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; ‘When effects of Proposition 13 are taken as a whole,
the amendment vill-hava‘an‘insigniﬁicant overall effect omn the

. nation's etonomy. Thé broperty tax cut will stimulat®e consumer
spending somewhat: and lead to a lower price level becatse:pfcperty
taxes are a part of the housing component of tpe consuber price index
(CPI). These econonic stimulants, hovever, will be balanced by
necessary cutbacks in state and local spendi g that should.depress

-the econoay . More pzeéisgly;‘rrapaéitian~13 vill cause (1) ia;ginally

‘lower levels cj real econonric activity through the first half of 1978

ABSTRACT

-and marginally higher levels by mid-1980; ¢2) an employment loss of -
abaut 60,000 by the end of 1978 ‘that will gradually diainish; and (3)
a reduction in “the CPI of .2 percent by the en&“of 1978 and .4 '
percent by mid-1980. The proposition will cause only slight increases
in federal Ievenues, as.saalier federal,pfaperty tax deductions
balance the lowver income tax collections résulting froa the measute's
depressive influences. Total federal expenditures vill not be .
significantly affected. If similar Propositions spread to a large
nunber .of states, the net effect could be a slowdown in econonmic,
activity and employment grovth, .ufiless tax reductions are at least
tvice as large as the accémpaﬁying“EEPEﬂaiture;cgts. (Author/J¥)
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Although limited to California, PropeoBition 13 has generatled
‘mich interest ‘in. Washington and throughout the natiom, and 1

implications have been the topilc of considerable speculation.
This report was writtem in response to a request from Chairman
Robert' N. Giaimo to provide the Caﬁittee""nﬁ\tgé Budget of the
House of Representatives with an analysis of the likely effect 6f
Propbsition 13 on the nation’s economy and the federal budght.

The report was .prepared by Peggy L. Cuciti, Peter Karpoff, Nancy,.

B. Morawetz, Cornelia Jj. Motheral, and Robert D. Reischauver, with
asslstance from wmany program specialists at  the Congressional

Budget, Office. Numerous individuals in the California government

and in the Executive Branch provided valuable Anformation-
and ineights. The paper was typed by Janet L. Fain and Jill Bury
and edited by Patricia H. Johnston. In keeping with the mandate _
of the Congressional Budget Office, the report comtains no

recommendat }:t‘]ng .

i A
| Alice M. Riviin
. . Director
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111 ,

‘,E'

* PREFACEy - . > o
- FRERACR v \ «//\. A




* PREFACE . .

Smf = i}rs- .‘ l AL J ' L] L] L4 L] I/ ] - L] L] - L - - - ] L ] :‘i -7, ;\'/:i . V

4
~CHAPTER I...

. CHAPTER II.

' CHAPTER III. -

CHAPTER IV.

CHAPTER V.

APPENDIX

‘ . P ' . .
s ’ = a
¥ / :
L] / N !V
- & [ ® & & & 2 & # = ¥ & = 3 = .m B YE = LI T 4

- / =

R - f
ETEDDUCIIGN ,"“! : = ‘i‘! £ = = 5 = ®F .8 3 5 =

\Emsg = L] L} r & & ® = @ E & & & » = = =

THE IMPACT OF PROPOSITION 13 ON THE NATIONAL
EEDEDH,Y i !‘“ - L] & ? - £ ] - L ] | . 1 .l L * - - L ] ]

Aﬁsum’ptiﬂns e | e o.s = .5 e ‘- s |i = s s

EEfEEtS on thHE Eﬁm@ﬂy AL L I SR R e .

THE' IMPACT OF PROFOSITION 13 ON FEDERAL

DiIECtEffEEEE i;ii!!-ii,ii,lniii
Inditect Effects . &« v « =« o ¢ o o o + o o

THE IMPACT OF PROPOSITION 13 ON FEDERAL

SPE@ ING L] = - L & L4 - L] - - - L - ' L] - & - L

]

Intr@dﬂﬂtiﬂﬂ = 2 ¥ v = 2 k5 5 = = = . le =
Possible Effects on. Major Federal Prograns .
g@nﬂ 1@1@ L] - - % L] - L - - L . - - - [ ] - -

REPERCUSSIONS ELSEWHERE T T T

N

1

11

L4

15

15
17

26

27

31




o \\ b \\ .‘\ : " ;
) . 5 \ . \i._ . . . ‘.,.‘ - N \
f_“«\ [ : - ‘
TABLES "
; TABLE 1. REVERUE Loss REEUITiHG RROM FRDPESITIDH ‘13,
‘T . 7. BY TYPE ﬂF GQVERHHEHT; FISCAL YE@R 1978-1979 . .

s F
TABLE 2. DISTRIBUTIOH OF INTTLAL TAX RELIEF BY TYPE
. - OF PROEERTY EigggL ; 197&—1979 e s s e e s

b

TABLE 3. REVENUE LBSS REMAIN NG AFTER pIS IETIQH DF
: IHCREASEI) STATE AI 'm lADCAL GDVERIHEHTS

TABLE 4. ‘ES’IB{ATED CHANGES/ IN ECDNDHIC AETIVTIY GAUSED
BY PROPOSITION 13

TABLE 5. ' TAX SAVTHGS FROM> PROPOS ITION 13 AND TEEIR ]
EF¥FECTS ON FEDERAL REVENUES « « v v o ¢ o o o &

TABLE 6. ASSUMPT IONS FOR CALEULATI EDERAL REVENUE

G-A\IN!‘ L] !;- . & s : [ ] - [ ] LRI SO ) ] & & & : & =

: TABLE 7. ' OWN SOURCE REVENUE AND PROPERTY TAX BURDENS
n . AND PERCENT CHANGE IN BURDENS FOR CALIFORNTIA
COMPARED TO SELECTED STATES, FISCAL YEAR 1972
T0 FISCAL YEAR L
) TABLE 8. STATE.GOVERNMENTS WIT ITH OPERATING SURPLUSES IN
- . FISCAL YEAR 1978 IN EXCESS OF 6 PERCENT OF \
- EXPEND ITURES e & s 8 e s = s o= % s omo® o os s

" APPENDIX TABLE. MATCHING. AND MAINTENANCE GF EFFORT
REQUIREMENTS FOR SELECTED LARGE FEDERAL GRANT
PROGMS - * [ ] - & - - - [ ] - L] & - [ ] L] - - - 1 ] &

vii

<

Ly
[




‘i-

[
SR L ) i
L ol : .
PP T - = ) A ¥
S . - hlig k
Lok . - Sl e
' - 7 Gl ]
R T I
e v S <
. B . T = i I3
[ E ] = = S
Sttty LI . i
. s - s § ) -
SR = Vos A = = =
E - . fi' . .
i B ?, = =
= . _ = 77 4 ry . . o _
= = —— - ——— — —
B i -
. =l i .
R ST e Y . -
- SUMMAR .

. Ptapasizian 13, ‘an’ gmendmntkta Ehe leifarﬁia Caﬁstitutiun i
thgt liﬁits..lneai pmpgz:’ty tax rates .-and makes it more- diffit-ult
to’ increase uther‘*a.i;ate and local- taxes, will teduce the property

'tax.revenues of Lalifornia local govergments by some $75064
nillfon’in fiscal year 1978-1979: - Spending cutbacks will .mot be. .-

‘a8 deep a6 ,implied by* the revenue loss because the'state’ has.
agfeed t'o; distribute. $4, 122 million of its accumulated surplué to’ -

“{ts ‘local, ‘governmeats; because some localities have aufpluseg of
their,own to tdp; and becaus‘e some jurisdictions will rs‘ise fees,
users ghargea, and mmprﬁperty taxes. 7 -

Itr ‘the nesl term, Pmpasiticn 13 will have an inaigﬁificant

»effect on the mation’s-economy. The. property tax cut will

-stimulate.. economic -ar_-tivity, but only slowly because much of it
will be retained by businesses. - At will. ‘also lead to a lnwer
Price 1evel because property tixes are .a. part of the hm;si;ug:

'ﬂg@@ent of - the 'Consumer Price Index (CPI). _ The cutbacks in-

state and. local spending resulting from Propasitian 13, however,

should depress the emngmy- On ha}ance Propesition 13 will cause: .

=

o Hafginally lawer levels nf feal ecnnomic activity
through the first half of calendar year- 1979 and margi--
nally higher levels of real activity by ‘mid= IQBD. .

o An employmeht loss of about 60,000 by the end af 1978
that Vill g adually diminish in size.

‘A reduction in the Consumer Pfi::e,Indeféf 092 percent: by
.the end of 1978 and 0.4 percent by mid-1980.

a

B Federsl revenues ghnulgl 1m:rease by about $600 million
in fisecal year 1979 and %900 millian In £iscal year 1980 because
of Erapasitiof; 13. These increases are the net result of two
offsetting facters. First, because individual and buainess tax-

- payers will have smaller property tax deductions to. claim on

« their fedefai tax  returns, federal corporate and individual

income tax caller_tians will rise. Second, the impact of Préposi-
tion 13 on %the price level and on the level of economic activity
will lower the current dollar, vglue of national income and this,

' . 1%
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zaken alcme, wili cause feﬂeral tax collectiong to be l@ver thgu_
l:hey ‘muld have been in- ;he abaence uf Prupnsitian 13.

