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Memorandum

Governor Newsom released the May Revision to the FY 21 State Budget on May 14,
2020. Within months of the Governor releasing his January budget proposal, the COVID19 pandemic radically altered the State's economic condition. Due to the public health
and economic impacts of COVID-19, the State is now expecting its first deficit in eight
years, estimated at $54.3 billion. While the May Revision prioritizes public education,
public health, public safety, and vulnerable populations hit hardest by COVID-19, there
are significant cuts resulting from revenue losses and unbudgeted emergency
expenditures.
This memorandum provides details about the May Revision and its impacts to the City of
Long Beach (City). Attached is an additional State Budget summary provided by the
City's State representative, Arc Strategies.
Solving the Budget Problem
At the beginning of the year, the California economy was strong, and unemployment was
at historic lows around 3.9 percent. The Governor's January budget proposal forecasted
a $5.6 billion surplus, reserves at $21 billion, and a Rainy Day Fund of $18 billion. The
budget assumed $156.9 billion in General Fund revenues and expenditures totaling
$153.1 billion. Moreover, revenues through March came in $1.4 billion above January
forecasts.
The May Revision stands in stark contrast to these earlier projections. Since March 4,
when the Governor declared a state of emergency, the COVID-19 pandemic has
transformed California's economic landscape, and the State is now in a deep recession. 1
As businesses have suspended operations due to the public health crisis, statewide
unemployment has skyrocketed to roughly 18 percent. More than 4.4 million people have
filed unemployment insurance claims within a two-month period, far outpacing
unemployment during the Great Recession.
These unprecedented job losses and business closures have led to severe declines in
revenue, and the May Revision anticipates $41.2 billion in revenue losses compared to
the Governor's January proposal. Emergency expenditures related to the COVID-19
1 "The 2020-21 Budget: California's Spring Fiscal Outlook," Legislative Analyst's Office, May 8, 2020:
https://lao.ca.gov/Publications/Report/4228.
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public health response are estimated at $6 billion, with an additional $7.1 billion in
increases to health and human services programs statewide. Taken together, revenue
losses and expenditures contribute to a projected $54.3 billion deficit in the May
Revision.2
California, like all states, is facing a momentous budget problem, and the Governor
proposes a multi-year recovery plan to balance the budget:
•

Reserves: $16.2 billion in Rainy Day Fund over three years, including $7.8 billion
in FY 21; $900 million in Safety Net Reserves over the next two years for health
and human services programs; and $524 million in Proposition 98 funds to pay
down the deficit and support the K-14 education system this fiscal year.

•

Federal Support: $8.3 billion from the federal CARES Act toward education, public
health efforts, and local governments.

•

Spending Cuts: $6.1 billion in spending and programmatic cuts of one-time
expenditures.

•

Special Funds: $4.1 billion from special funds to pay down the deficit.

•

Operating Cost Reductions: $4.5 billion from net operating cost reductions and
short-term limitations.

•

Triggered Cuts: $14 billion in conditional cuts that would only be triggered if the
federal government does not provide additional relief.

State Budget Items
Local Government Funding
The State received a direct allocation of $9.5 billion through the federal CARES Act
Coronavirus Relief Fund. The Governor's May Revision proposes to allocate $450 million
of these funds to cities that did not already receive direct funds from the federal
government. As the seventh-largest city in California, Long Beach, along with six other
cities with populations of more than 300,000, will receive a direct allocation from the State,
while the remaining smaller cities will receive funds distributed through counties. These
funds must be expended within the calendar year, in accordance with federal guidelines
and the State's stay-at-home orders. Funds cannot be used to backfill revenue loss;
however, these resources will be critical as the City continues to manage the public health
crisis, provide economic relief for the community, and supplement services to people
experiencing homelessness during COVID-19.
2 "Fiscal Update," Department of Finance, May 7, 2020:
http://www.dof.ca.gov/Budqet/Historical Budget Publications/2020-21 /documents/DOF FISCAL UPDATE-MAY7TH.pdf.

