



Friday, July 11, 2008  |  Modified: Monday, July 14, 2008 - 6:00 AM

Job losses and budget shortfall adding to economic woes

Sacramento Business Journal - by Kathy Robertson Staff writer

	


Dennis McCoy | Sacramento Business Journal

Frank Cable’s South Sacramento Pharmacy got a $2,500 weekly pay cut from Medi-Cal starting on July 1. 
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Frank Cable is already feeling the squeeze from the $15.2 billion state budget deficit. His South Sacramento Pharmacy got a $2,500 weekly pay cut from Medi-Cal on July 1.

The cut — one of several state budget reductions already approved — comes amid rising unemployment in a slowing economy and fear that additional state and local government cuts will make a bad situation worse.

“People talk about how government affects the economy,” said Jean Ross, executive director of the California Budget Project, a nonpartisan, nonprofit organization in Sacramento that seeks fiscal reforms to benefit low- and moderate-income Californians. “In Sacramento, government is the economy.”

That’s only a slight exaggeration. Total industry employment in the Sacramento region declined by 3,700 jobs from May 2007 to May 2008, the first year-over-year decline since 1993, but the area added 4,200 state government jobs over the same period.

Gov. Arnold Schwarzenegger has ordered a 10 percent budget cut for many state departments, though that likely will mean few layoffs; most job cuts will be accomplished by retirements among state workers and unfilled vacancies.

Companies with ongoing business with the state will miss payments in upcoming weeks but recoup the dollars eventually. Funding for new contracts will have to wait until a budget is signed.

Yet the size of the state budget deficit, the lack of agreement on how to correct it — and the fact that the crisis comes after years of belt-tightening have trimmed away the easy fat — have analysts and business owners looking at big unknowns.

Any kind of state budget fix is going to hurt, but the number of government jobs left intact, a burgeoning health care industry and the emerging green-energy sector are expected to keep the local economy chugging along.

Surging numbers of clean-tech companies in the region, and the promise of thousands of new jobs backed by accelerated state spending on housing and transportation, could offset the still-plummeting housing market and the steep decline last month in local hospitality-​related jobs.

Hiring, not firing

Almost one in four Sacramento-area residents is on a government payroll, and the number keeps going up.

Government here added 2,900 jobs in the past year for a total of 240,600, according to the state Employment Development Department. State government added 4,200, offsetting a loss of 400 federal and 900 local government jobs.

Health care added 2,200 jobs at outpatient clinics, hospitals and long-term care facilities.

The big loser was construction, hit by the housing crisis and subprime mortgage debacle. A total of 6,700 construction jobs were axed during the past year.

The decline pushed job growth into negative territory for the first time in 15 years, and unemployment in the region increased from 6.1 percent in April to 6.4 percent in May. About 68,600 people of the almost 1.1 million total labor force are out of work.

The statewide toll — which unlike local numbers was adjusted for seasonal variations in hiring — spiked from 6.2 percent in April to 6.8 percent in May, with more than 1.2 million people out of work.

“The government sector seems to be strong when we need it to be and the private sector is strong when it needs to be,” said Bob Burris, deputy director at the Sacramento Area Commerce and Trade Organization. “It’s kind of a hedge in difficult times.”

A bright spot is an estimated $10.2 billion in infrastructure bonds expected to fund transportation improvements, affordable housing and other programs, including an estimated $94 million in Greater Sacramento.

The state remains a dominant office tenant and building owner in the region; it owns 9.9 million square feet of offices in Greater Sacramento and leases 7.5 million square feet. That’s more than half the statewide totals of 19.4 million of owned office space and 15.5 million in leased space occupied by state government.

Staff at the Department of General Services are not aware of any consolidation plans, spokesman Eric Lamoureux said.

Vacancies, retirements cushion state

Historical data show that as the state grows, so does the need for state services, said Ryan Sharp, director of the Sacramento Regional Research Institute. And that means state jobs.

Despite repeated budget shortfalls and department cuts, the number of permanent, full-time state workers grew from 194,982 in January 2007 to 206,130 in May 2008, according to a Sacramento Bee analysis.