- Total federgl e:;peﬂditures will not -be’ Eigniﬂcautly af-
‘fected by Etﬂpﬂaiticm 13. &genditur%gutbackg by California-and
1ts :16calities will ‘lead to layoffs thdt could increase spending
for traﬁsfer prngraﬁé such as unempiﬁjment compengation and
Eané_ stamps. Oh the’ uther ‘hand, tbg impact of the property tax
‘cut,on the  price level will :lower .anticipated federal spending .
for safial security, .civil sefvi::e retirement;. and other programs

whose spending levels -are iEied diregtly or igdi:ectly to the

* "v = . S &
;&pe*ﬂaitufe_—’j: bs::lcs :nuld lead to” lnwer federal spending
.by reducing Califorhia’s-. gartiﬂpa;im in/ federal grant programs

, that have matching requirements. ° For. exaple, an expected denial

“of the cost-of=-living increase in welfare benefits will simul-
t:anenusly reduce fedéral as well as-stage and local expenditures.
Eudget cuts- could alsq’ Lead tc Calif,rﬂia governments violating
the' maintenance ' of effort - pr@visiaﬂs contained in many federal
_gTant - prograns. - THe' emplayneqt and training, education, and
_ transi; areas -appeay to be-the most susceptible to this situation
oceuring. . Over#ll, however, thesé provisions are not expected to
pose serious ptébleﬁa‘ . Moreaver, while California may lose
sqme federa]:" airi much. of this money would be reallocated to
other states at a later date. <‘Thus, while the level of federal
apending ‘in the nearh term. might be lower than would be the case
if P:apagicioﬁ 13 had ‘not been adopted, it could be higher after
the’ funds are fgallm:&ted. . ,

Haﬂy of, the fagtar? thought to be respansible for the
passage of Prnpasil:ian 13-—~the high tax rates, rapid rate of tax
increases, and presence .of surpluses--are not conditions unique
to California’. Thus similar taxpayer revolts could occur else
‘where or public officials could attempt to preempt such revolts
by pi:uvidiug t&x relief before required ta do so by the voters.
. Such relief is likely to be financed by slowing the rate of .
increase 1im expenditures and by spending down surpluses rathédr
than by cutting back real service levels.* If such actions
spread to a significant number of states, the impact on the

- nation”s economy and the federal budget could become significant.

Unless the reductioms in taxes are at least twice as large as the
accompanying slowdown or cut in expenditures, the net effect is
l1ikely to bg a slowdown in economic sc;tivity and Emplayment:

gfnwth - )
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On June 6, 1978 Califﬂrnia voters appraved P:upasitiun'_

13, an amendment to the State Cohstitution that limits effective

local property tax rates and makes it .more difficult £6r the

* ‘State of Californla and -its "local : gavernﬁeﬂts to 1increase

other ' taxea:. The immediate impact - of  Proposition 13 ¥ill be ‘to ’

reduce the property. tax recel ts of loéal gavernmeats du{ingl*EJ
- ».Calfornia fiscal year 1978-1979 by. ghnut $7,044 million’ or’ 57.
percent. 1/ The extent to ,which -this redu;tinm~will resalt in

- lower eipendituras and reduced public setvices ‘1is not yet knnwn.gg ,

Much will “depend upon ‘how mueh of their accumulated agrpluseg'
California and its local governments decide to spend, and how" much
new reyenue local géwernﬁenta decidé ta ralse jrnﬂ nanprgpertj
‘ taxes, fees, and users’ charges. 3 i
F A . B : . :

LA
L - -

Vhile anpasitinn 13 appliea only to Califnﬁnia, the amnunts

- 1involved are 1§tg§ enough to have nationwide effects op- the
* economy and on .the federal budget. Propogition 13 may also
affect the behavior of other states and lacaiitiegj_ Th'¥s report
describes the main elements of. Propogition 13 -and then examines
its probable effects on the national’ economy,” federal revenues,
and federal expenditures. The final chapter speculates on the
possible effect of similar aéﬁiang in gther EtatEB. Lo P

, i . O .

=

Description of Proposition 13

Proposition 13 places restfictiﬁns on pfaperty tax ratesL
ssment practices, and increases in state. taxes ..and laca;

spegial taxes., Specifically -

1/ The<fiscal year 1in California rums from July -l to June 30
J and is indicated in this paper by "fiseal *year" followed
by two hyphenated years. ™'Fiscal year" followed by a single’
year rafera.ta the federal fiscal year, wbich runs from

October 1 to September 30. : . :
. ‘j,«;;\;
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o Ptup_etti tax rates. will be limited to l- percent of full

property tax collections among the county government and
' . the municipalities, school districts, and

-cash value plus the rate neelled to service bonded indebt-
édness approved by the voters before the beginning of
- fiscal year 1978-1979. The one percent rate will be
levied by each county and divided in, proportion to past

1 special dis-—
‘tricts within the coutty. 2/ -

0 Assessed values--vhich are supposed to be 25 percent of

full value-—will be rolled back to the levels on the
1975~1976 assessment rolls; where these levels do
s'not reflect a property’s 1975 value, the assessment will
be inéreased to this level. Assessed values will be
increased annually to fefle;it inflation, but. by no
more than 2 percent per year. Upon sale a property
will be’ reasééssed at 1its market value 1if that value

., ~exceeds the 1975-1976 assessment adjusted by 2 percent -

per year. Newly constructed properties will be assessed
. at market value. - ‘ |

0 'Statutes to increase state taxes will have to be approved

o Special taxes, except for taxes om real property,

by two-thirde of- 'the elected members of each of the
Legislature’s two houses and no nev state ad-valorem,
sales, or transaction tax on real property will be
permitted. ' :

can
‘be imposed by local governments only after approval by
- two-thirds of the jurisdiction’s voters and only 1f such
taxes conform to ‘the powers granted to the locality under
the state”s .statutes and constitution. The tvo-thirds
r;trictian presumably would not .apply to taxes proposed
fof general purposes (for example, local sales tax) by a
general local .government (that .is, a city or county).

¥
L3
bl
i
,«“‘ = '
. 2
LT
. A

i '

. The rate required to service voter—approved bonded indebt-~
edness is estimated to average about 0.25 percent.

Under a’

recently enacted law, the pro-rata distribution of the
receipts from the county-wide one percent tax will be
allocated  in proportion to the three-year average of tax

‘collections by the' county government,.
special district, and

each municipality and
the tax collections for fiscal year.

. 1978-1979 for each school district.

. _ 2



. Initially, ~Proposition ‘13 will reduce the total revenues
of local governments. by 23 percent. School districts, which rely
heavily on property taxes, would be most affected; cities and
nonenterprise special districts, the least (see Taple 1). 3/
TABLE 1. REVENUE LOSS RESULTING FROM PROPOSITION 13, BY TYPE OF

GOVERNMENT, FISCAL YEAR 1978-1979 S
- " Revenue D "”
-, Loss (in ___As a Percent of;
millions Property Total
, of dollars) Tax Receipts = Revenues
‘r'!,,' ;: e — — — R —
. 806 60.0 . 15.2
. Cotinties b/ 2,236 58,8 28.9
écﬁﬂgi Districts © 3,539 - 54.7 29.2
Spé@ial Districts :
(Epterprise) 216 55.7 22.4
Spacigl Districts _ o
(Nonenterprise) 247 ~  55.8 _5.6
Total ~ _ 7,044 56.6 23.4
T—— ——— — 7 ——— -

SOURCE: Summary of the CglifarniagLégislatufé Conference Report
on SB 154 Relative to Implementation of Proposition 13
and State Assistance to Local Governments, June 23,
1978.

a/ Excludes San:Franciséﬁ--a'

b/ Includes San Francisco.

3/ Enterprise special districts run such activities as electric
- and water utilities, waste disposal, transit, hospitals, and
alrports. Nonenterprise special districté‘pruvide such
services as fire protection, flood control, local and region
al planning, |recreation, parks, and streets and roads/

L
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. Of the $7,044 million. reduction in. property tax payments,
about one~third will accrue initially to homeowneérs and 17
‘percent to owners of rental units (see Table 2). Commercial,
industrial, and agricultural ‘property owners will receive 41
percent’ of the reduction. The remaindér will repregent savings
"to the state government in the form' of reduced state tax relief.
subventions that replace local revenues lost because of home-
owner and business inventory exemptions. ' T

TABLE 2. DISTRIBUTION OF INITIAL TAX RELIEF, BY. TYPE OF PROPERTY,
FISCAL YEAR 1978-1979. T -

o N - " As a Per-
. - . Initial Tax Relief cent of = .
(millions of dollars) . Total Relief

S

Owner-Occupled Residential 2,341 . f - 33.2

i

Rental-Occupied Residential 1, 200 © o 17.0
Commercial and igdﬁgtrial 1,916 | _ 27.2°

e

Agricultural o . 944 - 13.4
State _643 ) . 9.1

Total : 7,044 " 100.0

¥
=

SOURCE: Legislative Analyst, An Analysis.of Proposition 13, The
. Jarvis-Gann Property Tax Initiative, May 1978, Califor-
nia Legislature, Sacremento, California.
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CHAPTER II. THE IMPACT OF PROFOSITION 13 ON THE ﬁATl;OEA;L ECONOMY

The impact of Proposition 13 on the nation’s’ economy will
depend largely upon the degree-to which public ééetar spending -
1s reduced in California, the composition of these spending
cuts, and the size of the property tax reduction. i '

1

ASSUMPTIONS R

The state and fts-localitfes have accumulated substantial
surpluses over the past few vyears that could be used to cushion
the ilmpact of the $7,045f¥?ﬁuctigg in property tax receipts
~on public spending. The state has enacted a progran that will
provide $4,122 million in additfomal aid to localities over the
nexft fiscal year, offsetting 59 percent of their revenue loss
(see Table 3).  No decision has been made concerning the amount
‘that the state will distribute in subsequent years, although
estimates suggest that the state’s surplus will be sufficient to
provide substantial continued aid. 1/ The size of the surpluses
and reserves held by local governnents and the extemt to which
lgcglici%a might use these funds to nitigate the inpact of the
property tax reduction is unknown. - 3

In addition to using state and local surpluses, spending
cuts can be avoided by rafsing other taxes, fees, and users’
charges. While increased state taxes seem unlikely in the next

5,

=,

1/ The simulations 4in this Ehsp!tét‘ assume that the state will
provide $3,750 million im additional aid ‘to localitdies
in fiscal year 1979-1980.

