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A DYSFUNCTIONAL BUDGET
The U.S continues to grapple with one of the worst Budget Year Deficit
economic crisis since the.G.reat .Depressmn. One of the.ﬁrs.t 1999-2000 $ 2.7 billion
steps that the new Administration took to manage this fi-
nancial crisis was a proposal for an economic stimulus legis- | 2001-2002 $ 4.5 billion
lation that was later approved by Congress. Among other |2002-2003 $ 12.5 billion
things, this proposal allocated funding to states to assist >003-2004 6.1 bill
them with the cost of education, health and human ser- _ $ 26.1 billion
vices. This assistance prevented states from making more |2004-2005 $ 15 billion
severe budget cuts to public services as well as layoffs.1 2005-2006 $ 8.6 billion
However, despite this aid approximately 48 states across —
the nation have faced unprecedented budget deficits,2with 2006-2007 $ 6.4 billion
combined deficits of $230 billion through 2011.3 2007-2008 $ 6 billion
Undoubtedly, California’s economic woes are par- |2008-2009 $ 27.8 billion
tially the result of the economic crisis. On the other hand, |2009-2010 $ 39.9 billion

California’s financial problems are not completely a conse-
quence of the financial downturn. This brief explores the
main causes of our state’s structural deficit, analyzes ac-
tions taken by the Legislature and Governor to address this
problem, and offers some alternatives to solve our current
budget deficit.

Table 1. It reflects the deficit budget years that California
experienced in the past years. It is based on deficits pro-
jected at the beginning of each calendar year. It does not
take into account variation in revenues or further deficits.
Source of information was obtained from the Legislative
Analysis Office.

ROOT CAUSES OF CALIFORNIAN’S DEFICIT:
BUDGET PROCESS

OUTDATED TAX SYSTEM, INITIATIVE PROCESS, AND

Outdated Tax System

During the past decade, California experienced several deficits (Table 1). The years that the state encountered
income surplus was due to fact the national economy was doing well and the housing industry was also booming. This
allowed the state collect more revenues than expected. However, one of the major problems that California faces is its
outdated taxation system. The state budget heavily depends on personal income tax. It is estimated that about 40%
of all the state’s revenues comes from personal income tax, this accounts for more than one-half of the General Fund.4
The rest of the general fund comes from sales and use taxes about 28%, 12% from taxation to corporations. The rest
comes from other sources such as tax on liquor, cigarettes, and insurance.5 While the state’s personal income tax sys-
tem is one of the most progressive in the nation, that is those who are high income earners are taxed more, corpora-
tions that are doing business in California are not paying their fair share. According to the California Budget Project,
“corporate income taxes have declined over time as a share of General Fund revenues and as a share of corporate
profits. If corporations had paid the same share of their profits in corporate taxes in 2006 as they did in 1981, corpo-
rate tax collections would have been $8.4 billion higher.”® Furthermore, the state’s tax system has not been updated
to account for the changes in the state’s industries that have shifted from a manufacturing to service-base. Despite the
current outdated tax system which could be fixed, the fundamental problem that California faces is a distrust of its
residents towards their government and more importantly sentiment towards taxation.
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In the 1970s, California was the
birth place of an anti-tax sentiment that
led to the Reagan Revolution which es-
sentially changed the perception of the
majority of residents in California about
the role of government and taxation.
The embodiment of this sentiment is the
enactment of Proposition 13 in 1978,
with more than 60% voting in favor.
This proposition was led by Howard Jar-
vis and Paul Gann. It shifted the struc-
tural tax system by capping local prop-
erty tax rates, limiting the growth of
property tax revenues and imposing a
super majority vote for the passage of
any new taxes. Its effects are reduc-
tions in property tax revenues available
for local governments and school dis-
tricts, thus forcing the state to fill the
gap without the possibility of raising
taxes due to the supermajority vote re-
quirement.

