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A rosy short-term budget forecast does not justify abandoning fiscal caution. The Legislature should not risk
creatinglong-term spending commitments based on tax receipts that might be temporary. Legislators should
instead use any surplus to pay down the state’s huge debts and create a real reserve to cushion against future
economic shifts.

The state legislative analyst’s latest budget forecast, released this week, sees sizable budget surpluses over the
next sixyears. The analyst estimates the state will end the current fiscal year with a reserve of $2.4 billion, more
than double the $1.1 billion the state budget predicted. By 2014-15, that figure would climb to $5.6 billion. By

18,the analyst says the state could be taking in about $9.6 billion more than it spends each year.

But no one should let the dollar signs obscure the full financial picture. The analyst offers a sober warning to
legislators that those surpluses depend on assumptions that may not come to pass. The forecast, for example,
assumessteady economic growth. But any economic disruption could send state tax receipts— heavily
dependent on volatile capital gains income— tumbling. The forecast also assumes legislators largely stick to
current law and spending policies, instead of ramping up outlays on existing or new programs.

The analyst also points out that the budget forecast excludes enormous long-term liabilities the state will need to
address.The state still owesnearly $27 billion for past borrowing that helped plug budget holes. And California
has a funding gap of more than $175 billion over 30 years for government workers’ retirement payouts.

So statefinances are hardly worry-free, despite the absence, for now, of big deficits. Legislators should follow
the analyst’s sensible advice on using the surplus, starting with the suggestion to create a rainy day fund of $8
billion or so— an amount roughly equal to 8 percent of the state’s current $96.3 billion general fund budget.
The analyst notes that even the $5.6 billion reserve the state is likely to have by the end of 2014-15 would be
enoughto cushion the budget against a moderate recession.

Legislators should also use surplus tax receipts to repay the nearly $27billion in past budget borrowing,
including deferred payments to schools and community colleges, loans from special funds and debts the state
owes tolocal governments. The Legislature could also devote some of the surplus to one-time expenditures:

ate underfunds highway upkeep by about $5.6 billion annually, and has a $1.3 billion backlog of state
park maintenance projects, for example.

But legislators should know better than to count on recurring surpluses that may not materialize or endure. At
end of the 1990s, legislators spent a nearly $12 billion surplus on new programs and tax cuts, only to see the

money vanish in 2001. That recklessness left the state with a chronic structural deficit, and little leeway to cope