-



TABLE 3. REVENUE LOSS REMAINING AFTER DISTRIBUTION OF INCREASED _
) STATE' AID TO LOCAL GOVERNMENTS, FISCAL .YEAR 1978=1979

. Increased Net Revenue Loss a/ '
State Aid (millions (as a per-
(millions of °  eent of
- i . of dollars) dollars) __revenues)
. \*JH
Cities b/ 250 - 556 10.5
Counties ¢/ 1,480 756 9.8
School Districes 2,267 1,272 10.5
Speclal Distiices
{Nonenterprise) 125 g1 9.5
& §:54*7 A
Speclal Distiices N
(Entecprise) Y 4y __ 241 2.6
Total 4,122 2,922 9.7

SUUKGE.  Suuwmasry ol the callfurinia Legislature Couference KReport
on 5B 134 Relative to Implementation of Proposition
13 and State Assistance to Local Governments, June 23,
1978.

. L prwpsrly Lda LeVEuuwo L;i@ulglug Liww fLuPEEitlgn

14

13 miuus (ncreaseqg atave aid.
L/ Ealludes 5au Franclsdco.
¢/ lucludes Sau Flauclscs.
4/ Whille west oL the S145 wlbliinn. wuild B b sscalohlpe lae
. speclal distrlcts, a swall bu. udkn.wn po.clon will be

received by enLngEiééESPéﬁial dis.ricts.

o

ERIC

Aruitoxt provided by Eic:



O

ERIC

Aruitoxt provided by Eic:

L

year, some localities that are empowered to do so may impose or

raise- payroll, busifdess, or other taxes. Increased fees and

users’ charges-ar¢ more likely; a number of jurisdictions

have, already indicated an intention to raise transit fares .and

impose or raise charges for services such as trash collection.
]

If, in additionm to the increased state d, $350 million 1
year from local surpluses are used to offset the property tax

,revenue loss and if other local taxes, fees, and users’ charges

are increased by $250 million in fiscal year 1978-1979 and by
$750 million in fiscal year 1979-1980, then local services will
have to be reduced by about $2,322 million in fiscal year 1978-
1979 and $3,068 million in 1979-1980. 2/ “To these reductions
must be added the expenditure cuts of about $500 milliom that are

expected to be instituted by thg,ﬁtategthraugh a wage and hiring
freezes, an elimination of scheduled cost-of-living increases for
welfare reciplents, and other cutbacks. In addition, it is
logical to presume that bond-financed capital spending by local
governmeats will be cut back. This could occur because the tax
rate limitation could raise the risk, and hence interest rates,
of new bonds and because new debt must be serviced from revenues
subject to the itax rate limitation and therefore will compete
directly for fuuds with existing services. 1In total, state and
local expenditure cutbacks are assumed to be $3,072 million In
fiscal year 1978-1979 and 53,818 million in fiscal year 19/9-
1980. For local governments this would represent a cutback of
about 10 percent from spending levels that were expected before

the passage of Proposition 13. -
LEFLULD N fue LCONOMY
A purtlon owli-thea. o, . a4 .. L T S O O A Y

code. e puschdscs and se. rdces by calif nie _over.aent.. Tiis
will depress the c.oucuwy snd redute aggiepyate wtput and incomes.
The cuts derived from denyl.g cost-of-living Incresses Lo state
and local employees and welfare recipients will, however, first
reduce Incomes without reducing real aggregate ouiput. 1la fact,
lower salary rates will reduce the GNP deflato. (a broad m._asure
of fntlation) by loweriug the componeut that mcasures the price

of state and 1ocal government cutput.

Lt slnal.d L s PR . P f s .
ti.as mea. v luccle ta .o vhe lev Ju 1l t s ld ha o alsie.
in the absence of Propostticu 13 aad nct redacticus from

currvent expendliture, tax, or selvice levels.
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While very small relative to the size of the national
economy, the $6,40! million” reduction in property taxes paid by
individuals and businesses will have a stimulative economic
effect. 3/ The after~tax incomes of California’s homeowners and
owners of business property will rise, leading to increases in
consumption expenditures and business investment spending.
Renter’s incomes, after paytng taxes and housing costs, could
rise i1f the property tax reductions on rental property are passed
through reduced rents. .

i

In general the spending cuts of the State of California
and its localities can be expectéﬁ wto have a more depressing
effect on the ecomomy per dollar than:the stimulative effect the
tax cut will provide. This is the case Because individuals will
save some of their tax reduction. 1In addition, the tax cut that
1s initially received by business--some two-thirds of the total
-~1is estimated to have a relatively small gtinulative effect per
dollar, sinqgg in the short run a substantial portion of changes
in business after—tax revénues typically is not spent on consump-
tion or fixed investment or passed on as price reductions.

The property tax cut will also lover the price level.
The reduction in homeowner’s tax payments will directly lower the
Consumer Price Index (CPI) through 1ts housing component.
Further reductions 1n the CPI will occur 1f lower taxes on
business properties are passed on to consuners 1in the form of
reduced refts and prices. These deflationary effects will be
partially offset by increases in fees and users® charges.

Taking account ot these complex dhd parcially otfsectting
¢ffects, Proposition 13 should have very minor——1if not insigni-
ficant--near-term effects on the economy. Specifically:

© Real economlc activity should be slightly depressed
through the first half ot calendar year 1979 because the
spending cuts will have a more immediate impact than the
tax reduction. By mid-1980 real economic activity may be
marginally higher because of Proposition 13.

L | ‘

3/ This would be partially offset by the tncreases in rederml
and state tax liabilities, discussed 1in Chapter 3, and any
increases in local taxes, fees, or users’ charges.

8 . -~
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o By the end of 1978 total employment could be 60,000
less than would be the case without Proposition 13,
representing a mnegligible effect on the unemployment
rate. The expenditure cutback in the labor-intensive
public sector is the main reason for this result. By
nid-1980 employment will have recovered somewhat- as the
stimulative effects create jobs in, the private sector,
but still may be slightly lower than the level thatfgauld
be expected in the absence of Proposition 13.

o The Consumer Price Index may be 0.2 percent lower
by the end of 1978 and 0.4 percent lower by mid-1980.

o With real GNP little changed and prices lower, nominal
or current—dollar GNP will be lower (see Table 4).

1979: 1 1980: 2
GNP (billions of 1972 dollars) -1 ' 1
GNP (billions of current dollars) - 6 - 8
Employment (thousaunds) ol --30
Consgumer Frlce Index (poicsul) - U. 2 - U4

Over a louger teim, taa reductious of the soit provided Ly
FiopeBitiva 13 may also affe.t Iincentives (o wurk sud to invest
in such a way as Lo stimulate output. Tax reductions in a
single state may affect the distributiou of 1avestment by at-
tracting economic development from other states. . This effect
could benefit California at the expense of other states without
having much {mpact on the national econouwy.

9
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Some economists think that tax reductions in a 'single state
could also increase national output thfgugh net increases in work
effort or! capftal spending. Property tax reductions, however,
seen unlikely to have much effect on work effort, and a property
tax reduction of the type embodied in Proposition 13~{s not well
designed to increase the supply of new business capital.  TIts
greater impact is on the rate of return Qn existing property. New
construction will not benefit from the asdessment rollback,
although 1t will receive the benefit of the 2 percent limitation
on annual assessment increases whiéh will build up slowly over
the years. Moreover, there is a gfood deal of uncertainty as to
whether some of the reduction in property taxes on businesses
might be offset by increased local chaxges and business taxes or
rescinded by subsequent legislation or amendment. In sum, there
might eventually be a further net increase 1in nonresidential
investment resulting from the California business property tax
cuts, but both the increase and its size and timing are highly

uncertain.

The stiwufus (o tesddentlal investment 15 also uncertaln.
Ihe benetftit 15 greatest to present Qﬂnegg_ and should induce them
to hold on Lo present propertles longer than would otherwlse have
been the case. Properties held by their current owners might
rent more cheaply than newly built properties because of the
assessment rollback; competition from existing properties thus
could hold down the return on new residential investment.