Proposition 13, also shifted much of
the burden to new home owners as
they pay more in taxes in comparison
to commercial and industrial property.
According to Peter Schrag, the former

editorial-page editor of the Sacra-
mento Bee, Proposition 13,
“reinforced the distrust of representa-
tive government that helped bring it
on and vastly increased reliance on
the initiative process and the sway of
what became known as the initiative-
industrial complex.””

Initiative Process

The initiative process in Cali-
fornia is another factor that has con-
tributed to the structural budget defi-
cit and created competition for scarce
resources among public programs
such as K-12, higher education,

health and human services. The
initiative process was established
in 1911 to provide voters with
the opportunity to approve legis-
lation. The idea behind this
process was to give voters more
power and fight the influence of
special interests and or corrup-
tion in govement.8 Unfortunately
due to the lack of oversight, this
process has given special inter-
est a vehicle to enact legislation
without scrutiny about its fiscal
and policy impact. According to
the California Research Bureau,
“nearly 80 percent of the money
contributed to successful qualify-
ing initiatives in November 1992,
came from contributors giving
more than $10,000."

Continue from Initiative Process

The impact of the initiative process has
locked more than half of the general
fund to education and other earmarked
projects. Once an initiative is enacted it
does not allow the Legislature to mod-
ify it accordingly to the economic situa-
tion. For instance, proposition 98
locked more than one third of the gen-
eral fund, proposition 184 (three
strikes) earmarked money for prisons,
and proposition 13 reduced tax prop-
erty revenue dramatically.1° Thus, pro-
grams such as higher education, health
and human services are more vulner-
able to budget cuts if the state is ex-
periencing a deficit because they are
not protected by any initiative. Some
of the initiatives also have litigation
cost to state because questions about
the constitutionality of some of the ini-
tiatives were raised. The Supreme
Court intervened and in some cases
struck down the enactment of some
initiatives because they violated civil
rights. Some examples of the initiatives

that have gone through this judicial
review are: Proposition 187 (services
for immigrants), 184 (three strikes),
209 (affirmative action), and most re-
cently Proposition 8 (same sex mar-
riage).1t

The Budget Process
The California budget process

is also outdated. The Golden State is
one of the few states that requires two
-third vote, 47 other states only re-
quire a majority vote to pass their
budget, and our state is the only state
that requires a two-third vote for both
enactment of budget and raising taxes.
Therefore, there is a distorted vision of
the basic principle that the majority
governs, specially on issues related to
budget and taxation. California’s con-
stitution indicates that the Legislature
must pass a budget before June 15,
and the Governor has until June 30 to
sign a budget. Last year's budget cycle

marked the 22™ year in a row
that the Legislature did not meet
its deadline.12 By not passing a
budget on time, it forced the
state to seek private loans with
high interest rates to continue its
operation. This also provided the
minority party with an upper
hand to hold the budget hostage
if certain demands are not met.13
During this year’s budget nego-
tiations and despite the struc-
tural deficit, tax breaks were
included in order to get the votes
to pass a budget. These tax cuts
may result in $2.5 billion loss in
revenue to the state.14
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A MISSED OPPORTUNITY BY THE LEGISLATURE AND GOVERNOR TO ENACT BUDGET REFORMS

This year, California faced a $60 billion defi-
cit, as a result the Legislature experienced an unusual
budget debate that did not follow the usual protocol.
It started with a budget released by the Governor on
December 31, 2008. It is customary for the Governor
to release his budget proposal on January 10, or days
before. Unlike other years that the state faced a defi-
cit, this budget was enacted early, on February, and
an eighteen months budget that made adjustments
to the current fiscal year and 2009-2010. Unfortu-
nately, this budget did not include any public input
because it was a compromise that was reached
among the leaders of both parties in both houses and
the governor, which are referred as the “big-five.”
This agreement sought to solve the projected deficit
which at that point was estimated to be $40 billion
and the lack of cash flow that the state faced during
February. However by the end of June, a new deficit
of $26 billion was projected. This ‘new deficit’ was
partly the result of the economic crisis. However, the
budget that was enacted at the beginning of this year
overestimated revenues and was based upon the en-
actment of three ballot initiatives, which the voters
overwhelming rejected.

