
UCLA
UCLA Previously Published Works

Title

When Luck Runs Out: Leadership - Present, and Past - and the California State Budget

Permalink

https://escholarship.org/uc/item/7wm2b26x

Author

Mitchell, DJ

Publication Date

2023-12-11
 
Peer reviewed

eScholarship.org Powered by the California Digital Library
University of California

https://escholarship.org/uc/item/7wm2b26x
https://escholarship.org
http://www.cdlib.org/


WI{EN LUCK RUI{S ollr: }-flAnnRsHIP * I'RnspNT AND.PAST
_ AI\N THE CALXJiORNIA STAIT'H, BLIEGET*

Da niel .I"8. trSitchell, Professor*Emcritus
UCLA Aneiersan Graduate $chcnl of lVfnnagement
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"U-yotr pltt yourseA'in a vulnerahle situation, vou have to expecl yotr luck is going to rlo"t oLrt,
Now the lucfc seents to hsve ntn oul, " l

Evan Halper
Los Angeles Tinres, November 1 ,2007

In earlier issues of California Policy Optiotts, we have traced the precarious fiscal
situation r:f California fi'om the days in lvhicli the Davis adrninistration was proclaimins a
nonexistent budget "surplus" through summer 2007 when Govemor Schwarzenegger signerl a
br-rdget said iincorrectiy) to have a zero rleficit" As has been repeateclly pointed out by the
Legislative Analyst and otliers, Llalifomia has an underlying 'nstructural" deficit * a deficit that is
sometimes hidden by revenue surses but tends chronically to reappsar.

The causes of the stnrctural deficit in California are varied. Comroon villains cited are
the two-thircis requirement to pass a trudge:t, the twcl-thirds requiremsnt to raise taxes (imposed
by Prop I3 *f 1978), terrn limits, and gerrymandered legislative districts. Also citecl are ballot
propositions that establisir formulas fbr various tbmrs of state spendirrg, most notably Prr:p 98 of
1988 which earmarks roughly 40% of the general fund for K-14 education.

All oi these factors have played a role, proclucing a short-term fiscal focus and an
inabiliry of the governor and legislafrme to ocinfir.rnt problems absent a severc crisis. However, as
we will sholv later in this chapter, even in the supposed lreyday of govemn:ental flexibility and
comprontise - and when the nvo-thilds tax requirements and ballot"box budgefing eonstraints
such as Prop 98 r,vere not present * the legislafure and governor had difficulty confronting a
lociming crisis, ln the late 1970s, i.vhen tlre staf€ bueJget was in surplus ancl the looming crisis
was politieal - specifically, the gror'ving laxpayer revolt that focused on property taxes * the
powers-that*rvere aeme up r,vith too little to,: late.

This chapter sr&rts with the recent r:nsis and then looks at the earlier one that led to the
passage of Prop 13, The lesson for govermors from both crises is clear. Given the diftlcult
polirical instifutions of Califorrria, gubematorial objects must be iimited and tbcused on top
priorities. Lack of fbcus produces lack of r,lsults, or unintended results.

+ 'fhis chripter crrvers budget ancl other clevelopments thrr:ugb early Oetober 2008, Subsequenl events are not reflected.
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Altershocks

"ll wns a fiscal shock tltal set in mation et complex systetn af reaclions und colotter-
rectelions .., "2

George F. Break
UC-Berkeley Economist

Prop t 3 had far mors profou nd effects than just the cutting ancl limiting of property taxes,
As noted, it created fhe two-third rule for imposing ne\,v taxes. But perhaps more significant
were the political aftershocks, Shortly, after Prop 13, voter$ endorsed Prop 4 * solcl as the son of
l3 - which placed a limit on state spending linked to a ti:rmula. WhenProp 4led to a refund to
taxpayers of an overage in $tate revenues in the late 1980s, the educational establishment
successfully pushed for the ahova-rnentioned Prop 98 which - with a subsequent Prop 111 *
largely gutted Prop 4.r

Other interests have since sought to earrnark some of the state budget for their t'avored
pro$arns. In 2002, fbr example, thett-citizen Anrold Schwarzenegger $ucoessfully pushed for an
eatmark fbr afler-school activities (Prop 49) as part of a pre*campaign shategy for a possible run
tbr governor,u Also in 2002, rransportation advocntes earmarke<1 sales tax revenue collected on
gasoline sales (as opposecl to the traditional source: gas tax rer.'enue) for roads and uther
hansportation projects unelor Prop 42. Of course, not all efforts at earmarking have been
successful" In February 2008, the state's cornmunity colieges * dissatisfied with their share of
the Prop 98 earmark - unsuccess:flully supported Prop 92 which would have given greater
budgetary advantage to the community co1leges.)

Although Califomia has had direct democracy - initiative, referendum, rscall - since the
Progressive Inovement took control of the state government in the form of Govemor Hiram
Johnson in l9l I * the level of direct ballot activism has varied, In the 30 years befbre Prop l3
was passed, the state averaged subsl.antially ferver than 2 initiatives on the ballot per year, Post-
13, lhe rate has been closer to 5.0

Moreover, clireot democracy tends to tilt more to causes favored by the political right than
the leil. As noted in last year's California Polic1t Options, although the right and lett are roughly
balanced in terms ol' what malces it on to the ballot, issues favored on the right (bans on
alfirmative action, tougher crimina) sentencing, etc.) fave a greater electoral suocess rafe than
those of the left, e .g., univetsal health insurernce plans.' An industry has grorvn up consisting of
orgar:izations that develop ballot propositions (and raise dues and contributions in doing so),
petition signature gathering finns, and, of eorrrse, campaign consultants and managcrs.

In this chapter, we first look at the Califr:rnia buclget crisis of 2008. We then tum to the
era of Prop l3's pas$age for soine surprising parallels" As it rums out, shortsightedness and
gloupthink are not the recent developments in Sacrarnento that many pundits believe them to be.
More importantly, there are strong parallels between current-Governor Schwarzenegger and his
budget problem of 2008 and then-Gov€rnor Jeny Brown and his Prop 13 problem 30 years
beibre, tsoth men are (were) meclia magnets, Both like (liked) to identiff with Big Issues, But
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:T:il::raeteristics 
conrpeteci witlt a neeci for a tighr focus Qn priority legislative and policy

Rosts of ttre 2008 Crisis

czyil7 thot Inyone,.an;v canrliclate. (Jbr .Presidenr) th(tt writes u $14,5 biltioncalifornia, I wourcr encJarse, Ir's"as simp[e as'thdt. arryiru, Dentocrat or

C overnor Am old Schwarzenegger
Sacramento Bee, January 31', Z00g

The roots of the current srate budget c
1990s, there were warnings that Cahfonrin fa

s.

The budget crisis under Davis worsens
voters in C)ctober 2003, replacecl by Arnr:ll
plan frour Davis to borrow sufficient funcls
amount thar cor_rld be borrowed beyonci what
campaign promise to cut tire so_callscl ,,ca1r 

tax,,
structural problem.ll

Governor Schwarzenegger used nvo
legal issues raised by tlre stillbom Davis ooi
voters as a way of "cutting up the credit card,, _

revenue for the state a)ong with capital_gains rec



were willing io pretend the buclget was in some seRse balanced, it was - or should have be en *
apparent to all that a) it wasn't - the economic deterioration due to the mortgage crisis was
already well underway - and b) rhe fiscal problem in the following year woulcl be worse. Why,
then, did California refum to essr:ntially the same budget crisis in 2008 that liad sparked the
recirll of 2003? Why wash't the problem hxed in the interim?

Unf oe us

TAiq"P-rok4ylfo ggl_qn_.IV's -fuleet the Press:

"When you ratl for governor in 2003, you riln as a fiscal conservetive who wor.tld change the
system... If yrttt v,ere the CEA a{ a public campdny, the bosrd woulc{ prohnltly say, 'It's time to

8o. "'

:

"Are yort alwnys this positive? "14

Hvan Halper
Los Angeles Times, June 30, 2008

Witli the benefit of hindsight, a theme emerges as a paftial $nswer to the question of why
the fiseal crisis retumeci. The initial o'fiK" of the budget in the period irnmediately after Governor
Schwauenegger took oftrce r,vas canied out cooperatively with the legislafure and govemor and
resulted in the above-mentioned Props 57 and 58 which the voters endorsed. But in order to
obtain breathing room to deal with the immediate budget crisis, the new govemor made various
"compacts" with different interests, While one of these * the compact with UC and CSU - had
no real efl'ect (and was quickly scrapped when budget problems re-emerged), others were more
signif,rcant.

In particular, in a deal with the Califomia Teachers Association (CTA), the influential
teachers union, the Govemor obtained an immediate cut of $2 billion education spending under
Prop 98, the 1988 initiative described above that applies fonnulas to determine state funding of
K-14, It appears that the Governor did not understand the full namre of his cieal and its
interaction r.vith the Prop g8 lbrmr:las.ls Exactly how that misunderstanding occun"ed has never
been clear,

One possibiliry is that in the heat of the emergency, the governor's inexperienced new
staffadvisors did not cornprehend the agreement's irnplications. However, the govemor had the
benefit of some experienced staffr:rs who had r,vorked for fomrer Governor Pete Wilson, Davis'
predeeessor, along with vetersn sivil servants in the Department of Finance, More likely, it
appears that the governot' accustomed to a Hollywood deal-making style of "let my people meet
with your people" to l:ammer out important details, simply agreed to something unilaterally that
cor"rld not be undone subsequently by more-urt"onned advisors,
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In any event, when Governor Schwa
CTA reacted with ourags. In the rvorlcl of coll
politics nruch more so than in L{ollyrvood _
violated, hust canxot be easily restored. The r
governor's politicaily disastrous,,yeai. of llefo

ase supposedly had been fixecl by throwing away

Ultirnately, the four iniriatives \,r,ere
campaign on their behalf as we have descrjbed

r'vas pr:pular and the voters enclorsed over $40

years of no budget fix haql elapsed. 
the governor lor a second terrn" But by now 2

Health care became the focus of 2007 a

In short, 2004 was a year in which the

egaspr aOtficial u
budget



The Lcgislative Role

"...(I)J'spending can go up..
for being hesit*nt i0 put evert

ond )nost of us can't di,scern any diJlbret-tee, can v,e blsnte vorers
nrore tcL\ rnaney in the hands o/'the statep 

,,te

John G, Matsusoka
LISC Professor

While the ciiscussion so far lias centere
partner or adversary in any uiajor policy pro
legisiafure has become particularly polarizecl.
speakers * notably including Willie Brown * c
Repul:lic legislators.'u But such times rre n
Governor Schwarzenegger has liacl nrore cliffi
from his GOF colleagues in ttrre leg5islature tha
receive its share of the blame fbr the diffic
dilemma?