Ia suw, the effecle wn the uatiovusl evbblumy ol the tasx aud
speudlng  cule resulting frum Proposition 13 are likel; te be
Insignificant. A good decal of uncertainly surrouuds such esti-
mates, however, because theie is np. prior experience from which
to gauge the efrects of large, localized reductions 1u taxes and

se.vices

iE
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CHAPTER III. THE IMPACT OF PROPOSITION 13 ON FEDERAL REVENUES

Frepositlion f} willl have Loth a Jdiitect and an Ifndirect
effect on federal revenugs. The diiect effect of the property
tax reductions in California arises because individual and
business taxpayers will have smaller property tax deductions to
claim on thelr federal returns and hence higher tax liabilities.
The 1ndirect effect derives from Proposition 137s effect om the
economy and, taken alone, 1educes federal reveuue. In toval,
federal reveuues are projected to increase by $600 “aillian ia
fiscal year 1979 and by $900 willion in fiscal year 1980 as a
result 0f Prouposlidlon 13.

For 1Individials e awcdlbit ol added Lodo. oy oo, Lral 1y
tesulting from smaller p.operty can deduciions wiil d p2ad wpon
the leigé of property tax paywents and the fedoesul tax :ates
faciug propert; owners Because Californla 1ecal propcorty taxes
are patd fo Decewber and April, culy half of the .cduced p1 perty
tax dedu.tions of homeo.ners a.e likely to appear 1o ine April
197y tax returus ihat largely determifne fis. al year 19/9 {.divi-
dual ilncewe taxz collectiovus. Based oo the fncowe distribat lon of
Calitornia homeowners (including cthose who take the standard
Jeductions aud thus dJd. not beneflt fiow lt.wized prepecily tas
deductions), at.out U percest of the 1eduied prop rty taz | ay
weuts will be offas_c L, highet tegeral cax llevilities. Th.s L.
fiscal yea. 1279 federal Indivy lual fud owe . ax tecelpts  1ll 1ise
by aboat 530 mllliu;l Locause of (ne fali 1 pLOUperL, L4s pay
me.ts cawsed b, Froposition 13, 1u 1980 the (ndvease wili be 549y

milli.n (s=e TalLle 5). ;/

i Bedo =1 e . . . Y
nlsm, 1.credasz t spa . Llabl, (toer o0 vie v L anda b
Ltax. [u turn, this will dec¢ ease (e.eral eveaues 3y Ao

creas g the ar.uat of utate taxes . aliforoiius will e uble
to take a3 an iftemlsed deduceions wn the federal fnc, ue tax .
This erffect 18 small and has oot Leen fucluded 10 Vvasse

est lmdates .



GS FROM PROPOSITION 13 AND THEIR EFFECTS.-ON
CVENUES: IN MILLIONS OF DOLLARS

California

Fiscal Year Federal Reveuue Gain
1978-1979 Federal Fiscal Year
Tax Saving 1979 - 1980

Ulreot Eifcc s 6,401 a/ 1,08 ) 1,311
Uviice s cupl od Aolddaul lal £, 341 Liu 430
Beutal=Uiupled Kesldeutlar 1 Zou 2yu 17>
Commerical & Lugustl ial 1,910 3l 481
Agrlculiunai 445 Loy 361

iadlesct Effe. .. 40U ALY

Lest o} ulb =J

[P N = i o . T S SN P RSN | [E3 R . (SRR = | Lus

/1]

PTOP~vty e xeld &, i, resents cihe §7,044 williow redugeion
lu Calif.cni.. prupert y taxes for 19758-1979.

- i, . T e i Lo b B T TV Y - = - N U R T T i

. 53 25 TONY S cuts o r..tal, :. .merclal, 1industrial, .nod
agt.:ultural preperty wi., depend not only uwu the timing of
the tax paym.ats and (ne wmarginal fedeial rates faced by the
taxpayeis, but also on the degree to which the tax saviags
accrulng to bustuesses are shifted-——that 18, passed omn tu consu-
mers. Kental property owuers and busincsses probably will take
thelr deductious for property taxes more quickly chan home
owners, on the ave.age chey also face higher warginal tederal tax
rates (oee Table 6).
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TABLE 6. ASSUMPTIONS FOR CALCQLATING FEDERAL REVENUE GAIN:
. IN PERCENTS fiﬁgg* ’ :
-

Proportion Shifted F;s;g;r?garSEigimed
First Later
Year Years 1979 1980

Owner-Occupled Kesidential 0 0 50
Rental-Occupled Residentlal 33 6/ /3
Gommerclal & Induscrial Lo 43 3

Agrlcultural 0 1u 73

FPropeily Lax teductlons fur Lusluesasaes 4and laundloida,
Jike any cost reductioa, could Le kept as addea profit or
shified t. cousumers in the form of reduced piices. The extent
to which such shiftlug occurs depends upon marketb stoactuses and
competitive pressures; little {s known about the specific degree
of shifting to expect. The escimdtes presented 1 Table 5 assume
that;

o lrncnsie eventaally pll cfol aliiat twe thiade b the
propert, tax reduc. dons o reac. prapacty ino the
form of 1.wseL .cuts.

L T e L T S S S S P L A |

todasy . fa. propert, G pas.ed ou vl coasvaers 1o .ue urm
of lowver .rices. ih.s shifiin, cuocurs priwdcisy oaong
comnercial ffyns (hat largely compete 1In a localized
market azcas’" S.pstawclal shifting sh.uld also occur
among iegulated public utilities that may be requiied to
pass on thelr savings from reduced prop.rty taxes.
Indusirial firws will face less competitive pressure to
reduce prices because they often compete olth out-of-
state filrms nce recelviug proupercy cax relicr.

1y
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O A very small fraction of the reduced property taxes on
agricultural land will be reflected in lower prices
because agricultural produdts are usually sold in
natiomal or world markets where production ##bsts have
little impact on prices in the short ria (see Table
6). g

Based on these assunptions, federal revenues from rental,
‘commercial, 1industrial, and agricultural firms should rise
by $798 million in fiscal year 1979 and $817 million 1n 1980 (see
Table 5). Together with the .increases from homeowners, federal
revenues should rise by $1,028 million and $1,311 milljon,
respectively, in fiscal years 1979 and 1980 because of the direct
effects of Proposition 13. But these gains will be, partially
offset by the indirect effects of Proposition 13 on federal
revenues. )
-

IND IRECT EFFECTS

The indirect effects ot Proposition 13 on federal revenues

% will be felt through two channels of change in the economy.
The first of these is through prices. As was mentioned before,

the California action has a deflationary effect, since property

taxes are a component of the Consumer Price Index (CPI). Even

though property taxes elsewhere will be unaffected, the expected
rise iu the cost of living, as measured by the national Consumer
Price Index, will be dampened and with it wage and price 1inp-
Ccreases. As current dollar Incomes grow less rapidly, federal
revenues will also grow less rapidly. :

The second chauunel thiough which Propostttou 13 will affect
tederal revenues 1is 1ts overall effect on ecouumic activity.
Lower property taxes Lncreage the after-tax incomes of consumers.
Some of this goes into savings and some into, the purchase of
imports; but much will be spent stimulating U.5. business
activity and"profits. The resultant growth of incomes will raise
federal tax revenues. Working in the opposite direction, of
courge, will be the cutback in state and local spending which
will have a depressing effect on economic activity, incomes, and
federal revenues. The net indirect effect of Proposition
13 on the economy will be a loss of federal revenues of $400
nillion in both fiscal years 1979 and 1980. When balanced
against the direct gains of $1,02874n Fiscal year 1979 and $1,311mill/ion
in fiscal year 1980, the net federal revenue gain should be about
$600 million in fiscal year 1979 and $900 million in 1980 (see
Table 5).
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~ CHAPTER V. THE IMPACT OF PROPOSITION 13 ON FEDERAL SPENDING

. \ 7

INTRODUCTLON

Proposition ‘13 could affect federal expenditures 1in -
merous ways. Overall, however, 1t appears that federal expend}-
tures will be little atfected by Proposition 13, in part because
of offsetting effects in different programs.

The wature aud ditectlon of the changes 1in federal capeudl
tures will depend on decisiouns --many of which Are yet to be
made-—by the staté legislature, local government officials, and
voters 1in Califorania. First, the 1impact on federal expenditures
will depend on the amount of surpluses spent and revenpes raised
to replace lost property tax receipts. Second, for the' state and
local budget reductions that are required, the {mpact on federal
expenditures will depend ou how they are accomplished. For
example, freezing the wages of public employees would have less
of an fupact on federal expeaditures than would laying off
emp loy=bs ana having them recelve uncwp loyuwent compensdat ton;
gutLing‘ba;k librdary scrvices, which receive little federal aid,
would have less of an {mpact on the federal budgert than would
reducing welfare wreuts, which are heavily atded.