The Legislature and the Governor missed an
opportunity to start a public debate about deep
budget and taxation reforms to ensure that California
becomes sustainable. Instead the Legislature and
Governor went behind doors to reach a budget agree-
ment that balanced the budget on paper. That pack-
age increased the sales tax and included a number of
ballot initiatives that would have continued the in-
crease of sales tax until 2012 and imposed a spend-
ing cap. Understandably, residents were confused
about the initiatives, but most importantly they
“disapprove(d) of the leadership in Sacramento.”15
Approval ratings for state elected officials after the
budget compromise of February was an all-time low,
only 18% of voters approved the work of the Legisla-
ture and 39% approved the work of the Governor.16
Given that the February compromise balanced the
budget for no more than four months, the Legislature
was forced to continue debating this matter. Unfortu-
nately, during the summer, the winners were anti-tax
conservatives because the topic of rising new reve-
nues via taxes was completely off the table, thus the
budget was balanced with deep cuts to public ser-
vices. (Table 2)

The magnitude of the state’s deficit called for bold actions
by lawmakers to address the root causes of California’s fi-
nancial problems and raise revenues to meet the demand
for public programs. In May, several voters were asked to
decide on several initiatives that was the product of the
February budget agreement, all of these initiatives related
to the budget agreement failed. A survey conducted by
David Binder Research indicates that the initiatives “failed
because voters want real solutions and an end to the politi-
cal gimmicks, not because the measure extended tax in-
creases.”7 This same survey indicates that voters felt that
the special elections embodied the ineptitude by both the
Legislature and Governor. In the end, California’s families
were the losers in this debate as regressive taxes were en-
acted and funding for public services was slashed.

Actions February Revised Feb- Total
Budget ruary Budget
Increase in $12.5 billion None $12.5 billion
revenues
Borrowing $5.4 billion $2.182 billion $7.582 billion
Overall budget $16.2 billion* $16.622 billion” $32.82 billion
cuts
Tax breaks for $2.5 billion' None $ 2.5 billion
businesses
Revenue acceletr- $3.5 billion $3.5 billion
ating measures

Table 2

*Includes Governor’s line-item vetoed cuts, $1.3 billion.

“Includes Governor’s line-item vetoed cuts, $497 million.

t Budget agreements passed by the Legislature in September 2008
and in February included massive corporate tax cuts that will cost the
state upward of $2.5 billion a year when fully implemented. Slipped
last-minute into budget deals with no public hearings, these signifi-
cant changes to state policy will benefit a tiny handful of large corpo-
rations.
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CHIRLA was formed in
1986 to advance the
human and civil rights
of immigrants and refu-
gees in Los Angeles;
promote  harmonious
multi-ethnic and multi-
racial human relations,;
and through coalition-
building, advocacy,
community  education
and organizing, em-
power immigrants and
their allies to build a
more just society.

CHIRLAs State Policy
work aims to address
and advocate for major
immigrant access issues
and immigrant workers
rights.

For more information
contact, Joseph Villela
at 213-353-1782.

A BUDGET FOR ALL

California’s economy is among the largest in the world. But it will continue to suf-
fer. According to the Legislative Analyst’s Office, California will face a $26 billion deficit
next year.18 The failure of the state’s economy will be felt not only across the states but
also globally. It is in our best interest to get serious about the factors that are causing the
state’s structural deficit. The Legislature and Governor can no longer cut their way out of
the upcoming projected deficit nor run away from the problem. A budget that works for
everyone and a serious attempt to bring California back to stability must include deep re-
forms to the tax system, initiative and budget process.

