completing a semaster of collage credit through dual admission X
Establish basaline for prior-learmning credit and launch new direct-assessmeant competancy-based education x
programs
Incraase percentage of completing students earming a living wage x
Establish/axpand programs in early education, education, health care, and climate action fields x
Establish coordinated educational pathways for high school students in education, health care, technology, and x x X
climate action fields
Develop new transfer pathways in education, health care, tachnology, and climate action fields
Incraase number of early education degree pathways available to students
Incraase number of students enrolling In early education, education, STEM, and social work flalds
Incraase number of students graduating with early education, education, STEM, and academic doctoral degrees X

Establizh goal to enable all studants to participate in at least one samester of undergraduate research, b4 X
internships, or service learming

Double opportunities for studants who want research assistantships or internghips x
©Online Education
Increase online course offerings above pre-pandemic levels
’i Incraase concurrent online enroliment %
LAO::l Expand digital tools for students to access online leaming matearials 11

STEM = science, technology, engineeing, and mathematics.

Approach
lature
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Example of Ballot Measure Work:

Analyzing Death Penalty Measures

I FROF  DEATH PENALTY.

62 INITIATIVE STATUTE. ca I ifo rn ia
SUMMARY
Repeals death penalty and replaces it with life imprisonment Gene_ral
Election

without possibility of parole. Applies retroactively to existing
Tuesday

death sentences. Increases the portion of life inmates’
wages that may be applied to victim restitution. Fiscal
November 8, 2016
Polls Are Open From 7:00 a.m. to 8:00 p.m. on I PROP [IEM.H PEHM.T'I' PHGEED“HES

justice costs of around $150 million annually within a few
years, although the impact could vary by tens of millions of
dollars depending on various factors.

Impact: Net ongoing reduction in state and county criminal
66 INITIATIVE STATUTE.

SUMMARY

Changes procedures governing state court challenges to
death sentences. Designates superior court for initial
petitions and limits successive petitions. Requires appointed
attorneys who take noncapital appeals to accept death

* * * * * OFFICIAL VOTER INFORMATION GUIDELEEUSEE N T el Nyiiler ]y Existin%_
regulation process for developing execution methods. Fiscal

Impact: Unknown ongoing impact on state court costs for
processing legal challenges to death sentences. Potential

prison savings in the tens of millions of dollars annually.
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Budget Report Series Initiation

'~ California’s
- Fiscal Outlook
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Historical Fiscal Trends
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Before 2020, State Spending as a Share of the

Economy Was Flat Since Late 1970s

General Fund and Special Funds as Percent of Personal Income

12% -

10 -

8 4

6 -

-------------------------------------------------------------------------

1950-51 1960-61 1970-71 1980-81 1990-91 2000-01 2010-11 2020-21
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anges In Spending by Area Since 2013-14

(In Billions)
$250 ~
al
Health and S‘j‘:m’
Human Services
200 +
Federal Funds
150
100 /
—_\ K-12 Education
50 ~

y ) w— Higher Education
——//_ Transportation

f— \

S - { ¥ Labor and a.
Workforce Development |

L ! O f 2013-14 2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22 2022-23




Expenditures by Fund Source
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(In Billions)

$300 -
Federal Funds

250 -
200 -

150 =
General Fund

100 - —
_—

50 = —

Special Funds

2013-14 2014-15 20156-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22 2022-23
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Recent Budgets Have Allocated $202 Billion in Surpluses

General Fund Surpluses ($131 Billion) and
Surpluses Within the Schools and Community Colleges Budget ($71 Billion)

(In Billions)
$60 -
B General Fund Surplus
50 ~ B Surplus Within the School and
Community College Budget
40
30 4
20
10 A

2022-23 2021-22 2019-20 2018-19
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How Recent Surpluses Have Been Spent
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General Fund Surpluses ($131 Billion) and

Surpluses Within the Schools and Community Colleges Budget ($71 Billion)
(In Billions)

Schools and
Community Colleges®

Resources and
Environment

Other

Housing and
Homelessness

Transportation

Health i

W 2021-22
W 2019-20
M 2018-19

Human Services

Higher Education

Criminal Justice/
Public Safety

School Facilities

10 20 30 40 50 60 70 $80

a
,ﬁ Includes General Fund and local property tax revenue.
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Legislature Has Mostly Dedicated General Fund
Surpluses to One-Time and Temporary Spending

’—‘———\k

(In Billions)
$90
2018-19
08 2019-20
50
2021-22
30 —
2022-23
O
One-Time or Revenue Ongoing Spending Debt and Reserve Deposits
Temporary Reductions and Loan Payments
Spending Tax Refunds

SFEU = Special Fund for Economic Uncertainties.
Note: Includes General Fund surplus only. Figure excludes annual allocation of surplus to SFEU balances, which are not additive.

LAO=
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Ongoing Augmentations Expected to Grow Considerably,
Especially in Health and Human Services

’—‘———\A

(In Billions)
$12 -
10 Initial Ongoing Amount

1 = Amount by 2025-26
g -
6.
4 -
) i
_ = ‘A 'R

Housing Resources Other Criminal Justice Higher Health Human
and and /Public Safety Education Services
Homelessness  Environment

Note: Includes General Fund surplus only.
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Recent Ongoing Appropriations Will

Continue to Grow

Initial Ongoing

Amount

$11 Billion
Amount by
2025-26
$25 Billion

2018-19 2019-20 2021-22 2022-23
Budget Budget Budget Budget

Note: Includes General Fund surplus only.