Llivie aie thivce waJos wmeobinid dome thia vauple whit L Lodesawl
. Ldfiace . conld vhie ge aa L result ot viopusles m 13

thacks .

i
Lh 7i?pl§;§ﬁmht regdivement s
g§;§g§§§gl g;an;%iniéid E;qgfaégi Since simajg} objec—
tive of many federal grant programs 1s to stimulate
addit ional atate and local activity 1u supporc of npa-
tional priorities, uwaintewance of effort provisions
appear in many of che statutes and regulatious governing
these programs. Some of these piovisions aie written
in geueral teirwe and requlire that federal tunds be
used to suppleme.c and not supplant. state and lo.al
funds. Other malnteaance of effort provisions are more
specifi. -—-requiring the reci,lent to maintaln the same
level of effort (fo. exawple, spend 4s many doliars) on a
supported activity as 1t did in a prior period. B.dget

s bk bt

¥ e

d LT - N

e
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reductlons in California could cause a loss of all or- part

. 2 ' of the grants from programs governed by the latter type

of maintenance of effort provision. Roughly half of the
- largest grant programs have maintenance of effort re-
ﬁiﬁi quirements (see Appendix Table).

o Expenditure cutbacks could jeopardize the funds necessary
M ta meet the matching requirements of federal grant

b Lograms. Nearly two-thirds of federal grant programs
o ¥ accounfing for nearly four—fifths of federal aid dollars
include some nonfederal matching requirements. 1/
, 1f federal grant programs support services on which the
reciplents place a relatively low priority or 1if other
‘ - 1items in local budgets are mandated by state law, Cali-
fornia goverrments might choose to withdraw theitr match=
ing amount even though, with the loss of federal money,
the cutback 1in services would far exceed their own
N budgetary savings. Such actionsfare more likely to occur
if the program requires a relatively large match, if the
match comes from local governments -rather than the
state, and 1f property taxes are used to support the

local contribution. -

If California fails to meet either maintenance of effort

- or matching requirements and thus loses some amount of
its federal grant money, thEEE may or may not be a
corresponding reduction 1in total federal expenditures.

In most grant programs, funds unused by California
would be redistributed to other eligible recipients.
Reallocations may be delayed to give California an

. opportunity to¢ make use of 1ts funding; this could
result in lover than expected federal spending in the
next few years and increased levels of spending later

on. It 1s possible, however, that budget authority may
lapse before reallocations are made. In certain cogt-
sharing entitlement programs, such as Aid to Families
with Dependent Children (AFDC) and medicaid, a reduction

in California’s grant would necessarily imply a reduction

in overall spending. 2oy
1

i/ ;Adviéﬂfy Commission on Intergovernmental Relations, Cate-
gorical Grants: Their Role and Desdign an Assessment and

Ptupased Palicies, Repaft A-52, Washington, 1978.
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2_expenditure cutbacks on individuals
and on the egohomy will affect federal expenditures.
Public and i?ivatg sector employees who are laid off
because of
compensation, food stamps or other transfer program
benefits. The elimination of the cost-of~1iving increase
in the AFDC programs will entitle AFDC recipilents to
larger food stamp benefits. If tuition 1is imposed on
community college students to replace lost property tax
revenue support, spending in the Basic Educat%gn Oppor~-
tunity Grant program could rise.

o The impact of the

The small decrease in the Consumer Price Index arising

from the reduction in property taxes will reduce benefit

increases 1in the social security, ciwil service retire=

ment, and other programs that are tied to the CPI.

The following sections point out the manner 1in which

federal spending 1in some major federal programs might be affected

by Proposition 13 through one or more of the mechanisms just
described.

Pussisll ErFECL> on MAJUK FEDEKAL PRKOGRAMS

Mass E;aus;;vAaglangpe

0f all the transpoitation modes , mase Liwee bt Las ameaq
likely to be affected by tne passage of Froposicion 13. Several
ma jor California trausit operators run the risk of violating
the maintenance or effort :équirement Incorporaged 1a the Section
5 tormula grant program of the Urban Mass Transportation Act
(UMYA). 1In order to qualify for Section 5 fuuds, transit operat—
ing assistauce from state and local governments must be greater
thau the average of the two previous years. If state and local
finan¢ial resources are reduced and iﬁclgaaég in fares are
substituted for state and Ilocal operating subsidies, federal
grant payments of up to $50 willion, out of a total allocation to
the state of $120 milliun, could be Jeéopardized.

Ouly thuse wper8toecs (hat rely heavlily ou the prupetly tua
are likeiy to race difficulties 1. qualicyiag f.1r contl..aed
federal opercatiny assistance. Eveu they may avold noucompliance
because UMTA allows the mainteuwance of effort calculation to be
made elcher on an Operator-by -operavor basis or QQ the baais of

1/ -

P

roposition 13 could receive unemploymeéat
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a combined finanﬁiﬁl statement for all transit operators in an
urbanized area- a pooled basis, operators in Los Angeles and
San Francisco, which otherwise might have difficulty, could
probably meet the maintenance of effort requirement since both
areas have at least one major operator (RTD and BART, respec—
tively) that is largely independent of property taxes. Other
systems dependent on property taxes, for which pooling is not' an
option, receive roughly $10 million in formula grants. Loss of
this amount could also be avoided if the state decides to allow a
portion of the proceeds of a onme-quarter percent sales tax,
currently earmarked for capital improvements, to be used for
operations instead.

Participation 1in the UMTA capital grant program could also
be affected by Proposition 13 1f local governments divert funds
to operations and, therefore, find it difficult to fund the 20
percent match that 1s required. Overall, federal spending
on mass transit capital grant programs would not be affected,
because monies not used by California will be allocated to other

Btatess

Highway Atd

The fedeial ald highway program piovides fuuds covering
between /0 and 90 peccent of the costs of constructiou, recon-
struction, and rehabilitation of highways on the federal-aid
highway system. Federal obligations for highway projects 1in
California will be roughly $500 million in fiscal year 1978,

Pruojects ou state-administered highways (constituting
42 percent of mlleage on the federal-aid system in California)
are unlikely to be affected by Proposition 13 since the state
matching contribution derives largely from earmarked state
highway user tazxes. Federal funding for locally administered
highways could be affected since about half of local matching
dollars come from property taxes or general fund appropria-
tions. About $200 million in federal funds would appear to be at
stake. However, even with local financial difficulties, federal-
sid highway funds are ﬁniikely to gﬂ unuaed‘in Califnrnia
it will prgvide éxtfs funds ta 1ngalities if ngeded far majﬂt

highway;éfajects and will itself make use of any federal con-
tract authority freed up by Proposition 13.

Y.
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Alrport Add

Under the Atrport Developnent Afd Frogram (ADAP) the
tederal government provides between 50 and 90 percent of the
cost of capital improvements. In Fiscal year 1977 §29.8 nillion
was ohligated for projects in California. Roughly 80 percent of
this amount went to alr carrier and commater alrports . Since
these alrpoits teud to rely on revenue bonds rather thanm local
taxes to raise matching funds, their participation In the ADAP
program 1s unlikely to be affected by the passage ot Propesieion
13, General aviation alrports, however, could have dif ficul ty
securing federal funds since they do rely on local taxes to ral se
the nonfederal share of project costs. Thus Froposition 13 could
result in a reduction of a4 few nllllon dollars per Year 1u ADAP
furnds gulug 1o Califoriala.

=

L T A co2dl e,

TAs a b udy

. i
L1t ﬁéﬁlagliﬁ[lh ¥ obe vvaced 10 wake budge! -t thiat place
f

them Lo viclatlon oo thee mdantenance of of fore Jequlyemen o Lhat
dre Included 1o wwsi eddcation laws- Cemera lly, fu orde. to

qualsafy for atd, 4 lucsl ceducatl. . dgen. uMsl lave Lpet as woch
on the alded acvtvlly 14 the pre-eddhy year as it did L the
yeso biccie tnate Nowoompldawce with €l 0 maxatenar. o ob ef Lot
requiremnent s gene.ally disqualifies tle teclplent f£o1 the full
amuunl of lue graal tu questloa . Hovever, thaze pcogtams,
Elementary and Secondary Educatiom A ( (ESEAY Tii1le L, E3EA LTicle
IV, aud Ad.lt Edueat fon, allow o 5 poovenl coduiclon ra expend! -
taccs without violatfon f wal.t uanve of Cffoit and slovide fuo

a walver of e vequlrowen: uunder cer.alsn cirtu.std, S U,.det
"oxceptloual® clicunstances, an applicant 's ygraut ls rea.. ed by
the peitcentug. by which Lo 15 out of comy 11an.. vader ™vory
exceptional® 1, cuwaCances, . portaaliy 1o adsessed. Lhese sl yers

can be used Luly omie and wperaddng lavels duilag (.6 walier year
caunot be tsed In Lle cumputatlion of 4 gew baLe 1o dete: ul ue
wmalntenance of [fLit 1., futere yea.,s. b avthor| 2., fu. leglsla -
tion pending 1. both v House and 1t Senatle wvould remove (e

"vel, exceptioana!l’ o, 1. Thos sieccding cute liv (lscal Lear
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1979, the first after Prnpaaititm 13, t:aulfl affeet granta tntni—:i_;"-c
: ing as meh as. $385 nillinn in fiscal year 198@- 2/ e

Hhile seve:al nf the pragﬂg pfuviding aid. tﬁ pngtéecandary__,,{j

menl:s, :amliance ’by Ggliﬁamig is 125_5 in daubtv since recipient
institutions tend not to be depgndent on property tax revenues.
Only community colleges in\Cqflifornia rely very heavily on"
the property tax for support. 'Lf tuitions are imposed to offset .
part or all of the revenue loss, federal expenditures in the .
Basi% Edut:atiun Opportunity Grant (BEOG) pzuggam could rise.