Although in the absfraet the legislature can be blaured, in realiry the legislarure consistsof 80 assembly mrmbers and 40 $enate mer bers, not a single iniividual*with state-wide
persPectives or responsibilities. Anyone elect$d govemor has to cleal with that realiry -whictr
$eans that at best a tight focus on one or two priority issues is neecrerj, That tight focus waslacking in the budget crisis tlf 200.1-04 and beyond. As we will slrow later, even in the less-polarized 1970s, there was a sirnllor lack of fi:cu.r by then-Governor Jerry Brown on the loomingpolitical crisis of Prop 13. Polarization is certainly part of the later story * br,:t apparently not allof it, Focus * or lack tliereof - rs a bigger parr.

As the lead-in quotc to this srection suggests, most voters do not see & c e'
state sponding and their personal welfare. It is important to note that a substan hestale's general fund goes into tran ,iclb service$ to those less likely ennot eligible to vote (if tirey are n than to higher-inco-* prrrnnu _ porticularly inReputrlican distncts,_ Depen<ling tion is .uuitr,l, abgut one fifth to one f'crurth of
state spending in 2007-08 \.vent to ,,welI-hre,'

healrh and othpr services,2l Morecver" altho
programs are largely adrninistered by loeal ju
person, nnd ce.rtainly to thc median'voter who i
the state budget seems to disappear into a black

_ Ihe legislature in its cun-enf cB this tension.
Representatives frorn jurisdicticns vrliere constituenfs pushfbr tl'reir enlargemeni. Tirose fi'orn othcr jurisdic fcrr iax rncreassswhir:h.they see as providina no sprecial benefits for lheir co $upponer.$. As will benoted below, these divisions are not recent ilevelopmer:ts b ions that were cerlainly1970s 13 ,d. IncleecJ, revolt of rhe 1970s inonally a ps ecl welfare ancl anti-pou*rry prrgru*r,

l tensi ding busing, ancl alfimrative action,



The Drama of 2008 Eegins

"lYe neverJixed rhe prrblem. It's bee,:_:::,yy1rt I'nne nncr gr.rrc nnd srupre,r anc{ just praying wevuill never hctve toface rhe re '!ity that the sra{ gorrrn*erf is ort ct patlt that is not.yustainuhle.,,

Christopher Thomberg
Beacon Economics

By late fall 2007, it lvas no longer prossible even to pretend that the 2007-0g budget wasin any sense balanced' 
- 

The sub-prinie mortgage cnsrs was well underway - and hatl beenunderway when that budget_was srgnecl in late-{rgrriZOOZ ices were alsocutting into consumer spencling. .{ weakeoing ".Jno;;;_, rax revenues.The governor ordered state der artments to come up with plan uts, plans forcuts are not the same, however, as actual inrplernentarion,'Republicnns pressetl the governor toorder a "fiscal emergency" pursuant to Prop 58. tn p.in"rpte, such a declarartion woulci haveprevented legislative consideration of anything other than the budget, But beyond that, a

i;,:1t}.11"" 
would not in itself have produced a iolution - uoa no 

",r,*Igrn*y 
*o, imposeci until

Fornrer Governor Davis rvas charitable about his successor when asked about therenewed fiscal crisis ' "Nobocly has repeolerl the busine,rs cycle," Davis saicl in late l007.rlwhile true' the same business cycle that,was now cutting into revenue had provided revenuegroi'r'th in the prior period during rvhicir the fiscal situatioi had improved but no bnsio retbrmswere enacte
menrber _ R ta, liowever, was less charitable about

the 2007_0g :d _ who was expe.cted to be a swing votet. Ferata initiated a recall against-DenhJune 2008 election* a campaign he aboned shortly before itre actuat ei-;il;i;",tnolust as thegovernor's health insurance plan ultimately f'ell victim to buclgetary concems, so, too, did hiseffort to put a water bond on ihe February 2008 ballot.

The governor began to move back to his 2005 Year of Refornr concerns. In earlyDecember 2007' he announced support for.,a ot lnitiative on redisr.i.ting, somewhatsimilar to one of his four initiatives in 200s"?s ;;;'i" be leaked abour across-the*boarclcuts. Such proposals immediately inviteei t,ao c

At the level of general p
pnorities. And at the practica
others must be cut still more
releases to reduce prison spen
There was also advance wam
insurance, in part a recognitiorr
And in an echo of 2005, and the conftoversy over the deal with
arrrved just before the burlget proposal wai formaily introduce
would be part of the plan,2't -
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on the Democratic side, Iitate Treasurer Bill I-ockyer * a possible fun:re gubernatorial
immediate remedies such as broadenins
fund support for h.ansportarion (whic[

nds, and other remeelies.2s A Califomia
ed that 43% of registered voters thought that the

$tate's budgst problen:s could be resolved without new taxes wtrile +gz thought tliat taxes would
have to be raised. Thus, there lt'as a high degre e of voter ambiguiry on the subject of taxes.
Unlike the era of the taxpayer revolt of the late l9l0s and early 1980s when about 4 in l0 voters
thought Californin's stafe nnci local taxes were too high, about J in 10 thought that way rn iate
2Affi "2e

The January ?008 Froposal

" I will not raise t(LYes on tlte people of CaliJbrnia because they pay enough tnxes,,,30

Governor Arnold Schwarzenegger

"ll's not real.., (The governor) k:nows anc{ v,e lmotv that there is no v)ay 1he Dentocrats... cu.egoing to sLtspend Prop.98 and then utt $4 billionfi"om schools.,. Norire they going ta €rft asimilsr amount.frotn Health nnd Hr.tntan Sentices.., So if it's not real, what is tieieat ptan| He
rncry not knoyv at this point. "3l

Dan Weintraub
Sacramento Bee columnist

The idea get al" could actually be applisd to most January budget
proposals by Cal rno ia's constifution rnandates that the governor su6mit a
budget in early J I rh n, nowaclays accompanied by beautiful graphics ancl
online videos, si a s conversation. since the n** budg*t year does not
begin until July 1, what normally occurs is
Legislative Ana)ysr, less detailed surnmaries i
business really dpes not begin until the g
mid=May that reflects updated infcrrmntio
i,vell as a reflection of lvhat rppfiari; to be accepr

.t included in the Janutry 2008 burJget proposal.

o, 2007-08 year and some delays in payouts untiltI at the end of Jurre 2008.12 Sorne of the cutsp ue losses frorn mafching feciernl funds which
would have been reduced.

A total of over $ 1 0 billion in cuts was proposed - the "across*the-board" total * althoughin fac-t some programs 
_were exen:pted and others, therefore, cut more. Much of the cuttingwould have occuned in educalion, Medi-CAL (the srateos tvledicaid program for welfare

recipients and certain others), ancl cuts to various 'owelfare" program$ inciuding those for low-
ineome seniors and disabled persons, There were proposals to clJse some state farks and release
stete prisoners early' Slrr:rtly after the budget ptoposil was made public, tne riictr rating seryice
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put california bonds - alreacly tied ''.vith post-l-lun'icane Katrina Louisiana for the lowest stateranking * on a "negative lvatch," since part,;rf the January budget proposal i,vc.rlved the sale of$3.3 billion in ect
announcem*n, *^Jffiriiiilfty bondr; left over from the 2004 voier aurhorizarion, Firch's

tegislative Democrats seerned to assunre that the goverrror's buclget was meant to srg:ralthat without new taxes the 
.consequcnceir of what asserilbry speaker Fabjan Nrifrez ter*ied ao'euts only budget" would be so drastic ttrot Iro*rr,o*j"n** tax revenue would be fbund.Subsequently, Nuiiez began to argue for a 50-i0 rplit u*t**en cuts and aclcled tax revenue.14And Republicans also took the proposal as simply an an*ntion getter. n**-iliry Republieanleader N{ike Villi'es ternred it ,,on[y rheJirst of niony*r;;.;;

The governor may also have had another motive rn introducing a drastrc cuts-onlybudget' however' He also * as ier - began to pu*rr for a ballot propositiol, a variant ofhis failed iniriative of 2005 *
derrcits in bad tinres, rhis idea 'LlT:ffi,JrJillt-*:,ftTf, f,,f,?;1J;il:: :: *,:il,l:the centeq:iece of the governor's buclget strategy for a time.

m hat hac.t tlr on been in eff.ect for anna:i tiHiJr ::,ffi.i{:ili,iJ.,,l,iT;is' 
. 
if a rainy ecl in 200g, there wouldneed to be economic sunshine to accitmulate ihe firncl, something forecasters were deflnitely notpredictirg for the near term.

In any event, there was no tirne to complete the perition proccss in tinre for the Febmary2008 presidential primary ballot. There was only a littie time lett to place ir on the June 200gstate primary ballot' And even for the Novembei2oos pr*sia*ntial electio- i*;ij into the z00g-09 tlscal year), the cloek rvas running. tJltimately, d*u;ii* ;;* rainy day charts and the 
'ari.uspresentaticttrs by the govemor around the state, theLe *ai no petition for such an amendment, noteven one aime d at Novembel 

.Y*l lhe govemor continueci to talk about the ir1ea into the summerof 2008'16 if the purpose of the Januaiy proposal rvas to create a political climate for popularenactment .f a sustainabre budget sslution ln ioog, it tlidn't l,rpp*o.