Nobody is discounting the concern about 10 percent across-the-board cuts in state government, but there appears to be consensus that actual job losses will not be significant.

“Our thought is the state employee reduction will largely be absorbed through elimination of vacant positions or retirements,” said Michael Cohen, director of state administration for the Legislative Analyst’s Office. As a result, funding to the state to handle layoffs has not been recommended, he said.

“There may be a department here or there, or a decision late in the budget process, but we are not expecting widespread layoffs,” Cohen said.

The big unknown in government jobs is the Department of Corrections, but demand continues despite a need for savings, and cuts will be felt statewide, not disproportionately in Sacramento, Cohen said.

As of early March, the latest data available, 24 departments identified 450 positions affected by the budget cuts. Most, 409, would come from attrition and transfers, according to figures provided by Lynelle Jolley, spokeswoman for the Department of Personnel Administration.

“Retirements and vacancies are sufficient so far to pick up the slack,” she said. “Whether that’s going to hold or not, we don’t know.”

The state had 476,000 retirees in June, up 31,000 from 445,000 in June 2007, according to Pat Macht, a spokeswoman for the California Public Employees’ Retirement System in Sacramento.

Same costs, less income

If cuts to reduce the deficit aren’t coming from government jobs, they will have to come from somewhere else. Republican lawmakers aren’t expected to budge on approving new taxes.

Program cuts would affect businesses statewide, not just the people they serve.

Last week, Cable at the South Sacramento Pharmacy swallowed what will amount to a $120,000 pay cut this fiscal year. About one-third of his business comes from serving poor patients covered by Medi-Cal, the government health care program for the poor. A 10 percent provider fee cut took effect July 1. It is expected to save the state more than $600 million this fiscal year.

A last-ditch effort to halt the cut failed July 3 when a Sacramento Superior Court judge refused to grant a temporary restraining order. Two lawsuits are still pending in federal court.

Cable typically gets $25,000 a week from Medi-Cal to pay for prescriptions filled for low-income customers. He’ll now receive $2,500 less. The pharmacy stopped taking prescriptions from new Medi-Cal patients on July 1.

“I’m still going to fill the same number of prescriptions,” he said. “I’ve still got to get the bottles, the prescription labels and the labor to provide the service. My margin? It cuts it way, way down.”

Cable predicts that patients denied service will shop around but find that other pharmacies will also turn them away. They won’t get their medicine and will likely end up in hospital emergency rooms when they get sick. “And so, a $50 prescription becomes a $5,000 bill,” he said.

Other businesses that rely on state contracts are nervously waiting for more information. Many have weathered a budget delay before. The constitutional deadline is June 15, the new fiscal year started July 1, and no budget deal is in sight.

Kathy Pescetti, president of Admail West Inc., made it through the projected $34.6 billion state budget shortfall in 2003 with a leaner and more efficient business. A direct mail shop that continues to do business with the state, Admail West expects to feel the pinch this time around but is better prepared.

“It’s primarily a delay,” Pescetti said. “If you chose to do business with the state, you plan accordingly. Our business plan accounts for this.”

There’s no way to account for unanticipated spending needs, such as the millions being spent daily to fight California wildfires.

“I was asked if I’m melodramatic,” said Ross from the California Budget Project, noting that a list on the State Controller’s Web site shows who gets paid and who doesn’t when the budget is overdue.

“We’re talking about the people who sell fuel for CDF planes out fighting fires.”

Those fuel-supply companies will get paid, eventually.

Despite noise about the late state budget, two factors are driving momentum toward closure by mid-August, sources say. The state will run out of money to pay its bills by the end of next month and it will cost millions more to borrow it without a budget.

“If you’re borrowing money without a budget in place, it shows markets you don’t have your act together,” said H.D. Palmer, a spokesman for the state Department of Finance. “They charge a higher price.”

Secondly, lawmakers want to wrap up the budget mess in time to head off to the Democratic National Convention in Denver Aug. 25-28 or the Republican counterpart in Minneapolis Sept. 1-4.

“The surface may look calm, but there’s a lot going on below sea level,” Palmer said.

krobertson@bizjournals.com | 916-558-7869
All contents of this site © American City Business Journals Inc. All rights reserved.