A reform to the tax system must include closing tax-loop holes that are currently
in place, and increase taxes on those who can afford it. The majority of Californians are in
favor of this notion. Furthermore, an update to the tax system is also needed to reflect on
shift in the state’s economy such as finding an effective vehicle to tax services. The initia-
tive process must have oversight to avoid interest groups with vast resources from cor-
rupting this process, and flexibility to manage must be given to the Legislature in regards
to earmarked programs approved by voters.

While painful decisions have to be made in order to solve our current deficit. We
ask the Legislature and Governor not to eliminate programs that are essential to low-
income families, and that programs that suffer funding reduction are able to be fully
funded once the economy improves. People across our state are struggling to make ends
meet, and our state budget must be responsive to their needs. There is an amplified fear
about job losses, how to pay for basic necessities in this time of great need, and lack of
funding for public programs such as education, health and human services. A budget for
all upholds our values and serves all Californians.

(1)Center on Budget and Policy Priorities. Additional Federal Fiscal Relief Needed to Help States Address Recession’s Impact. Lav, tis,
]ohnson Nlcholas and \Ichchol Elizabeth. Novcmbcr 19, 2009. Available at

(Z)Ibld
(3)The Wall Street Journal. “State’s Budget Gaps Are Another Test for Washington.” June 15, 2009. Available at

<http://online.wsj.com/article/SB124502516840414105.html#articleTabs%3Darticle>

(4)Legislative Analyst Office. “California’s Tax System. “ Hill, Elizabeth. April 2007. Pg 16. Available at
www.lao.ca.gov/2007/tax primer/tax primer 040907.pdf >

(5)Ibid.,

(6) California Budget Project. “California’s Tax System.” Pg 6. February 2009. Available at <www.cbp.org>

(7)Schrag, Peter. “Proposition 13 turns 30: Compounding California’s Mess Something Awful .“ California Progress Report.

Posted June 2008. Available at <http://www.californiaprogressreport.com/2008/06/schrag proposit.html >

(8)Law Making by Initiative. Dubois, Philip and Feeney, Floyd. Agathon Press. New York. 1998 pg 11-13

(9)California Research Bureau. “California’s State Wide Initiatives. Simmons, Charlene W. May 1997. Pg 9. Available at
www.library.ca.gov/crb/97/06/97006.pdf>

(10)Joseph, Brian. “The System is the problem with California’s budget: Build-in forces in Sacrament make it difficult for

governor, Legislature to solve fiscal crisis.” Orange County Register. June 5, 2009.

(11)California Research Bureau. “California’s State Wide Initiatives. Simmons, Charlene W. May 1997. Pg 9. Available at

<http://www.library.ca.gov/ctb/97/06/97006.pdf>

(12)Sovern, Doug. “California Budget Deadline Comes and Passes.” KCBS News. Posted June 18, 2008. Available at

<http://www.kcbs.com/pages/2390799.php? >

(13)Center on Budget and Policy Priorities. “A Super Bad Idea: Requiring a Two-thirds Legislative Supermajority to

Raise Taxes Protects Special Interest Tax Breaks and Gives Budget Veto Power to a Small Minority of Legislators.”

Johnson, Nick. April 2006.<http://www.cbpp.org/4-25-06sfp.htm>.

(14)California Budget Project . “To Have and Not Have.” June-2009. Available at

<http://cbp.org/pdfs/2009/0906 bb To Have and Have Not.pdf>

(15)Public Policy Institute of California. “PPIC Statewide survey: Californians & their Government.” Baldassare,Mark, Bon-

ner, Dean, Paluch, Jeniffer, and Petek, Sonja Pg 6. Available at

<http://www.ppic.org/content/pubs/survey/S 309MBS.pdf>

(16)Ibid., pg 15

(17)David Binder Research. Reasons Prop 1.4 Failed. May 21 2009. Available at

<http://www.docstoc.com/docs/6220193/Reasons-Prop-1A-Failed-memo>

(18)Legislative Analyst Office. “The 2010-11 Budget: California’s Fiscal Outlook.”Taylor, Mac. November 2009. Available at

<www.lao.ca.gov>