As will be noted.befow, rr rainy ciay fund initiative will be on the ballot in z00g as a resultof the 2008-09 budget deal. The governor clicl kick off a drive fbr a reclistricting initiative andn*ce$sary petition, an injtiative rvhich eventunlly landed o1 the November 200g ballot asdid not propose a constifutionar reform ailowing mitiyear
er that would have an immediate impact, unrike redistriciing

' he did gi:t conshained midyear power to cut in the eventual
as a constitutional matter,

The budget crisis may have had some political effects on the February 200g primary. onthe ballot were four referendums to repcai certain state Inclian gambling compacts. Therepealing referendums wefe finanoed lry a. union trying to organize casino workers ancl certainnon-indian gambling interests' Howe'er, the govemor"- wrro nad signeri the corupacts * arsued



that the revenues the compacts would bring would help the buclget siruation ancl voters rejected
repeal']7 on the other haricl, an initiative * puslred by Assernbly Speaker Nirflez that would havemodified term limits and kept him and bthers in the legislarure in office * t'ailed despire
gubernatorial supporf. The electorate may have fblt that th; initiative would relvarrl tlose who
were responsible for the rener,veri fiscal crisis,

Voters joined the govemr:r in rejecting a proposition that wouid have earmarkecl antncreased share of the general fund tbr cornmuuity roll*ges on the grounds that a fiscal cnsis was
no tin're to allocate rncrre spenciing by t'onrrula. And in lhe encl, thJ legislarure
billed as $l billion in,mid-year spending curs for rhe currentz007_0g fiscal ye
of these were cosmetic. one iteni rzot enacted for 2007-0g was eliminating a
for out-of-state yacht buyers, <jubbed by Democrats ti:e "sloophole," Because a two thirels votewas not available fi:t l*gl!]^tive Republicans at the time, the sloophole remailecl in the lawuntil frnally removed in the 2009-09 budget deal.

The Iludget Nun trnterveraes

Republican, I'm u lsig heliever when yve hnve. a
And this is why I totally agree with the

shoulcl look at tm loopholes, We shotild look

Governor Amold $chwarzenegger

"l'm notfbr the recommendaliorts she mdr()e, necessarilv."ts

Governor Amold Schwarzenegger

ln an uuusual move in Februarv
soruetimes dubbed the .,budget 

Ruri," wen
followed a gubernatorial budget proposal.

ri
s because slre was soon to retire - Hill departecl

altemative rvas a mixrure t, ,r*, severe ."r:"-,rl*o*,:j; il*-#:\iil:::T*Hl,i;*fr?
enltancement by reducing tax loopholes of various fypes. However, as did the governor, Hrll
relied in addition on the sale of the remaining Hronomic Recovery Bonds.

blic, economic conditions had worsened. Table
overflor's January budget proposal rvith Hill's
AO's economic projections. The figures on the

the Democratic rnajority in the iegislarure. 
eRue 'uenhancements,'' woulci be acceptable by
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The LAO's mix of revenue enhancremen
budget in 2008-09 as opposed to the govornor
that in later years, the surplus would revcrt to ci
fhrough 2012-13. LAO proviriecl a chart, nol a
rts own alternative, I-AO asserted that * [ak
essentially average a balance through 20l-2"lj
nu:nbers or charts to back these assertions. fultrreover, the issue of political feasitriliry renrained,r,vhether the proposalwas the LAO's or th* govemor's,

lf it were true that the would not accept c.uts of the magnitude the governorproposed, it was also frue tha opholes might not ubt*in the two-thirds vote neededfrom legislative ltepubiicans. seen liom of this
govemor first seemed to support the LAO alternative fiom rThe only specific loophole closing borh he anij the e abov"sloophole" tbr yachts.uu

The M*y Revise

"Al[ we have to do Ls lock oursel:tes in cr roarnJbr rhree clay,r^ ancl rtol go autsicle * ancl lot beallawed to Ko lo the halhroom. ,4ntl lhen w.e't/be. g,etting upset becausJrl s/crrls snzelling in theroom a litt{e bit. And all o/'a ntdden *-e will ,o,rru tn ,,n ieiuu*nn/",,4t

Governor An'rol d S chwarzeneg6;er

"Roise taxes. That clear enough? Raise taxes,,,42

Senate President Don Ferata when askeci
how the De{nocrat$ woukl balance thc budget

"Ihe got'et"nor does not believe thar raising tq,res is the soltrtirsn /'ar aur clvonic budgetproblenzs. " aJ

Aaron lvfcl,ear
Spokesperson for tlre governor

Much of the period up to tire N4ay revise was spent reiterating positions on rhe budget ortaking synrbolic or minor actions. staie hinng was frozen - but not quite, certain highermanagement salaries were frozen' Bills in the state senate that involved mt:re thnn $S0,000 inspending were suspended * with exceptions,

Exterrially, however" varicus interest
Particularly notable in this regard ivas K-lZ ed
the impact of a budget squeeze. Health prov
students demonstrated against higher rujtion.
"just say no," tile Califomia Ciramber of Cornm
be acceptable if they were part of a grand paeka
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Republicans in they wouid be seeking a variefy of non-budget
reforms of labor and in exchange for an/ two-thiiels vote on the
budget'at Incoming As Bass propo*ed esrablishing a commission to srudy
the state's tax base. And ths idea of privatizing or "securitizing" (boniwing against) the state
lottery - an idea that was originally rejecfed,as i n nditrg mechanism for the [ou!*or', ill-ftted
2007 universal health plan * was reviveci,a6 Efibrts were also undenvay to seil ths state,s
EdFund,'"vhich guarantees stucient loans, although that iclea was later shelved.

As in the case of the Januelry buclget, the May revise was proceecled with hints about what
it would - and would not - contain, For exarnple, word rvas put out that early release of stats
prisorier$ would not be in thc ner.v proposal, nor would closing state parks (but park enfrance fecs
would be raised). Larger deficits were hinted. Some sort of ballot proposition would be

st the lottery but trigger a sales tax increase if not
osition could trigger a tax
ects for which turned out n
rvould be met, Some kind

lacked on to property insurance for fire fighting. But unlike the earlier proposal, tlre t"ee woulcl
be risk-adjusted.

When actually releaseci, the May revise and related proposals uontainecl these elements
and also assumed a mor€ pessin:isticr revenue scenario as a result of a further spftening of
econonric conditions" At about the tirne the May revise was released, a sfudy by the Califcrmia
Researcir Bureau projeeted a dispropr:rtionate share of mortgage foreclosure, *or"rlrt occur in the
state because ginatt mr:re subgrirne loans than the u.s. uu.rug*.li
Given the de sitr:^at t have been expected that the governor and
legislative lea been ng early discussions to resolve rhe budget issge,
But in a revealing intervier.v, the governcir said that he had to "negotiate with rnyself' to proctuce
the May revise, since he had nut been negotiating with legislativeieaders since ianua"/.?o'

Even with the mid-yeilr cuts, tlie May revise put the 2007-08 deficit (excluding the
Economic Recovery Bonds bonowing) af over $6 billion, A nelv feature in the May revrse was a
plan to securitize the lottery lvhich was supposed to bring in over $5 billion in 200g-0g.
Excluding that bon'owing * although the Bovernor's office was at pains someholv to differentiate
the plan from borrowing * there would be a deficit in 2008-09 of about $4 billion, as shorvn on
fable 2.

There was considerable skepticisrn in the LAO report on analyzing the May revise that
the lottery plan would bring in as much as proposed. Intje May revise was
released, lottery officials lowereei the projection of likely ur.oo' nr* faO
propr:sed a more nrodest lottery plan in piace of the govem referred back to
its alternate budget presentecl in February

However, absent the lr.:ttery bonqv/i**
revenues would be about the same under the fw
closings. The LAO plair included rnore Frop gg
exaetly what total expendifures would be, or w
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LAO pJan r,vas not inclicatecl. LAO coni:inued to
balance over rhe period ending in2012_1J" But,
provided.

asseflr_ that its plan would produce an averags
as in February, no detailed charts or data rnere

among voters of bolh the g e
salaries of legislatr:rs anci (

ended up froezing it, partly g

The Summer Stalemate Begins

'ol{:r*"'operz doors and evetythitrg is on the rable. I clon't want to go atttl 
'ay 

to (tnythin,,

Govemor Aruold S chlvarzenegger

"Ther"e's n.ol enough" 
r:n:/,^tofltrud neyt year. lve're proposing raising taxes",. This i.s not umoraltty p[cty. This is life,',s3

Senate President Don perata

"lve're having n dilJiur{t tinte getfing o-ur (Democratic).counterpnrts to really ehange theit^originul prernise on the budget wltich i.i, ,Wre nrrd torur. ,i,t,l

Mike Villines
Republican Assembly leader

whaf it owes to local governments including
o gr: for a time without the payments, knowin[
, without a budget, the local entities cannot b;

F

managerial and \ /0r t b
average citizen any merg€ncy. lf he ar she goes io the DMV to renewa driver's licens ther



2008 he absence of a budget, fuid there wast,nl').?.. to re tic-Republican cljvicle. "It'"r almost liketil(te comp in mid_Jrily.si And, in a sense, since lifuwas c Tlie s ssembly considered budget bills but these diel nothave support of the Republican minorities, A court-appo,tt*a monitor continued to tbJeaten tolmpose an ndded revenue drain on tlte state to suppoft prison health .urc. r"r,* governgr and U,S,senator Diane Feinstein together enclorsed_ ne,,v"borrturing for state water firojects. variouswild{lres continued to add to state c.sts 1br rrre fighting. 
*

A meeting of thre legislative leaders fi
reaclied and there was even a ciillf*ir:nce in viegovemor Deilocrats lveretransportat funds outside the seDemocrats ny sucli intent.s?

- Technically, it was true lhAt the Democrats' plan was to raise taxes, not tr: borror.v. But ifRepublican along wiih a ending cuts, theonly safety be borror.ving a lottery plan *whatever it ut to be - coul rncl spending,

Creafing [Jrgency

"Today I am exercising my executive ourhoriry rc avoid a./itll-blawn cri,sis... I have a
resTsansibility Io mzke,\ure oLtr state has enotrglt money ti pay its biis.;;iB' 

' - ''"'

Govenror Arno id $chwarzene g ger
on signing an executive order to iayotTcertain workers

nd cut others' pay to the fecleral nrinimum i,vage

"Please wslk a vYeek in il slilte wrtrlcer',, shoes be.fore yott sign rhis *recvttive orc{er and inngineyattrself ancl your family surviving on $]6t per nveek,i,se 
e

Lieutenant Covernor John Garamentli
in a letter to the governor

,'r...(B)ecause 
l/ ls based onJaulryt legal ctndfactrnl premises, I will nCIt eom.ply with rhe Order.,,

State Concrolier John Chianu
July 31,2008

wirh the state projected tci enter a cash crunch at some point, it appeared rhat both sidesin the legislature were enga&ed in n chicken race to s** *ho nuoold concede before the
rn rssp n
that he
budget ;
es and



controller John chiang * whose otfice issues the targetecl state paychecks - said lre would not

il*l};:lth such an order and that there would sufficienr cash on hand to ***f puy.olls ttrrough
v vH Lvlar vvr.