LAO=
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LAO Fiscal Outlook
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Economic and Revenue Outlook
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General Fund Revenue, Excluding BSA Transfers (In Billions)

$300 -
The shaded area shows how far revenues
could deviate from our main forecast.
275 4 Outcomes beyond the shaded area are
possible, but revenues most likely will fall
in the shaded area.
250 o
225 4
200 4
175 -
150 - > v 7 '
2021-22 2022-23 2023-24 2024-25 2025-26 2026-27

BSA = Budget Stabilization Account.

LAO=
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General Fund Condition Across Budget
Window

General Fund Condition Under Fiscal Outlook
(In Millions)

Prior-year fund balance $19,885 -$1,166

Revenues and transfers 224,089 208,280 208,252
Expenditures 242,539 229,331 226,486
Ending Fund Balance $19,885 -$1,166 -$19,400
Encumbrances $4,276 $4,276 $4,276
SFEU Balance $15,609 -$5,442 -$23,676
Reserves
BSA balance $21,925 $21,925 $21,925
Safety Net Reserve 900 900 900

SFEU = Special Fund for Economic Uncertainties.

LAO= 25



Revenue Outlook Underpins Fiscal Outlook

General Fund Revenues and Transfers Excluding BSA Deposits (In Billions)

$250 =
240 4
230 4
220 4
210 4

200 -

190

Budget Act

LAO Multiyear Revenue Outlook

2021 22

202223 2023-24 2024-25 2025-26 2026-27

BSA = Budget Stabilization Account.

LAO=
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Ongoing Spending Drives Overall Growth

’—————\

(In Billions)
$40 -
25 CaWORKs
IHSS " Resources and Environment
...Offset by Reductions in Other
20 = Tkicao o Prosctodl _Transportaﬁon Areas, Largely Temporary Spending
Housing
2 Emergencies
20 Employee Compensation,
Pensions, and Retiree Health Other

15 1

Underlying Growth Concentrated in

10 = Education, Employee Compensation,
and Health and Human Services... As a Result, Spending Grows $20 Billion
Between 2023-24 and 2026-27 |
6 1
Schools and Community Colleges
2 Bxcluding employee compensation.

IHSS = In-Home Supportive Services.
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Projected Budget Deficits

State Faces Budget Deficits Across Multiyear Period
(In Billions)
$5 1
10 4
Smaller Ongoing

-15 - Operating Deficits
Lrlpld
-25

$24 Billion Budget

Problem in 2023-24
_30 d

2023-24 2024-25 2025-26 2026-27
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Economic Outlook

LAO= 29



Main Jobs Report Has Shown Gains,
But Household Survey Has Shown Recent Job Losses Here

100,000
75,000
50,000 Employer Survey
25,000 I I
June July August SepteTber October November
-25,000 J J
50,000 Household Survey
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Annual Inflation Has Increased Substantially,

But Declined in Recent Months

Percent Year-Over-Year Inflation, Seasonally Adjusted

N ‘
o

9% =

@ & OO0 O N ® ©

2013-2019 Core CPI Average

2020 ) 2021 ' 2022
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Updated LAO Forecast Shows

Significant Decline In Inflation

Year-Over-Year Inflation, Consumer Price Index

-
o
e

- N 0 A~ 00 OO N e ©

L] ol L]
2021 2022 2023
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Inverted Yield Curve Tends to Precede Recessions
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Ten-Year Treasury Constant Maturity Minus Two-Year Treasury Constant Maturity

3.0%

25
20
1.5

1.0

0.5
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Annual Estimated Tax Revenue

|_osses by Recession

Inflation Adjusted, in 2017-18 Dollars (In Billions)

-5 I I I I
15 A Early 1990s Recession
05
Dot-Com Bust Great Recession
-$35 -
89-90 94-95 99-00 04-05 09-10 14-15
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How the State Addresses a Budget Problem

Problem Budget Problem
equi-il to
| |
Tools to Prepare Actions to Take
for a Recession During a Recession
Solutions : » Spending reductions
One-time :
Budget reserves spendin * Revenue increases
P 9 * Cost shifts

LAO=
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Reserves Today at Historically High Levels

Reserves as a Share of Revenues and Transfers
15 A

B Enacted Reserves

82-83 86-87 90-91

94-95 098-99 02-03 06-07 10-11

14-15 18-19 22-23
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Governor’s Budget
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Governor's Budget Includes

$18 Billion in Budget Solutions
T

(In Billions)

$20 ;

Revenue Related
18 4 ===

16 -

14 ;

12 4

10 -

«{f 3

Spending |
] Solutions .

N A o @

Reduction
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General Fund Condition Summary
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(In Millions)

Prior-year fund balance $21,521
Revenues and transfers 210,174
Expenditures 222,280 240,076 223,614
Ending fund balance $52,713 $21,521 $8,081
Encumbrances 4,276 4,276 4,276
SFEU balance 48,437 17,245 3,805
Reserves
BSA $19,867 $21,487 $22,398
SFEU 48,437 17,245 3,805
Safety net 900 900 900
Total Reserves $69,204 $39,632 $27,103

BSA = Budget Stabilization Account and SFEU = Special Fund for Economic Uncertainties.
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Governor's Budget Includes

$2 Billion in Discretionary Proposals

(In Millions)

Cash Financing
Capital Outlay

Other

Resources and
Environment

Health

Criminal Justice

I

Human Services

Higher Education F

100 200 300 400 $500

LAO=
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Most Spending Solutions Are

Trigger Restorations or Delays

Resources and Environment
Transportation

Higher Education

Health

Other

Broadband

Ul Loan

School Facilities

Human Services

Housing and Homelessness

500 1,000 1,500 2,000 2,500 3,000 $3,500

Ul = Unemployment Insurance.
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Questions?




lao.ca.gov
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