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When a governor sends a budget to the legislature with a $5 billion hole in it, does it 
really fill his requirement of submitting a balanced budget?  That’s what Governor 
Jerry Brown (D) did last month as he said he would fill the $5 billion budget gap (on 
$89 billion of revenue) by persuading his electorate to pass an initiative that would 
increase “temporary” taxes and “weight fee” revenues to the tune of $5 billion.i  
Governor Brown had little wiggle room in this matter since he promised in last 
year’s campaign not to raise taxes, despite the structural deficit, unless he went to 
the voters for approval.  Nevertheless, if the initiative does not pass, Governor 
Brown’s budget cuts K-12 school spending $4.8 billion, $400 million from California 
universities, and $125 million out of California court budgets.  Complicating the cuts 
if the initiative does not pass is the technical fact that the schools would feel almost 
double the fiscal pain, since the full-year cuts might be enacted in the sixth month of 

the fiscal year after the November election. 

<=Gov. Jerry Brown 

If that doesn’t sound like a way to “best manage” a budget, one 
has to consider the fact that last year California faced a $20 
billion budget gap, which they closed by $15 billion.  Fiscal year 
2011-12 cuts included almost $2 billion in the Medical and 
Calworks budgets, $544 million in K-12 spending and $447 
million to California’s child care bill.  (Divide these by 20 to get 
an estimate for the relative impact on Utah budgets).  Governor 
Brown and the legislature also eliminated redevelopment 

agencies, and reduced “cash flow” borrowing from $10 billion to $5 billion to save 
money.   

Frustrated with the calcification of the California legislative process, which requires 
a super-majority to enact tax increases and allows citizens to enact legislation 
through the initiative process, several groups funded by billionaire-types have 
recently spawned their own solutions.  One such group, the Nicolas Berggruen 
Institute, with $20 million in funding, created the “Think Long Committee for 
California”, to determine long-run solutions for California’s revenue and 
expenditure structure.  Unlike the U.S. Congress’ Super Committee, the Thinking 
Long group, comprised of experts from business, economics and politics (think 
“Gray” Davis, Condolezza Rice and Laura Tyson) did come to a resolution of what 

might give the California economy lift in the 21st 
century.  
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Their study, “A Blueprint to Renew California”ii, published last fall, calls for some 
important changes in the fiscal weave of the state’s fiscal structure.   

1.  Simplify the six-bracket personal income tax to two brackets.iii  Lower the top 
rate from 9.3% to 7.5%.  Taxpayers below the median-family incomes under 
$47,000 would pay zero, taxpayers between $47,000 and $95,000 would pay tax 
of 2% on any income over $47,000, and taxpayers would pay 7.5% on income 
greater than $95,000.  This would not only lower family tax bills, but also apply 
to small business owners, like “S” corporations and LLC’s, whose profits are 
passed through and taxed at the personal income tax rates. 

2.  Since nearly half of California’s $2 trillion economy now produces services 
instead of manufacturing goods, the Thinking Long experts recommended that 
the sales tax be applied more broadly to both personal- and professional-
services.  The committee recommended taxing professional services like, 
accounting and legal services, but advised against including medical or 
educational services in the sales tax base.  (Florida reneged on taxing 
professional services in the 90s due to intense political heat when they 
attempted to tax media advertising from New York City).  The additional 
revenue would go towards 1) funding the income tax cuts above, 2) lowering the 
sales tax rate by ½ of 1%, 3) increase spending at California universities to lower 
tuition, 4) reduce county public safety costs by $1.5 billion and 5) increase block 
grants to California cities by $1 billion for infrastructure improvements. 
 
3.  For major “C” corporations, Thinking Long recommends mandating the 
single-sales factor and reducing the corporate tax rate from 8.84% to 7% “to 
make it competitive with other states and foster an improved business climate.”   
 

According to Thinking Long economistsiv the “integrated 
set of recommendations range from common sense 
practices such as a Rainy Day reserve fund to multi-year 
budgeting, two-year legislative sessions with one year 
dedicated to oversight, K-12 school reform, aligning the 
skills and educational outcomes of California’s master 
plan institutions with the needs of our cutting edge 
industry; and speeding up regulatory approval to foster 
job creation.” 
 

Another group headed by David Crane, a Democrat who advised Governor 
Schwarzenegger, proposes electing and funding five “principled and numerate 
moderates to break the current stalemates.”v  He and two partners started “Govern 
for California” a sort of political venture capitalist firm with the idea to finance good 
candidates to keep them out of the pockets of lobbyists.  Good luck with that, David. 
 
In our next piece, we plan to get you up to speed on how California’s revenue 
forecasts compare to Utah’s for the fiscal year 2012-13.  Keep us tuned in. 



                                                        
i http://www.dof.ca.gov/budget/historical/2012-
13/governors/summary/documents/FULL_2012-13_Summary-WEB.pdf 
ii http://berggruen.org/files/thinklong/2011/blueprint_to_renew_ca.pdf 
iii http://www.taxadmin.org/fta/rate/ind_inc.pdf 
iv Peter Schaafsma and Brad Williams formerly worked for Mac Taylor, California’s 
Legislative Analyst. 
v “Help on the Way – California’s dysfunctional politics”, The Economist, November 
26, 2011, p. 44. 
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