Nonetheless, the governor issued the 
.nrinimum wage order - ,,vhich also provideci forlnyoflis of selected ternps' recalled retirees, ancl part-tim.r* oid elimination of most overtrme - onJuly 31,2008, 'fhe original estimate put the numb"r otrayom at around 20,000 but that fisure

ared various workers deemed to be in crit-ical
emanding that the wage cut be implementecl but
ter system would requrre months of work fo do
f doing.

d that sinee the * the only people
worlc w,ith the t be empioyed to
evenr, despite e could be heard
nteed that rcgu pay rates r.voul<i prevail through August, And
wage pay cut ce a final budget deal was reaehed in rnid_

Because of tire ability to b,rn"ow ti,
reserves in the general fund to do not mea
determine from available figures ex*ctly
point of the Schlvarzenegger challenge. T
cash positiorr. Included is an estimate o
subtracted any internal bonowing and short-term borrowing tg produce an estimate of ,,unused
bomowable resources,"

the budget 9li*il of the early 2000s, after accounting for borrowing via RevenueAnticipation warrants (RAWs), unusecl borrowabie resources were down ro around $10 billion
8, the control comparable
om the summ (when there
was in fact s r range, tlre

e summer. However, there have besn summers
\nd at least the conholler's end-of-July estinratesheld the unused bot"ror'vable resource$ t<ttal at around $10 billion and $g,6 billion at the encl 0fAugust' It was thus unclear from publicly-available data when a cash crunch n:ight .U*-:r-""" 

"^

However, the sfate often runs out of cash within a fiscal year because tax inflows andspending outflows don't match antj so borrow
(RANs). it did so, for example, during 2007_0g,
January ?008 budget proposal assumed that $g b
with a budget in place. So the stare was exllecre
crr without a budget. The difference is that
(Revenue ,{nticipation warrants) rather than R.ANs and likely pay a higher interest rateretlecting Wall Street's appraisal of a disorderly fiscai house. put an-other day, the minimum
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wage/layoff action - although cc'uched in tenns of cash flow * was in fact a way of pressuring
the legislature.

What Did I{e Say?

"Thefact that the &overnor now hns said we cannot ltalance this budget, we cannot get throtryh
ur ar least a temporat? tax I think is a step in the right
o thi,t, but let's be clear, he doesn,t have any $Ltpport in his
Republicar have got to con.te up with proposals, and rhey

Senate Fresident Don Perata

"Sencrlor Pe'rata's stalernenl regarding the laclc oJ'Republicart soltttions is patenrly mcorrect.
[ile hnve been hringing ideas to lhe table since irst tearning of the/isculriirir."(t

Senate minorig, leader Dave Cogdill

"lYe are not clisctrssing whut is being negotioted in the Big 5.,,66

Unidentified spokesperson for fhe governor

"This year we hsve hearcl Repuhlican,s and Detnocrats in the Legislanrre talk abtntt our hudget
syslem, hi the timefor talk is ov(?t'^it is timefor everyone lct cgmpromise ancl get this clone.i67

Governor Arn old S chwarzenegger
after proposing his "August revise', budget

In early August, word was leaked that Govemor Schwarzenegger r.vas willipg to consider
a l-cent increase in the state sales tax (from 6.25 eents to7.25 centt-to last tl*ee or four years.
The quifl pro quo would be a legislative agreement for rsfonns involving ean-narking funis for
(another) rainy day"fund ancl a speneliug cap, Presumably, such u,, *ri*hunge would ilvolve
putting fhese provisions on the ballot as constil tional amencJments. Democrats weleomed the
idea of a tax increase, but uot of the sales tax. Tlrey pref'en'ed raising the upper bracket of the
personal income tax and were leery of constitutional spending eaps. R*puUii.ans criticized tlie
tax idea. "I cannot cnvision nny Republican legislature sippirting irch a proposal,', sajd
Senate rninoriry leader Dave Cogdill,06

Holvever, in the third week of August, the govemor took the unusual step of unveiling an
August revise proposal. A key element was indeed the temporary l-cent sales tax incriase
(estimated to pull in an additional $4 billion in 2008"09) and continuing through rhe sumrner of20ll' 'Jlo attract Republican vores, the proposecJ increase would be followecl by a 1,25 cent
decrease in September ?011, thus produeing an evenrual net decrease in the sales tax of a quartor
cent. Various loans would be ma<ie fiom funds outside the generai fund and other changes in tax
treatment would be adonted.
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revise JH-i1?1"-il"friffffil-*-tion 
or the August revise was ress complete than the May

revenues on the order .f $6 bi it probably ,"vould liave raisecl tax

That gap rvas to tre macle up thr ;it. of something like $2 billion.
nroringdown the reserve (whir wing of other state funds an<lby
unusecl Economic Recovery I 'se 

of the earlier flotation of rne

pro.iections of srate economici pe ]ff,|f;ffi: 
depended in prinr

Deal or No Dea{

"It's time to get this budget done. [t,s l:een way too long.,,6s

Senate Republican lead Dave Cogdill

^!i:,'::'!,:: ::i,rr'!il::;o,ther 
get-out-of'town budget rttat vviil, more than tikety, besin jauing

Sacramento Fee columnist Dan Walters
"{'m not proud of this bucrget - it jttsr kierts the ca, down lhe r,nd.,,1r

Senate Fresident Dcln perata

"I clon't see much of a signing cerenlotxy hecause there,s nothing to cerehrate.,,tz

Governor Arnol d $chwarzenegger

While it mjght thar the govemor,
created a new Cynamic u t.,^o;u foi o *o*p #::The California Taxpa), on (Calfax) * 

"i d thepla'' albeit reluctantly" But R.epr-rblicans wou"ld_not accept a 
_tax increase, even temporary ancleven follorved by an evenrual tax cut. And calTa* * deuounced by the Howard JarvisAssociafion aq 

.Jhe,,moutlipiece for corporate b
to prop l3 jn lg7g,/r In any ovent, the iesultinc
did not receive the neecleci nr,.o thirels _ ;r;;;;,the es tax cut. Governsr $chwarzenegg*. .;nf*rr*,had nce rvith Republican legislators, 7:[itrri'"t"*or, ,o cantdct with them - r]one.Bec "iltsl so out lhere,,, he sfrd.,-

Sinoe fhe govemor soukl not cleliver any Republican votes, the stalemate contlnued untjlthe Democrats essenrially gave up and proclucecl a bill Repulll.rn, indicated they could endorse.As initrally flamed, a key element was raising income tax withholding, but nor rax rates ^basically an interest free short_ternr loan to the srate by taxna
dramaris press conference saying he woulcl 

";i; ;lr;;Jior"i'
f'eatures were noi suffieientry stringent. He inelicateo trrJili* *



passed with a two-thirds vote - the sante propeiriinn neeclecl tr: ovemide a veto - hjs veto would
also be overridden" But it turned out to be more complicated.

An increase in income rax withholdin€ seemed likely to be very unpopular as it becameevident that it was &n interest-fipe loan, Tlie smokerrr*rn involved might well have provecl
more unpopular than an overt tax increase, Ancl it was not clear that Republicans who supported
the deal initially rvoulci I'vant to ttverride a gubernatorial veto, Moreovei, the withholding part ofthe budget appeared. in a separate bili which reeluireci r:nly a ma.yority vote - since it wastechnically not a tax increase. It appearerJ that contiary to the governor's expressed expectation,
an ovemide of his threatened vefo lvas not going to i:e Lasy. As a result, the iegislarure modifiedthe deal to include tighter rainy day fund prnvisions anci pussed it on September"lg, 200g,

The budget was-signed on September 23,2008 after the governor vetoed about half abiilion dollars in expenditures. once a budget was officially in plaie, various state bills that had
Sone unprocessed Lry the state cr:nkoller could be paid. 

- 
Aad stare employees - who neveractually had their paychecks cut to the minimum wage * coulcl nonetheless participate in acharity event with the opportunify to drop Finance DirecLr Mike GEnest into . cfrnf tu,,,i.tt 

'-' *

As Table 2 shows, the final figures for revenue and expendirure looked more or lessunchanged from tlre August revise estimates (arid containecl a deficig. But since there was nohike in the sales tax in the final cle al, as there had been in August, adclitional revenue sources hadto be developed' Some of the addecl fevenue came from tJchnical changes in corporate taxesincluding "accelerated" payments (whieh subtract revenue from the future) and accrual changes(which accelerate bookkecping - but not cash).

However, the economic outlook for the state on which the revenue numbers were basedwas becoming more uncerlain as the country (and global econony) faceci a rnajor financial crisisjust as the budget rvas being signe<i" Tirere were concerns, as eredit markets froze, over whetherthe state might run out of cash and be unable to float l\evenue Anticipation Notes - which hadbeen planned for the fall - to cover its expenses. Based on the olci economic estimates, theGeneral Fund was to end witli a reserve of $1.7 billion at the end of June 2A0g *which wouldexist only because of the floating ,rf thE remaining Economic Recovery Bonds during 2007-0g.Given the economic uncertainty sumounding tlie financial crisis, there were eonsiderable
downside risks built into rhe new budset.