"

off fegulgr emplnyges or impnse a hiring fregse, Enmprehensive
r’-”Emlny‘ment and Training Act (CETA) program regulations require
that CETA public service employees engaged in substantially
similar work must either: be laid off or transferred to other .
unaffected departments or nonprofit organizations. - There is
,nothing in the law that precludes laid-off regular emp loyees from
obtaining unaffected CETA Title VI positions if they meet the
eligibility criteria. On the other hand, deliberate attempts by
prime sponsors to transfer large numbers of regular employees to
CETA jobs through layoffs would probably be a violation of law.
Whether ot not there are acceptable ways of accomplishing the
same thing 18 uncertain. Several years ago New York and Detroit
iere a’bie to rehire laid-uff fegulair' emlayeeg under & somewhat

Because California officials will attempt to minimize the
loss of funds and because the law reauthorizing the CETA program

f;t 1979 has not yet been passed, it is difficult to estimate =

2/ Since many of the education programs are farward funded,
this amount represents California’s share of funds expected .
to be appropriated in 1979 and spent in 1980 in the follow-
ing ptograms: compensatory education (ESEA Title I);
vocational education; adult education; grant for libraries,
learning resources, education innovation, and support (ESEA
Title IV); Indian education; education of the handicapped;
and emergency school ‘aid (desegregation assistance).

4
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;hﬁv,mueh gf{tﬁié or the.néxt year’s allocation will be' lost.

'is';

1f maintenance of effort provisions are violated. -The Department
of Labor estimates that California will be . allocated- roughly

© $500 million in fiscal year 1978 under Titles II ‘and VI to

~support 55,000 public service employment jobs in state and. local

" government agencies. o ‘ - :

© ' " Work experience and public service e .
other titles of the Comprehensive Employment and - Training Act..

could also be affected by 'the passage of Proposition 13. Funding

for these programs could be lost either because agency layoffs

. result in violation of maintenance .of effort requirements or

- §ecause supervisory personnel, equipment, and other overhead

(such as elgai:aémi’gnﬂatzangpartgtiaﬂ) usually provided by state -

~ and local government agencles might no longer be available. The
Summer Youth and- Youth Employment and Demonstration Projects
Act programs, accounting for grants of $80 million and- $67
million, respectively, in fiscal year 1978, are most likely to be
affected. _ : : :

£

Unemployment Insurance

mpléymént funded under."uu

' As part of the transition provisions éf'ﬁhevUﬁemplajieps; 3

Compénsation Amendments of 1976 (Public Law 94-566), which

'mandated the extention of unemployment insurance to state and
local government employees, the federal government will pay part

of any penefits based on employment prior to the full implementa-

~tion of the law. In California the transition provisions apply.
. through April 1979. Thus the federal government can be expected
‘to share the cost of benefits paid to publiec employees laid off

as a result of the passage of Proposition 13. For public

employees laid off before the end of July, the federal government
wggl pay all of the benefits, thus creating a significant incen-

tive to cut the payroll quickly. In each succeeding three-month

period, the federal share is reduced by 25 percent so that

benefits accruing to any public employee laid off after April

. 1979 would be paid entirely from the state trust fund and the
financial burden would fall on the former employing Jurisdiction.
Based on the past experience of covered unemployed workers

in California, an average laid-off public employee might be
expected to receive unemployment benefits totaling $1,445 over a
17-week period. . The federal budget impact would depend on the

21 ~



. in the number of joba in the- privgte Bedtor. .

$6 :1111@; o

Saci&l Servicea CeT

o ,Act 'tequ{:es ‘a 25 percent “state-local match in order to q fy
for federal funds- Proposition 13 1s. not expected to & it

Eéaltg E -

. giﬁng nf layﬁffl but muld’ Egi:al as meh as $14 S5, millton: for ,
gvery 10 DDO public’ gmplgges ‘laid. aff hefag! A“E““ 1978,

i Ihg depreig;lﬂg effect Eha: th
-on - the economy in tha short -run cot

an increase in feguln: unemla?mnt insuram:e benef1

Title xx Sm::lgl ngviees prngra& nf the E‘mc:l.al :

California’s pafticipatiaﬁ in this program since qugnt :pending
from sgtate=local sources for socilal services is far 1in excess of
the amount tequited to mtch Cslifumia 8 fed!lﬂl grant alloca-

tion:

Prapasitinn 13 is e::pected to have little budgetary effect

‘.iﬁ thyhealth area; neither total federal spénding nor the

‘going to California is expected to be affected. Few of

the egtégnrial health programs have matthing requirements and, of

those that do, the burdem falls primarily on the state: The:
California state government has agreed to pay, at least for one -
year, the lacal share of medicaild costs, which previously was
paid by cmml:y gnverm‘nents pgrtially out of property tax reve-
nues. :

" .Under the Aid to Famllies with Dependent Children (AFDC)
program, - the federal government pays a portion of the cost of
providing benefits to eligible families. Since the program is
open-ended .and the state determines benefit 1levels and eligi-
bility stgndgrdg, the state, to a lsrge extent, determines total
program costs and hence federal expenditures. In a move necess-
itated by Proposition 13, California reduced costs in its AFDG

program by eliminating a scheduled egstaafsliving increasé. The

‘state expects this to result in total budget savings of about

22
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$144 million in fiscal year 1978-1979, of which $71 million will
accrue to-the federal govetnment. Recently passed state legisla-
tion calls for the local share of welfare costs to be paid for by.
the state in fiscal year 1978-1979. o : o

_ Food Stam

- As a‘result af'ihe’dezisian*tbiwitﬁhald cost=of+living
" increases in the AEDC program in California; food stamp benefits
- might' be expected to 1?&:;3;3 by roughly $25 million. These
- benefits are paid fully by the federal government. Expenditures
fin the food stamp program could also increase i1f layoffs of
public employees reduce some family incomes enough to qualify for
food stamps. If California decides to -deny the cost-of-living
increase for the state.supplemeﬁt'particn of Supplemental Secur=-
ity Income payments, it cnuld,endanéer,the state’s cash-out
status in the food stamp program. Should this occur, food stamp
expenditures could increase by $35 to $70 million. -

Child Nutrition Pragrams

Even though the National School Lunch program includes both
a matching and maintenance of effort requirement, California
1s unlikely to have difficulty qualifying for continued assis-
tance. State. spending, both from general tax sources and
charges to participating students, is so far in excess of the
-amounts required by the federal grant program that spending cuts -
could take place without jeopardizing federal assistance.

2 . ,* . .
A number of summer schools and public and private non-
profit summer day care camps may not operate this summer as
a result of local government budget cuts. Approximately $18.7

 million in federal funds has been allocated to California for

summer food programs.. Decisions already taken to abandon pro-
grams will result in the return of at¥least $4 million in federal
funds. - ‘

Proposition 13 .could cause a decrease in federally funded
school breakfast programs. Most of these programs operate before
normal school hours and thus involve additional expenditures for
Janitorial and supervisory personnel. If budget cutbacks force
reduced working hours for these personnel, schools could termi-
nate their breakfast programs.

* L
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_Under the Segqim maing \lS!i!ElﬂE! prngn-i Ehe federal

gu;veznuﬁtim payments to landlords equal to the  difference

- between the rental chapge--set at or below a government estab-
lished maximum fair market rent--and 25 percent of tenant in~

come. . Reductions in property taxes should slow the rate of rent

" increases and may even result in absolute- rent. reduct ons.  So

long as thede changes are reflected in maximum rent-fch g
. Which are determined administratively by HUD, Prdposition 13
might be expected to reduce slightly federal outlays in the
Section 8 programs. Y This effect, however, could be offset - by
state actions - denyin 5

pients. For the 25 percent of Section 8 tenagts that are welfare

. recipients, this would mean lower tenant contributions towards
rent than otherwise would have been expected. At least in thé

. short Tum, the income and rental effect should cancel each other
out, resulting in little or no change in federal outlays.

Because public housing projects
hence pay -no property taxes, the reduc ion in property taxes
resulting, from #roposition 13 will have no effect om operating
expenses. However, the freeze on welfare benefits under . AFDC

vill reduce tenant incomes below anticipated levels; thus reduc='

ing remnt collections gﬂd)ultiﬁtély increasing federal operating
subsidy payments. Because tenant incomes are only recertified
once a year, the effect of the AFDC bepefit freeze is likely to

be delayed. Operating subsidy requirements during fiscal year

1979 could increase by $0.4 million end, if the freeze were
extended into 1980, by $1.3 million in that fiscal year.

Proposition 13 will cause a slight reduction in the Con-
sumer Price Index and thus federal budget savings in programe
such as social security and the government retirement programs
in which behefits are indexed to price changes. Because of this,’
federal outlayp could be reduced by $100 million in fiscal year
1979 and $330 hillion in fiscal year 1980. o

2% s

-8 cost-of-living -incresses : to APDC-reci~ -

Ye government-owned, and



: ' Proposition 13 could result in a reduced share of federal.
revenue~ sharing funds going to California since tax effort is a -

:;Eeyl factor in the formula 'used for distributing funds. Since

there is a lag 'in data collection, however, no impact would be

expected in either fiscal year 1979 or 1980. If the program is
reauthorized without change and without an increase in the
funding level, then California governments could suffer a reduc-
tion of under $100°million 1in their revenue sharing payments 1in
fiscal years 1981 or 1982. .State and localities elséwhere would
receive correspondingly higher payments. P

: H;s;gﬁateg,Tfeggﬁen;,Egei;i;?AQaggtruct;pﬁ,Gggn;s

Under the Environmental Efotgcéian Administration’s con- -

Struction grant program, the federal government provides 75
percent of the cost of approved projectss . In California, re-
maining costs are split equally by the stal® and the responsible
local government. California’s participation in this program

could be reduced if Proposition 13 makes it diffieult for Cali- -

fornia governments to raise their share of project costs.