"Aftermath and Afterthoughts

"Governor Arnokl Scltwarzenegger toclay ,signed the 2008-0g snre budgel, concluding a verydilfiult budget lear.ancl,,drelivering o ,eni'win for Califarnia wtth i proposal to acltievemeaningfiil budget reform " / b
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""'(B)y cotnmon consenl, everyone pretencls thut atttdatecl numbers nre still vnlicl * in e-lJ"ect
o:',f"ry the prrtblem into the next venr. or as they say in silicon valley, gair[tnge in, gaibcrge

Columnist Dan'Walters
Sacrantento Bee

The California Con"ectional Feaee oprison egan the process of recalhn
in coll tiations and as part of the ur
of the Republican Farty toyed I

increase in his August revise. while "barery,' opposing a recail, the
Register ienounced sehwarzenegger as "Gov, \^Gather vane,' fbr *."70nclDtes,"''

take place before the 2010 Census resulrs beco
affect budgets after the govemor left office. So
the immediate 2008 budget crisis lvhen the decisror: was made to p.ush it.

Even as a long-tenn refonn - the interaction of redistricting and the two-rhircls vote
ge more difficult, The rheory of redistncting
more centrist candidates wh<l woulcl be more. But it could also increass representation of a

s1 i.vho would rnake a two_thirds vote less
allied gr.oups such as organized labor, viewed

powsr grab.

The govemor did win a ballot measure for a tightened "rainy day fund,, (resewe in tl:eGeneral Fund) as a consequence of his veto threar. Hisiarget was to have an eventual reserve ofl?'500 that eould not be readily raitied l:efkrre it was accirnulaterl or needed. Br:t there are anumber of problems with tlre focus on the rainy <lay iclea" First, rainy a*v runas have to beaccumulated r.vhEn ihe budgerary sun is shinirg
likely to be in fhe near terrn. So the rainy cla;u
of 2008. Second, it is very difficult - i.vhnrer,,e
raid on a rainy day fund (or on other funrls
deterrnined to do it. Third, a constitutionally r
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vote of the people' The legislature agreecl to put such a measure on the ballot s'me rrme in 2009,perhaps March ot June, buf son:eone would have to mount iand financ*l u runipuign to win voterapproval.

day fund concept is not particularly promising.
t to do $0, the dot-com and stock market bubbl*e

Goveruor Scliwarzenegger wantect (ancl whjcli
come up with more fimdamental solutions than
solufions, the crisis is simply delay,ecl a year.

immediate 2008 erisis, One of
with authority to rnake rnidyear

e x t en cr e d 0., 
",iJ 

i,iJfi ffi :t'; ;lJ;ilffil''r',:
aurhorirv could be srrippecr away in turr.rre ol,"o*3fl 

":H, 

H'il ill-*Tj'i1iffiTi:h i[:dealing r'vith the current buclget crisis - as lveil as furure ones * might have involved authority tomake nridyear cuts, the govemor instead focused on redistricting in 200g, a refbrn: rr,,irh noimmediate impact and uncertain Iong-run aonsequences,

t of history on Govemor Sehwarzenegger,s approach to
provide some lessons on what happens rvhen i govemor
from a developing problem, Theie lessons come rn the
assage c Prop 13 in 1978, We furn now to that episode
l3 led t fundamental chang*s in state ancl locai fiscal

Frap 13's Genesis

"Nothing in life is so rigid thttt there ar€n't developments. That's tnte in polirics. That,s tnrc intheologt' That's lrtre in persrtnal relatians, Andfor those^small mincls ihat starisnly adhere to
faotish consistency, their irrerevsnce is their bestierat.i.',el'

Govemor Jeny Brown
explaining why he had rurned from

opponent to sllpporter of prop l3

ln essence, Proposition l3 - on the ballo
a simple problem, Rising home prices were c
rolled back the assessment value to lgls-75
sales price, whichever was higher, It limitecl the
fhe equivalent of anywhere from l,Svo to over 3

AAto



rcrease fbr inflation in ch year
) assessrnent would be
irrjs vote for new state ,:il:;

a significant reserve, llhe state would have con
l3 was enacted, However, given the ballot init
table indicatps - was a state deficir of about $l
various technical issues faileci lvhen the stare Su

Current polling suggests the continuing po 13.8s Not su thefiulher back jn time homeowners purchased tlieir familiar they ropl3's details, Bur evsn recent honreowners ineli elte for prop 13 if the
rneet with suspicion and disapproval, The only
ercial properly at a difl'ersnt rate than residentjnl
hed as taxing residential propefiy at a Iower mts
al rate at n higher rate than resiclential.

Even rhat "split roll" approach _
problernaiic as a ballot measure since oppon
more generally. Certainly, Gervemor Schw
rinkering. In a notable incident dur.ing
Schwarzenegger's advisor, Omaha-baseci finin
of Prop 13 to the \Yall Street Jolrnal aad 

.createcl a political brouhaha, schwarzenegger
managed to skirt the damap.e by quipping "I told lil'ctrren yhe mentons prop. IS one more tinte,
he has to do 500 sit-uls." 66

'['he Impaet

"I'm sure Arnrld was mortified when he reacN (Bulfert,s commenrs),,,

Frank Schubert
Republican consultant

"Watren's right' tt's an ttnetluul system. Bn all rhe palling incliccttors l,ve seen show tlte
oppetite Jbr changing the system is very low.,,87

Bruce Cain
Director, Instihrte of Govern*entar studies at uc Berkeley

"".. (I)/"the ctn-rent budget problern ls a lack
pretend -" then vve still can't blame prop t S far
5 years ugo, the inflation adjusted, per cetpitct
firrpass Pre-Prop I3 levels."28

aJ' yevew.t€ * yvhich it isn'l, of course, bul let,s
todery's budget imbalance. fi/hy? Because aboul
property tm calleciions in CaliJbrniu began to



Fre s i den r, How arct J an is T--p r,-* 
JiH":rXlit 

l
in January ?009

As the cluotes above suggest, the effee
noted below, the stafistical component r:f the
rvhjch it appears to be based. At thr: time it w

- but restricted general tax increases _ localities

state finance and evenfually pushed for a ballot-

A c t was authorities more dependent on ttreir portion of
::-,,::t.1S..: e ,,flrsca 

d u$e.,, Thar is, lc,cal zoning decisions rendecitu trrr tuw o ch as ufo malls thar generate sales tax and ar,vay frornofher uses such as manuthctudng or residential. Finalry, tri-r- wa$ rhe political e ff'ect mentioneclearlier of stimulating increasecl interest in using oir*r, democracy to enact laws andconstifutional amendments 0u budgetary matters and other issues. As noted, the pace of placinginitiatives on the ballot increased aiter the success o1'prop 13,

on illusffates, it nres bee
for inflation ancl growth,
Note that since p assessn)

ol current sales (anci therefore market prices)
ustment), sufficieut real estare inflation could
rate of property inflation _ alrhough rapirt in
uce a catch-up over the entire periorl studied.

The combination of inflariQn anrl. population grorvth sinse the passage of prop l3 hasbeen roughly 6Ya per annum. Hven wifh thl run-up io fionr* i"ces in the early 2000s - bqfore rhe
essed values of tlrose properties that lvere sold.
med info dramatic deflarion. A stucly by the

roperty trrx revenues rose in nominal terns a bit
effect. The roughly Z% per nnnum rise over
ing the propeffiy tax take ad.justecl fr:r those two

unrikerv to have macle up ror rhe i'narion+porr';1i"1'0ffi-'11'--"-3;J:-J#J:fii$:#thrrould be



In any evenl, the study that appears to be the basis of the quote - which the Hor,vard Jarvis
Taxpayers Association (HJTA) had commisi;ioned - clid not in fait say thar adjustecl property tax
revenues had caught up.el lt said instead thar IDh! state revenue adjusted for inflation and
populatiort grolvth was above pre-13 levels. ln fnct, that event had occurred lor:g before 2002-03

r1d, 
9gu1ry adjusted total revenue - although higher

- had flollowed a U-shaped parh. City adju.sred iotal
rvered earlier than county revenue" School clistrict

1980s but then rose above pre-13 levels after tlie
enactment of Prop 98,

The property tax is a local tax" not a ,state tax, so * as noted - the impact on the state was
not as a tax recipient but as a subsidizer r.tf the loeal authorities. Not surprisingly, the HJTA
sfudy showed that local property tftxes, adjustecl for inflarion and populatiori growth, had
declined: a 60% drop for counties ancl 5070 fcr cities, The report cticl nof give n complrable
proporry tax ftgure for school districts but the number liad to be in the ball park of the county anrJ
city figures. (School distncts are located within counries and tlreir boundaries often encompass
whole cities.)

Also not surprisingly, transf'ers to riependent localities from tlie state - adjustecl for
inllaticrn anci population grolvtlt - were up subsfantially: a 7|Vo increase for counties, City clata
sirowed a big shift to fee income. School clistrict clata were again limite<l but * as noted - rhe
ability of the districts to charge user fees is small. Federai subsidies were up but only a fraction
of the increase in total seliool revenue. So it appears that the state became the schools, main
patron.

What camrotbe known is the degree to wliich Prop l3 altered the total of state and local
revenue and spending in California. Since, as the HJTA sfudy suggests, state ancl local buclgets,
adusted fcrr inflation and population growth, rose! it is cleaithaiFrop lj - even with its trvo-
thirdsvoterequirementontaxes-lvasnotanabsolutecap, Partclfthereasonjsthaftlierewasa
two-thirds requirement to pass a state budget in effeet long before Prop l3 cams alogg * so the
Frop 13 reqr:irement was an incremental eonstrainr, not something totally new. Moreover, prop
13 does not stop the state from spending revenue windfalls that arise within its existins tax rates.

The Story r:f Frop 13

"I think Proposition I3 will be defeutect nncl I vtill ancl I
Itappens. " "

will do anything I can ta see that

Govemor Jerry Brown
before Prop l3 passed

"Limiting the public iector i^s the messe:rge af prapositiort 13.',e3

Governor Jerry Brown
after Prop l3 passed

Various authors have traced the history of Prop l3 frorn both a jcurnalistic and acaclemic
perspective.uu And not all agree with Governor Er,:wn's quote above that the public v\ras anxrous



to limit the size of the public sector"es Another interpretation is that people wanted serviees to
eontinue but also want to have both predictability in the tax burden and less of a tax burden.
IJorvever, the meariing of o'servicss" can vary across inclividuals. Police and fire enjoy
popularity as desired services, "\Velfars" spending (transfers to lower*income persons) is iess
favored.