The state*sbability to fin!nce its share is relatively

assured; it recently received voter approval for the issuance of

$300 million in bonds to support the conmstruction of wastewater
treatment plants and the state’s access to money markets is not
in doubt. At the local level, however, there 1is greater con-
cern. Traditionally funds have been raised by 1issuing -general
obligation bonds. With the limitation on local property taxes
imposed by Proposition 13, these bonds are likely to be con-

sidered by the market to be a relatively risky investment. At~

and may in some instances have difficulty gaining access to
the markeét. Local governments might substitute revenue bonds,
but. these bonds generally have higher interest costs. Increases
in interest charges would increase total project costs, perhaps
reducing local public support for wastewater treatment facili-
ties, and imperiling local bond approval.

a8 minimm, local governments will face higher bortowing charges

Under federal legislation, California has a twvo-year time
period to secure federal obligation of funds allocated for
its-use. Funds unobligated after two years can be realldcated
to other states. Assuming a fiscal year 1979 appropriation
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iuf 3& 2 billicm for the c.rm;tfuctien pragn:, nppmxtutely
'$340" g;‘.-l.lian would ‘be allocated to California: -If California had

a prbﬂi‘!} ulavdmm of 50 pércent, $170 -:[11' on ipul& be re= 7

* allocated:to other states in fiscal year 19 8 tredtment -
the . Ependgut of -

plants :tlke a long time "design and buf d.

 federai fupds 1s relativilly slow; outlays would ‘be reduced h?;'

~ $5 millfon in 1979 and $30 million in fiscal year 1980.
later years, outlays would 1m:reage as the sBtates reeeiviﬂg

California’e unused funds got their prajer_ts un&efway.

=

ccicLﬁszou

Total federal . spénding ahauld not change -lch as a rgault ‘

of Proposition 13. There may be a small reduction largely as

result of price changes. Hnintemnee of effort and ntching '

requirements could endanger Califoggia’s participation in some
‘grant programs. Even so, :he*“im 't on total federal spending
- should be small since funds can generally be reallocated to
other eligible states and localities. California faces the
greatest likelihood ‘of losing federal funds for public service
employment, UMTA operating and capital assistance, and various
education programe, although in the last instance the effect
would not be felt until fiscal year 1980. - .

- . =
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. CHAPTER V.. ,’  REPERCUSSIONS FLSEWHERE -~ .

. L. . . = . . = 3 i
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The e:m::lusian -that Prﬂpositim 13 will ‘have i‘elatively

' xliﬁnf effects on the econamy. ang on’ fedetal revenues and expen- _

ditures is predicated on the assuﬁptitm that the prq:perty tax and
expenditure .cuts will be limited to California. ' California‘s
actions could, hnwever, ‘be. the furemunez of similgr steps in
.other states,. thus . magnifying the impact-on the economy, the
federal budget, and the federal system. :California<like .ini-
. tiatives ‘might occur elaewhere hecause some of the conditions
believed to have gaﬂtfibuted to taxpayer disuatisfactian in
Califotnig are alsu present in ather sEates. .
o While the burden- af atate ami lut:al ‘revenues and pruperty' ‘
taxes 1in C‘-alifm?nia is high, both in pgr capita terms and B

Hith heavier burdeﬂs (see Table 7).; "

o The iﬂcregse iﬂ Ealifarnia 8 tax hurdens. gnnther af
appeal caf Prapuaitinn 13, ‘does m:t appear tﬂ be mcl}
different from the national average. Between fiscal
Years 1972 and 1977 per capita revenue burdens in Cali-
- fornia incredased by 64 percent, slightly faster than
the national average. Burdens, measured as a fraction of
personal income, .increased by 5.5 percent, or 2.2 percent
faster than the national average. . During the same
-period, property tax collections, measured as a percent
of personal income decreased both in California (-8.6
‘percent) and in the natlon (-7.3 percent). 1/ In active
real est; markets ip falifornia and elsewhere, however,
assessment® _and property tax burdens have Eeen riasing
faster than the state-wide averages imply and for a
significant number /of taxpayers, tax liabilities may have
risen much faster than incomes. In such situations
dissatisfaction with a tax system that does not distin-
guish real from 'current dollar increases in incame and
wealth 1is strong.

7

— - N

1/ Firm data for last year are unavailable; however, rough
estimates of the California and national situations suggest
that property tax tollections per capita increased slightly
faster in Californis than than they did in the nation as a

yhole.
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TA!LE 7. .OWN SOURCE EEVEHEES AD PROPERTY TAI BURDENS AKD PE!EEHT G!AEEE IN EUEDEHS Eﬂl CALIFﬁiﬂiA CGHEARID TD
 SELRCTED STAT!S, _/ FISCAL YEAR 1972 TO FISGAL TEAR 1977 L

. As a Percent of = . . - Ms a Percent of -
apita) _Peratnal Tncoms = _ Der Cngit : . Personal Income .
r Percent = Piscal Year - Percent. . Filgnl Year Pgrcsnﬁ‘ ' Pscal Year Percent
Change. 1977 Change - 1977 - { Change 1977 Change.
197217 - Dollats wnen nonm - 1972=11 - Dollars . 19727

Propurty Tax Collections . - _ ﬁiﬁ Source Revenue Collections b/ _-

i

phe e *_ — - - - o ——— - — s - i = = — =

Cllif;tnin i=g“ '”=Aé5 ff.' '32}2' 1: :;6;5"!';~ Qgg;si'i‘l‘* £{3§b=%;>; 62 'Elg_g o 5.5

C nad
ol
o

A
-
L]
- " .
—
-
L]
-
m""‘""“' \MNW%W ‘mum . ] ]

”* Average 97 M ol 605 163
Cw e s
s

Alabama - B0 41,8 4
e booo
865 9 1548
l B
8
9

hrkavsas 111 18.5
jeorgia 191 59.9
Indfana . 242 100
loutsiana - 100 30.0
Mgasachusetts - 490 Sl
{{nnesota m 1746

lev Jersey , 465 - 50.0
fev York 46 5 . w537
Jregon - 362 625
Hoconsin 296 . 137 .

]
™

R -
-

1

3

8 . ,
3 - e sl 139
6 906 16,9
0

]

0

2

N
L]
-

-5
1,166 59.9 - 176
LA 65 106
L9 U680 152
L9 593 2L
 =28.0 Ll o523 180

baliey
L -~ LW R WL S . T T TR )

Tt ot T
-

JOURCE:  U.S. Bureay of the Ganﬁns- Eﬁvﬁrnm!ﬁtnl Finapces, Vol. 1971,72 and unpﬂbiished data.

L]_‘Stntga vere selected b!;lung thgy vere among the higheat or lgﬁe;t ranked states on the basis of
pfgpgrty ta: Eﬁllegtian! per capita or chgngea in prnperty tax callectiﬁns per capita.
“ . .
/ Includes all revenue ;alltgtad by it;ta aﬂd ln;al ggvgrnn:ntl from taxes, tharges. iags. etc. E;cludgd o
- are fEdE[ll grlnt payments, utility rgvgnuEn, liqunr store revenués, and insurance-trust revenues.
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e ‘not-broken down geo

A

o The large ;pt_ibiié?-:éggé: surpluses accumulated in Cali-
fornia may be -paralleled- by smalleér surpluses elsevhere. -

Such 'syrpluses .could have “contributed to the revolt by |
angaring taxpayers who- sav their taxes rise without

.., . coumensurate service increases; the .surpluses also
- * ~allowed. voters to support Proposition 13, comfortable in
~the 'knowledge -that major service cutbacks could be

avoided by ‘spending accusulated funds. In the National .

~ Incoke and Product. Accounts, . the aggregate state and
.local sector surplus, exclusive of soclal insurance

- funds, was $13.7 billion ip 1977,

the National Association 8F State gér; Officers” sug-

_While these data are -
Bgtion collected By

- gests that  few state governments have accumulated sur-

pluses of the ‘magnitude - of California (see Table 8).

_ if, as appears to be the case, the situation in California

%a not sharply differént from that in other states, similar °
- ‘budget and tax-veductions might be undertaken elsewhere. Tax and

expenditure limitation. proposals are already under consideration

in several states, but few are as extreme as Propbsigion 13.

Most would limit the rate of future expenditure or revenue

-growth, but would not reduce revenues or expenditures below -

- " current levels.

e
=

" It 18 probable that state and local officials will réﬂ;pfmd;

to the signal sent by California taxpayers, even if not required
to do so by their own voters. In most instances their response
will not involve service cutbacks; rather they are more likely
to provide tax relief by slowing down the rate of increase in
expenditures or by spending down surpluses. If governments

reddce taxes without changing spending plans;. the net effect

on the economy would be stimilative. Price reductions would
also result 1if property or sales taxes were cut. If tax relief
is financed by holding" down the growth in expenditures, however,
rather than by using up accumulated surpluses, the stimulative
effect of the tax cuts on the economy will be offset. The

“previous analysis of the Califor ia situvation suggests that’

unless the magnitude of the tax cbt 18 significantly larger
thap the'accompanying reduction in expenditures=-in other vords,
unless roughly half of the tax reduction 1s financed through
a spending of accumulated surpluses~-tax ‘and spending cuts

 would tend to reduce near-term aggregate economic activity and

employment.

o
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 IN EYCESS OF 6 PERCENT OF. KIPENDITURES _!