Tlie basic story of Prop 13 is well known. T'here were anti-proper-ry tax movements
wltich ebbed and flowed as far bae k as ttre 1950s. But these were often ied by disparate gacitlies,
sometimes advocating tactics such as o'tax strikes" (which could have endangerei flre properties
of any homeowners who took part or at least subjected them to late tax peialtiesl, When the
calls fbr proper'ry tax relief wr:uld become particularly vociferous, the stati would enact various
types of tax rebates and the fel,er lvould decline"

Moreover, property' tax relief was n<lt a simple left-riglrt issue, Politicians ou both si<1es
of the spectrum r'vould take up the cause, For example, when she first ran for a seat on the $an
Francisco Board of Supervisors in 1969, Diane Feinstein made property taxes an issue in the

f.rTplig} Vofers,.she said, shoulctiake their tax bills to the polhlwhatever exactly that meant)." Only after Prop l3 passed, was the taxpayer rr volt cast as an issu* of the right,

County tax assessors had a good deal of discretion in making assessmsnts, Sinee they
were elecied, not appointed, &ssessors lvere likely to be sensitive to homegwner cornplainti
(where the votes rvere). In soine lvays, they could act as a circuit breaker, cushioning the impact
of jumps in real estate values (Lry undervaluing property). The result was a tilt of assessrnents
away from private residenees and lowarcl commercial property. Flowever, with discretion eame
opportunlties for eom:ption. Tlturs, public policy shifl.ecl toward ensuring honest asse$sments,
One of the inadvertent consequences of this refonn was a shift in the proiefiy tax burden away
from business and torvard homeowners as assessments came closer to ubtuol mlrket values.

When home prtces escalated and assessments rose irr the lg60s and 1970s, anger tended
to be fbcused on the counfy assessors who delivered the bacl news ro propefty owneru. ln Los
Angeles Counfy, Philip lVatson wris elected assessor on a platform of doing away wirh on-site
investigators ("sntlops") who rvould visit properties to evaluate them" Irstead. he relied on
deveioping computerized nr*thocls basecl on comparable sales and known liousE charactenstics
such as square feet, Hven so, Watson had a political problem as the target for homeowner ang€r
as assessments rose' At one point, he was charged with comrption in assessing a particular
commercial properfy (and then acquifted in a high-protrle trial).

Watson sponsored ballot initiatives - esseiltially protofypes of prop l3 - jn the lg60s ancl
1970s, which would have cut property taxes. He thus deflectbd voter anger from hrmself arrdrefocu But uor. *.*6rs of tlie LA CountyBoard ax ac tson vr;as forcrd to resign in Ig77,
just as p l3

ln essen$e, a perfect storrn developed, in part because in califomia tax assjessors had a
reputation for what 

9ne SjudV tennecl a "high level of professionaiisrn and expertise,' in
calcuiating market values."o Just betbre Prop l3 rvas enaCted, the ratio of properry raxes to
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personal income was about 40% al average; only lVlassachusetts"(which passedits. own Prop l3-type initiative prop t3) had a frigf,*r"*ti"l, As Cl.:arf 1indicates, home prices were rapid

e-ye,a( cycle so assessments would iunrr with
doliop. Disparate anti-property i.* [roup*

ent - Howard Jarvis and paul Gann _ nrade
or Prop 13. And ofher influences ttrat pusheclproperty tax relief ro the fore are o.ften cited.

ximately equalize
cal properfy taxes
property taxes as

While rhe irrfluence of Serrana on th
escalation of property tax assessments was alsr

homeowner's property tax
filled trvice as fast, and pol
calls.

Ceftainly, the scliool issue elearly he
Fernando Valley, the eombinafion of Seruanc
segregation did not create a sense that schools I
forces and the anti-property tax forces tended tc

Wren Ronald Reagan was Sovernor, he opposecl the Watson approach because he feared- as a conservative - that shifting the tinancinp; of scliools to the state'and a.ffay from the localproperfy tax would weaken local control, Ancl the governor anci legislafure * as notea earlier -would periodically provide tax relief to hon:eo\,vneis in response to tlie initiatives and srmilarpre Prop 13 loomed as a possible b and ame llotfrro rnor Jeny Brown and tlie legi d to An 10lon ut by then an active candiclate * re sign 13petition. Prop 13 had become the centerpieeer la m and ofvarious fbrces in the taxpayer revolt.

fficials, public ssctor unions, and manv jn
posed by big businesses even though, as
to business properly than to homeowners

that ultimateiy cutting a local source of revenue
te business. On the other hand, many small
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businesses - Jarvis re"presented apartment-house owners, often mom ancl pop opsrators -- found
the proposition appealing.'"

While some observers have found ths opposition to Prop l3 of big business paradoxical,
the fact is that as with any major policy change, there are often consequ*nc*s which interest
groups don't understand or fail to tbrecast accurately" F'or example, rial estate agents were
enthusiastic supporters of Prop 13, rJistributing petitions and the like. But Prop l3 eontained
incentives fbr people to stay in their existing houses, not trade houses. Ancl other things equal,
less chuming of houses is a Bad Thiug if you are a realtor dependent on sales commissions.

Sirnilarly, it is cloutrtful tLrat Jarvis and his apartnrent liouse owner,/backers could have
predicted that Prop i3 would spawn rent controls. Renters had been promised that landlords
wor'rld sonrehow share the windfall of lower taxes in tire fonn of lowerients. Incleed, prop l3
co-authorHoward Jarvis had hinted at an agreementby apartment lancllords to lowerrents if the
iniriative passed,lOa I3ur Prop ll hacl no immediate effect on either apartment demand or
apadment supply - so sueh rent reductions did not occur and angry tenants clanrored for controls
in response, Special interests do not always know for sure what their interests are.

In the end, despite the late arrival of an alternate ballot proposition placed there by the
legislah"rre and a rather ineffective campaign for the alternative and against prbp 13, prop 13 won
by a 2-to-1 margin, The alternative, Proposition B, lost with 41% of the i^ote, As a result,
Floward Jarvis * who was far morr: colorful and visible than the soft-spoken Paul Cann - becnme
a folk hero (and even landed a comic part in the movie Airylane). Hjs book* a kind of me moir
and manifesto - was widely read.'"

Jeny Bror'vn - who oppose:d Piop l3 before it was passed - announcecl afterwards that he
would make Prop I3 rvork a.s th* wiil of the people. And he liad the means, ar least temporarily,
to do so by bailing out the loealities, given what state treasurer Jess Unruh callecl the ,,obscene,,

state reserve that had been accumulated.lO6 Jalvis seerned to endorse both Brown and his
Republican opponent, Atto.rney General Evelle Younger, in the fall gubematorial election.
(Younger liad in fact given mild support to Prop l3 r.vhen it was on the June ballot.) Brown went
on in November l97B to lvin re-election to a second term as govemor as a conven to the virfues
of Prop 13' And, of course, Ronnld Reagan won his first tenn as President in 1980, in part due to
the spread of the taxpayer revolt from califomia to other parts of the counfry.

The Prop l3 episode has significant parallels to ihe budget crisis of 2008. In both cases,
there were plenty of advance warnings of a coming crisis -- Prop 13 in lg?8 as a political crisis;
the 2008 budget impasse as a fiscal crisis, Arguably, the legislature and goo.ino, had rnore
potential abiliry to deal with the 1978 political crisis rhan rhe 2008 fiscal imtrroglio, In the
tbrmer case, the state was runrring a large buclget surplus and had accumuiated a reseive that
could have been used'for aggressii,e and pre*emptive property tax relief,l0?

lndeed, it was that surplus and reserve that allowed the srate (partly) to bail out local
gOvemments when Frop 13 came into effect- at l$astuntil the recessiclnary rtrito^te of the early
I980s interacted with the bailout to cause a fiscal crisis for the state et the end of Governor
Bro\,vn's second term. If such a ftansl'er of resources was possible cfter Prop L3 was adopted, it
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surely was possible before. What prevented action being
The actions (or lack thereofl of the goventors ur both the
budget crisis had much to do r.vitlr these twi: evenrs.

Two Governors

taken preemptively at the state level?
Prop l3 political crisis and the 2008

"h{nybe by avaiding doirtg things yalt Gccompli,sh quite a lot.', t08

Govemor Jen,, Brown

"Flip-flopping is getting a bad rap, because I think it is .{reut.', t)e

Governor Arno ld S chwarzenegger

Initially, other than the fact that both have been govemor of Califomia, Jerry Brown and
Anrold Schrvarzenegger oould not appear l.o be more different. Brown was raised immersed in
state politics in the household of Pat Brown who was state aftorney general and then goveruor
(1959-67) Son Jerry first intended to be a Jesuit priest, but then ctringea his mind and went into
politics, initially as an elected member of the Los Angeles Community College Board, ther: as
Califor-nia secrctaty of state, and eventually as govemor. Schwarzenegger, in*ccnnast, was an
immigrant weight lifter who becarne a celerbrity movie star/action hero. When Schi.varzeoegger
ran in the 2003 recall, he promised voters "action, action, aetion," [n contrast, Jeny Broivn
focused on lowered expectations and more:meditation.

But ancl interest. Both govertors
recipients o haracterized themselves as notpoliticians. gical lines. Both liked to ide
Issues, nota f {iom nitry-gritty details of policy. Both liked
to talk with a wide variefy of people. Both r,vere capable of laking actions ihat s.rprised the ir
own staffs and both enjoyed ectic mix of staff members. Both fitted the stereofypes
about California as a place al and amusing things happen, stereotypee whieh are
popular outside the state and onal attention as a result. Both have proveO capable of
quickly reversing policy r,r,hen the politicai nee<i arose.

These eharacteristics work well in personal campaigns for elective office, They work
less well in dealing lvith legislators u'ho often are ordinary politicians with .r.dinury
constituencies to please. They work less well in rounding up support for policies that are
cottffoversial and are 

-opposed 
by major interest groups or in obtaining support for unpleasant

aeliotrs in the face of fiscal dtshess or other difficult siruations, On the othe,r-hand. the abilitv to
reverse course, permits a political rebound rvhen needed.

Thus, after Governor Schwarzenegger's 'oYear of Refr:rm" ballot initiatives were all
defeated in November 2005 and his popularity sank dramatically, he proclaimed .,message

received" in his January State of the State address and went on to win re-election rn Novernber
2006. Sirnilarly, when Jerry Browu fbund trimself on the wrong side of Prop I3 after it passed in



June 1978, he quickly became a derlicated Prop 13 supporter, wooing Howard Jarrris personally,
and winning re-electitln in November of that year by a wider margin than his victoryfour yeais
earlier.

Over time, what the issues are - ancl what will prove popular * changes. Jerry Brown
made a point in his was
the anti-Pat, He too
took a hard line on FIe

erry
Bruwn identifled niore with a tough-on-crime approach than with an emphasis on rehabilitation.

Pat Brorvn * although he now has attained retrospective gubernatorial sainthood for his
freeways, waterworks, and universriry campuses - left office aiter rJef'eat by Ronalcl Reagan
blamed for student demonstrators, the Watrs Riot, anci a major budget crisis ihat he left to his
suOcessor to flx' Jeny clearly did rrot want to be identified wifh thoie images. Operating with
such New Age themes as "small is beautitul" and "era r:f limits," Jeny genirally opposed more
freeways and similar infrashucfurq: - with the exception of a fancied California state space
program that never nraterialized. l l0

Schwarzenpgger, ironically, invoked the now-sanctified senior Brown as the rnodel great
builder in pushing fnr Pat Brown-lype infrastruchrre in 200d. The contrasf between Jeny
Brown's modest choice of a Plyinouth as his state car and Schwarzenegger's predilection for
ilumnrers simply reflects ehanging times. (Ancl as public anxiefy r:ver-rising gasoline prices
calne lo the fore, the Hummers seerned to clisappear from view.) jeny Brow" *it interested in
beaming solar energy from spar:e. /rrnold Schwarzenegger focuses on the "hyrlrogen highway."

Now that New Age symtrols and rebellion against trarJition are no longer the novelties
and thepolitical assets they once were, Brown o, mafo. of oaklandreturned to ihe conventional.
As he prepared to rerulx to statewirle politics in the early 2000s (a successful run for Attorney
General in 2006), hp disconnected from a longtime Zen guru/advisor - who hacl made trimself an
entban'assment. And he man'ied his lcingtime girlfrisncl,lll Similarly, after the 2005 year of
Retbrm fiasco, Schwarzenegger dropped the Flollyrvood-sryte phoio ops that had bec6me
counterproductive. He insteacl furnerd ta professional press conferences und tuks to civic grgups
to pr.rsh his agenda, often in a suit and tie,

1977 -7 8: What }Lapp enecl?

"lVhenever I tellan audience local governntent will come to a halt, all I see is smilingfaces,,'tt|

"This may be the time (hey waited too God-tlamned lang to act,',tt3

Assemblyman Paul Priolo
Republican minorlty leader
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The fiscal year that ended in June 1 978 * with the pa$sage of prop 13 -- hrmed out to be a
crucial penod in California's budgetary hisrory, Memberiof the legislatirre were certainly aware
of pressures tbr property tax relief. A bill was in the hopper at the beginning of the fiscal y*ar
providing property tax postponements for seniors (until the-property wai sol<i) ancl other feafures.
And there were policies nonsiclered that would allow taxpayers to defer property tax increases
above a given per Democrats were willing to consid*, .ui* on spending - state
and or local - an been unsuecessflllly puisued via initiaiive by tlren-Governor
Reagan in 1973.' centero(l about a-dernand frorn the business communrff to
abolish a tax 0n commercial inventories, a$ part of serme more general tax relief,

Ccrmplicaring tlie task, however, was court-ordered legislative compliance wilh Seryano,
which one way or the other seemed to irnJrly
for pocrer ones, Weaithier diskicts naturally
such a district said that when residents of
redistribution, "ir's going to drive them right ot
finance and dealing with state-supported locai tax relief proved. difficuit from the start, Fipally,
Govenror Brown was adamant that whatever the l*gislafure dicl oo those two fronts, no genera)
tax increase coulcl be included or should result from iegislative action,

Br"rt although some $tate offlcials were concemed about property taxes, Sacramento began
the fiscal year lvithout a sense that snmething clramaiic rvould come'about in less than nvelve

ited a NASA center in the Bay Area as part of
ites. In attendance at Space Day were notables
ographer Jacques Cousteau, and LSD enthusiast

:inated,by space, " the governor observed, citing the
suceess of tlre reeently-released Srar Wars movie.tIT Nonetheless, back on planet Earth, new
residents eif California coming from out of state were being shockecl by the price of new homes,
wlrat one termed tlte "great california rear estate.frealc*out pheno*rno,r, ,,trd

Meanwtiile, .Paul Gann, despite their differences, had begul
eirculating petitions woulcl become Prop 13 on the state ballot. By late
September, with no r r Aqn r om ihe le lie tw.o were projecting enough

.Iune 1978 ballot. one a buted the succesJ of'the netiti;n
to do aqtthing aboul the lle Indee,l, tlie governor and the
on a plan for property tax relief when the first half of the lg77-18

session encled in Septemtrer,

. . with the legislature out of session, there was little action on the property tax issue as the
calendar year came to an encl. As is standard practice, word began io be leakeci by the
admiuistration about the content of the govemor's forthcoming Januarj bu<1get proposal. In late
De cember 1977, varior.rs legislators and the press were invilecl to a speciit tri*iing - fbrmer
asrronaut Rusty Schweickart was in attendancc - on a communicaiious satellite in which
California would have a share and for r,vhich the budget would provide.l20 On propeny laxes,
Gcvernor f3r0wn's executive secretary Gray Davis rnid tl'rr governor would favor a bill that
included a limit on local governments' ability tr: raise property tax rates.



Once the legislative session resumed, Govemror Bror.vn argued that there would have to
be a choice between propefiy tax relief and income tax relief. California's income tax was
highly progressive and inilation lvas pushing taxpayers into higher tax brackets. One remedy
wouid be to index the brackets to intlation. But since there were calls for both income tax
indexation and some version of property tax relief, the legislarure would have to pick which one
it wanted. "The two ideas are incompatiltle, " said Brown in mid-January,lzl

In the background of the debate rvas lhe 1978 gubernaturial race, already in progress.
Attomey-General Evelle Younget, who would eventually emerge from the June primary as the
Republicun nominee for governor, favored tax relief, Nonetheless, when he formally announced
his candidacy, Younger's injtial program was along the lines of past legislative effbrts at tax
relisf when initiatives threatened, rather tiran Prop 13 which by that time was clefinitely on the
June ballot.r2? At a laterpoi:rt, he criticizeci the initiative as "poorly clraftecl" but said he might
vote far FlqP 13 as "lhe lesser of wo evils," the other evil being a bill theu pending in the
legislafure.'" In short, Younger's support of Prop 1j was limited at best.

However, other Republican candidates for the nornination were not so reticent about
backing Prop 13" Former LA Prrlice Chief Ed Davis proclaimed that lre had "perceived the
angry maod of Cal/brnians wlzo are nol going to be denied their taxation revohttion. I gtadly
.ioin thttt revohrtion. " Another candidate, Assemblyman John Briggs of Fullerton, also was an
er:tliusiastic Prop l3 support*r.l?t Ancl there were supporters of the initiative developing evenin
the local govemments that rvould lose property tax revenue if it passed. LA City Controller Ira
Reiner, for example, endcirsed Prop 13 as "an understanclable reaetion ta goverilnxenl excess,"

By late February, thr legislature was still dickering over the terms of a properry tax relief
program. Real estate agents were opposing a plan that would partly finance rehef by a ner,v tax
on house sales. Tlreir opposition was delaying a final plan. Assernbly Speaker Leo McCarthy
frened that "f we dan't gct a bill passed in the n€xt Jbw weelts, there really won't be time ta
mount an intelligent alternalirre to the Jaruis initiuttve." But the govenror remained silent on
Prop 13, saying he lvas waiting to see what would emerge fiom the legislafure.126

It is important to note that Prop l3 was not a sure thing as of early spring 1978, Folling
results suggested that arnong those awarl of the initiative, roughly a third favored it, a third
opposed it, and a third were undecideil,l2T By early March, thi )igislarure finally did put an
alternative Prop B on the ballot r.vhich provided more modest property tax relief than 13 ancl was
more in the spirit of past legislatlve endeavors in that area. Governor Brown signed it saying
"T'his is real property tm relief * not d girnmiclc, "t2s

Although Prop l3 was still not a $ure thing, by late April it was at least a possibility. Yet,
former Legislative z\nalyst A. Alan Post observed that as far as he could tell. there was no
contingeney plar:ning going on conceming how to deal with it if it passed. "Nothing is
happening, " lamente$^Post, who -- after Frop I3 did pass * was named to hEacl a commission 0n
how to deal witir it,l2e However, by mid-May, word leakecl out that the Brown ad.n:inistration
had begun contingency planning. The govemor reportedly told local officials r.vho were warning
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of dire consequences if Prop l3 passed that "T'he thing is, I dan't thinkpeople believeyottwhen
you're,raying all that. " tt'

Infonnation also began fo come from ot

County tax assessor released the actual new
assessments shortly before the election and Prop 13 passed with 65% of the vofe, prop g, the
legislative alternative, in contrast,lost with +z% of the vote.

{mmediate At'fermath

"GovernQr Brovvnittsl di,Tcottered l3 afrer"he knew lhe people were going lo vote ttery heuvily
far i!' By the day after election, he hac! clutched it to his b'osont to the eitent that yott thor.rght
maybe he wrote it, "

"A Brou,n-./nn,i.s alliance wor.tld have s,eernecl biza*e le,ss
longer the case. Politics takes stranse trrrns,"IJ4

Fonner Governor Roriald Reagan

than a month ago, bttt that is no

Columnist David S. Broder
Netv York Times, June 30, 1978

Almost immediately atler Prop I3 passed, Governor Brown acldressed the legrslarure aud
said a new state budget plan - with no new mxe$ - would have be enacteel in two or three weeks
to bail out local govBrnments. Prop l3's co-riponsor Faul Gann commented aftenvards that ,/or
a speech he didn't have much time lo prepare, vvhat he saic{, I li :ed, "fiS l{iring was frozen in the
state and pay rates were fiozen. President Czrrier cleclined a request from Ciovernor Brolvn to
return to the state the federal tax windfall that would result from the decline in (income tax-
deductible) property taxes. Il6

Although the legislafure clid not senel the govemr:r a final budget bill by the start of the
fiscal year, it had or:e,on his desk by July 6" But tiiat was breakneck sp-eed * particutarly in viewof the magnitude of the post-Prop 13 task -- cornpareci with ,ooi*rpor*ry budgei delays^
Goverutlr Brr:wn signed the bill but vetoecl pay increases and cost-of:livin; adlustments ir:r
various rvelfare Droqrams' The new buclget, iuiA m* govemor, "keeps fnith with the yoters,
mandate. "I37

Govemor Brolvn took up the mantle of tax cuttins ancl
a federal balanced budget amendment * ancl clecisively win re-
Ganrr, went on fo put Prop 4 on the 1979 ballot r.vhicn placed
spending and r,vhich passed ll,ith 78.5% of the, vote. By f 980, ho**ver, u,hen Howarcl Jarvis put
Prop 9 on the state ballot to cut the state income tax, voters in Caiifomia had apparently tired of
the anti-tax feruor and o'Jarvis Il" failed u,ith only 39% support. tater in the 19g0s, voters gutted
the Prop 4 Gann limit by passing Prop 98 and t-hen t t t wiicrr earmarked state spending lbr K-
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14. Gann and Jan'is never collaborated after Prop 13 but each rvent onproposing initiatives,
Jarvis died in 1986, Gann ciied in l9ti9 of complications related to AIDS r38

A. Alan Post's commission orr dealing with the longer term fiscal implications of Prop 13
prodr"rced a more orderly blueprint for dealing with fufure bailouts than was possible with the
hasty plan enacted for 1978-79. In a 1998 interview, however, Post complnined that Govemor
Brown never focused on its recclmmendations. "I vvas'n't getting mttch hetp fi'r.tm Jerry Brown ar
his direilor affinnnce, Di_c^k Silbertvtttrt, " he said, "lVe even hac{ a tor"6h time geiling the report
printed and distribtrted. "t3e

In any event, recessipn in thre early 1980s depleted the state treasury and Brown's new*
found popuiarity facied. He lost a bid for the U S. Sennte to Pete Wilson in 1g82. Thereafter, he
retired fiom politics until lS89 rvhen he beat Steve Westly in a race to become chair of tlre
California Democratic Party. I;rom his currenf post as Clalifomia's attorncy general, Brown is
rumored to be planning a run to refum to the governorship in 2010. Post, norv jn his g0s,

continues to be active in state affirirs iind in a second career as a nainter,

Lendership and fhe Budget

"l t:an't help yor.t with whal you must soonface, except to say that thefuttre is not set. You must
be stronger than you imagi.ne you can be. "

Kyle Reese
Visitor fronr the futur:e in

Schwarzenegger' s tilm T he I'e rm in a to r

Califorr:ia has had iiovernors of varying personalities and leadership styies. All have had
to deal i.vith issues of state budgetin6;. Fut, depending on the eeonoury and the pcrlitical winds,
fiscal affairs can be more or less challenging, lt does appear, however, that when challenges
arise, an ability to focus is a necessary - but not sufficient - condition to avoid liaving what
stairted as a challenge become a erisis,

Of cource, govemors oannot enact budgsts on their own, Legislative leadership is also
important, But with ferm limits * a policy not in effect during the Prop 13 episode * strong
letidership is now less likely to comff from the legislarure on fiseal affairs tlian it was in earlier
times, Jerry Brown as governor iet events ove$ake him when the properfy tax movement began
to coalesce around Prop 13. In tenns of winning re*election, he r.vas successful. In terms of
guiding the state's frscal affairs in a u'oribled period, less so.

funold Schwarzeuegger came to o1fice in a recall, largely because of a state budget crisis,
He clearly wanted to fix the problern. Eut after an initial shod-ter-nr fix in 2004 * essentially
bonowing fo refinance the general fund * he mixed budget refbnu in 2005 with a vaf.efi of other
issues and failed to enact any of thetr:. Gutrernatorial election year 2006 produced infreshueture
plans always popular - but again based heavily on seemingly-painless bon'owing,
Nonetheless, as r,vith Bror,vn's abrupt. shift in direetion in 1978, Schwarzenegger's shift in 2006
led to renewed popularity and re-election.
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In ?007, the issue for Govemor Schwarzenegger was to be universal health care.
FIowever, after an initial health proposal. gubernatorial attention wandered to other issues and by
the time attentiou lvas refocused on health, the health plan proved to be a near uriss: passerj in the
assembly, killed in a senate comruitte e. ,,\nd by the sumn:er of 2008, the unresolved strucfural
problern of the state budget had forced itself back as The Issue for Califomia.

There is no guarantee that srrong focused leadership could have repaired the state's
underlying budgetary problem, Governor Schwarzenegger's favored retbrm for 2008,
redistricting, seems only distantly connected to the budget and can't have an effect until after the
?010 Census Moreover, the effect it might have could conceivabiy complicate attaining a two
thirds vote on fiscal policy.

A bigger rainy day fund - the favored reform for 2009 * can't hurt. Bur history tells us
tliat the legislature effeetively blerv out such a resen/e in the early 2000s when tlie dot-com and
stock market bribble burst. And accumr:lating a sizeable rainy day funcl requires economic
sunshine, something forecasters are not prcdicting for the near ierm.

An ability to make midyear cuts is helpful, absenf other remedies, but to the extent such
ability is not wrinen into the aonstihltiorr, it exists only with the will of the legislafure. The
governor did obtain (constrained) authority to cut as part of the 2008-09 budget cleal. Whether
he will coniinue to have such authorily is a rnatter of legislative discretion,

Despite the unfavorable r'iscal outlook, the future is not set" Strone and fogused
leadership from now on r,vould help,



Table 1: Governor's .fanuary Eudget Froposal and tr A0 Budget Proposal Under I,AO
Economic Assnmptions ($ Biltions)

7AA6-07 2007-08 2008-09 2009-i0

Govemor
Revenues $95.9 $96.5 $102.4 na

Expenditures $ l0l .2 $ 103.6 $ 101.I na

Surplus or
Defrcit -$5.3 "$7,I +$1 .2 -$3.8

LAO
Revenues $95.9 $ 96.5 $ I 03 ,4 na

Expendirures $ 1t)1 .2 $ 102,5 $ 103,6 na

Surplus or
Deficit -$5.3 -$5.9 -$0,2 na

LAO
End-oGYear
Reserve $5,0 $?.4 $2.2 na

Ncte: Reserve includes proceeds of $3.3 billion Econornic Recovery Boncl sale in 2007-08.

Nots: na : not available

Source: Califomia Legislative Analyst's Office, "The 2008-09 Budget: Perspectives and Issues,"
especialiy pp. 9, 1 l, 88, available at:

http ;//www. lao. ca. gov/analys is_200 8/200B3andi/pandi_0B.pdf
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Table 2l The $overnorls fofay ancl August Rcvise Proposals and L,AO May .dlternative ($
Fittions)

Governor - May LAO _ May Augirst Final

2007-08 2008-09 2008_09 2008_09 2008-09

Approx. Approx.
Revenues $97.4 $97.9 S97.9 Si0r $t0t

Expendifures $103.5 $101.8 na $103.4 $103.4

surplus or Approx. Approx.Deficit -$6.1 -S4.0 na _$2 _$i

Note: Figures exclude borrowing under liconomio Recovery Bonds in 1007-0g and lottery
securitization in 2008'09, Also excluded are proposeci loans from other funcls in tlie nugust
Revise and transfers in the final budset.

na : not available

Note: Revenue estimate from the August rr:vise is the sum of revenues reported on p, 7 of the
supporting document plus approxirnately $6 billion of non-borrowecl revenue ($4 billion from
the temporary sales tax increase plus other tax revenues including un urno*rry which 1voulcl
technically be assigned to the prior fiscal year,

Source: Calitbrnia Legislative Analyst's Offiee, "Ov€rview of the 2008-0g May Revisio'," May
19, 2008, espec,ially p. 8, available at:

htfp:/ www"lao.ca.gov 2008/bud/may_revise/may_revise_05lg0g.pdI and .,LAo

Alternative Budget: Revenue-Related anel Revenue-Increasing Proposals," June Z, 200g,
available at http: www,lao.ca,gov/handou,ts/Fo/z008/060208_SBFR-Hearing.pdf; Califomia
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'fable 3: California Generai Fund, 1,974-75 * f978"79 ($ billions)

Revenues Expcnditure Surplus
Year & Transfers & Transfers or Deficit Reserve

1974-7s $8,6 $8.3 +$0.3 $0.7

t97 s-7 6 9.6 9.5 0. 1 0.8

191 6-77 1 1 .4 1 0,.5 0.9 1 .8

1977-78 13.1 i r.7 2.0 3.9

1978-79 15.7 I 6.3 -1 . t 2.9

Note: Details may not add to totals due to rr:unding.

Scrurce: Califomia State ControlIe,r,Annual Report of the State Controller)various years.
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hlominal and Real Percent Ghange in ealifornia Homa prices

* Nominal Ghange

- 'Real Ghange

Chart I
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Source: Annual rnedian home price data 1971-78 ftom Marion S. Beaumont, "Froposition l3
Winuers and Losers: Were First-Time Home Buyers Affected Adversely?" in Frederick D.
Stocker, ed., Proposition l3: t1. Ten-Year R.etrospectiue (Cambridge, MA: Lincoin Instifute of
Land Policy, 1991), p. 163; monthly home price data liom UCLA Anderson Forecast convertcd
to amual averages, 1979-2407, Califomia Consunrer Price Index (CPI-U) from Califor ia
Departmenr of Finance. All home price data ofiginally credited to Califomia Association of
Realtors.
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CErart 2
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Source: Califomia State Controller, June reports on General Fund Cash Receipts and

Disbursements, availab le at http:/lr.wvr.v.controller,ca.gov/ard-/cash/index.shtml,
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