STATE. GDVEERHEHTS WITH DPEEAII!E SHRPLBSES N FISCAL YEAR 1978_*"'

State . . (in millions of dollars) -~ 1978 expenditures)

. :' - ;, S Prajécﬁeﬂ.ﬁur;f
‘Projected Surplus - S Pplus’ (percent of-

—— —— o - = — = = 2 = N o P

Alaska . Sjo.l ‘ 66.5

Forth Dakota - 157.4 57,2

'prkgnaaa , . 189.3 . S 2149

" Dtah s S 2001

‘Texas S 62246 - . A 7 203@
. California . 2,157.0 IR t 2

Nevada

Vischen g 13.8.

. Kansas S 117;8 L j--'- © 138

Squuth Dakota o T ' "12.9

Mootana - 24.1 s

sﬁsiixﬁsﬂregﬁn o . 107.0° . . . 10.5

Nebraska - - .. 50.8 B 10.5

Vermont . ) T 17.5 oo v ‘9-6='

Indiana .'. : 110.8 B ' 7.3

New Mexico o 40.9 | - 7.0 7

SOURCE: National Asfociation of State Budget Officers and National

- u‘“‘

Governors Association, Fiscal Survey of the States, Fall 1977,
as updated by the N;ticnal Conference of Si State Legislatures.

These figures represent Fall 1977 projections of what budget
positions would be several months later. As such, they differ from'
.actual outcomes. . For example, the gsurplus shown for California is
substantially less than that currently reported by the state.
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PENDIX TABLE. ' MATCHING AND MA

INTERANCE OF EFFORS REQUIREMENTS FOR SELECTED LARGE' FEDERAL GRANT PROGRAMS s/

- Reference .
" Rumber b/

A"Egiiféfni;;a
o . Share of 1977
Agency "~ Program (in

.’. .and’ R thouaands.

. Program °  of dollars)

Requirement for State
. and Local Match

3

"Maintenance of Effort

Requirement

10,561

10.555

o f

ERIC

Aruitoxt provided by Eic:

104418
", <ot Rural

Water & Waste
- Disposal Grants

-Communities

- .- Cooperative

Extension
Service

Adﬁiﬁist;atign,
of Fodd Stamps

e National: School
Lunch

WIC—Special
Supplemental
Feeding for
Women, Infants
and Children

None
55 percent

" 50 percent

i

. 75 percent for paid-lunch §f§g:§m

except less in states with per
capita incodes below the national
average. Ten percent of matching
funds must come from state and -
local revenues other than those
raised from student charges.

No:; Eutﬁgtﬁte and local agencies
bear administrative costs in_
excess of 20 percent of the total
grant.

None

None

None

State spending for admini--'
stration must exceed fip-
cal year 1977 levels to
qualify for federal funding
of administrative costs.

(Continued)
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APPENDIX TABLE (Continued) -
. __ —— — — 77 - — —— = L‘gf = — — — - - _
“ - \ California’s _
i - Shareof 1977 .
_CFDA , Agency Program (in ) » s ' .
. Reference and thousands . ~ - Requirement for Sﬂﬁ:e leinEenzm‘.g of Effort
v Number b/ - Program of dollars) “and Local Match - Requirement ¥
o 13.224 Community! 20,101 _Yes; determined on a case-by-case - None' -
Health basis - -‘-
Centers T
- . - R F i .
13.232 “ ' Maternal & 11,493 Part A formla gfnnta h;vg a 50 None
" Child Eul:h . _ percent match b
‘, 13.428 Title T 139,880 None Pixed Base: Combined fis-
3 Compensatory . cal effott per student or
Education . aggregate expenditures for
1 preceding year must squal:
) : 95 percent of secdond pre-
. : ceding year. (Waivers
. \ ., are allowed.) ’
13,449 Education fer 18,609 ™~ _None™ Fized Base: Level of ex=
the Handicappad - © penditures for handicapped
, i from stkts and ‘local s
H sources for application
Year must ‘equal pr;eading
Year. (Ha walver
allowed.)
13.478 School Assia~ 98,546 None °  None -
tance in : * :
_ Federally, ] -
.Affected Areun . s .
VU (Impact AfdYy .
iiﬁ—i—!i———;si—!'!giﬁ——,—!niigggﬁEﬁ!n!—iég!!iﬁégaﬁ"g!! ——————
i (Cam!inu-d)
H ¢ ) .
Lo 4 L) -~ - e
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APPENDIX TABLE (Continued)

California‘’s
Share of 1977

CFDA Agenéy Program (in
Reference and thousands Requirement for State - 'Maintenance of Effort
Number b/ . Program of dollars) and Local Match ' Requirement
(HEW, continued) ‘
..
13.493 Vocational 38,803 50 pagcent Fixed Base: Per pupil or

Education

S T

13.600 ¢ Headstarc

L3
Rehabilitation

13.624
Services and
Facilities=--
Basic Support
13.635 Nutrition Pro
grams for the
Elderly
13.642 Title XX
Social
Services
13.714 Medicald
13.808 Ald to
Faﬁi liea
With Depen-
dent Childreu
O

ERIC

Aruitoxt provided by Eic:

32,042

55,996

17,725

262, 060

1,217,425

1,005,944
4

20 percent; can be waived for low-
income commnities and those hit
by natural disaster.

20 percent

10 percent

25 percent

Varlea by state between 27 and 50
percent

Varies by astate beitweeu £/ and 30
percent

aggregate spending for
preceding year must equal
second preceding year.

General nbn-supplantation
requirement.

3
Fixed Base: State spending
mist equal fiscal year 1972
level.

Fixed Base: Regulations
require continued support
at prior year levels.

Fixed Base: state and local
spending must equal fiscal
year 1973 or 1974 levels.

None

None
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California‘s
Share of 1977
CFDA Agency Program (in
Reference and thousands Requirement for State Maintenance of Effort
Number b/ Program of dollars) and Local Match Requirement
Dgpsrﬁi ent of Housing and Urban evelopment
14.146 Low=Income . 30,659 » None None
Housing 7
‘Agsistance
14.218 Community 308,898 None General nom-supplantation
and Development : requirement.
14.219 Block Grants .

. Department &f Labor

7-207 Grants for Em-
ployment Service
1/.226 Work Incentives

Program (WIN)

ERIC

Aruitoxt provided by Eic:

a/,210

36,944

pe L coustruction;
percent all other activity

Huue

U poicaut

funded through WIN

General non-supplantation
requirement.

Fublic service emp loyment
cannot
be used to displace regular
emp loyees -

(Continued)
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AFFENDIX TABLE (Continued)
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B * California’s

Share of 1977
CFDA ' Agency ~ Program (in
Reference and thousands Requirement for State Maintenance of Effort
Number b/ Program of dollars) and Local Match Requirement
(Labor, continued)
17.232 Comprehenaive 899,147 None Statute includes general

- Emp loyment and
Training Grantg

DEEE:;EEﬁE,QfVTEEQEPQEEEQiDH

20.102 Alrport Devel-

i opment Aid
20.205 Highway Aid

20.500 Urban Maas

and Transportation
20.507 Asasiatance

Community Services Administration

49.002 Community Action

ERIC

Aruitoxt provided by Eic:

30,118

638,888

165,320

Varies between 10 percent and

non-supplantation require-
ment. Reguldtions prohibit
public service employees
from remainitg in jobs that
are substantially similar
to those from which regular
employees are laid off.

None

25 percent depending on project-

Varies Betwe®sn 10 percent and

None

30 percent depending on project.

20 percent on capital projects;
50 percent 1f used for operating

expenses.

30 to 40 percent depending on Bize

of program; can be walved.

Operating subsidies msat
equal the average of the
prior two years to qualify
for formula grant
component. .

General non=-supplantatien
requirement

o« (Continued)
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APPENDIX TABLE (Continued)
California’s
Share of 1977
CFDA Agency Program (in B
Reference and thousands Requirement for State Maintenance of Effort
Number b/ Program of dollars) and Local Match Requirement
Environmental Protection Administration
66.418 Construction of 791,171 25 percent None
Wastevater Treat-
ment Facilities 8
Department of the Treasury 4
No mumber General Revenue 709,018 None / If state government reduces
asgigned Sharing aid to lazal gQVEfnmEﬁtE

a two years, part of szgtg

! government entitlement ise

EJ redistributed to local

governments.

S0URCE Information on matching requiréments from Office of Management and Budget, 1977 Catalogue of Federal
Domestic Assistance; information on obligations im California from Camunity Services Administration,
Geographic Distribution of Federal Funds in CgLifarﬂ;a.Afiacsl Year 1977; information on maintenance of
effort requirements from unpublished General Accounting Office materials and other teleplione contacts.

" a/ Frograms were selected 1f total obligations natignally reported 1in the Catalogue of Federal Qggggtiﬁl
Assistence were greater than $200 miilion in fiscal year 1977.
b/ Catalugue of Federal Domestic Assistance-
. 4
O

[E

RIC

Aruitoxt provided by Eic:



