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ENERGY, ENVIRONMENT, AND NATURAL RESOURCES

� University of California, Berkeley Goldman School of Public Policy�s Center 

    for Environmental Public Policy

FEDERALISM AND FOREIGN POLICY

� Stanford University�s Bill Lane Center for the American West

FISCAL REFORM

� The Opportunity Institute

GOVERNANCE, MEDIA, AND CIVIL SOCIETY

� Stanford University Center for Democracy, Development and the Rule of Law

HEALTH AND WELLNESS

� University of California, Los Angeles Center for Health Policy Research
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ABOUT THE OPPORTUNITY INSTITUTE
 
The Opportunity Institute works to increase social and economic mobility and 
advance racial equity. We work in partnership and collaboration with those 
seeking to promote systems change in education and adjacent areas of social  
and economic policy, both nationally and in our focus states of California, Illinois.  
New York, and Mississippi. Our current work focuses on whole child equity,  
adolescent learning and development, resource equity, and equity indicators.  

https://theopportunityinstitute.org/whole-child-equity
https://theopportunityinstitute.org/adolescent-learning-development-project
https://theopportunityinstitute.org/equity-indicators
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FOREWORD

 

�As California Goes, So Goes the Nation, Alas.� That was a headline from a Los Angeles 

Times opinion column on April 30, 1989, which noted that, even though �Californians 

have long considered their state the cutting edge of social and political change� [it] no 

longer seems the vanguard of political innovation. Other states rarely look to California 

for policy initiatives.� 

Fast-forward to 2022, and few would proclaim that California lacks in policy innovation. 

Quite the contrary. The state has enacted a variety of policies ranging from expansions 

in immigrant rights and voting rights to health care and higher education, and from 

large-scale experiments in guaranteed income to ambitious moves towards net-zero 

emissions in a variety of sectors. And despite the periodic waves of �doom and gloom� 

reporting about the state, California�s economic output over the last 25 years has grown 

faster than the national average, and on par with GDP growth for the state of Texas. 

Even so, much remains to be done. The California Dream has always been marred by 

a high degree of racial exclusion, and it remains out of reach for millions in the state�

whether measured by health outcomes, unaffordable housing, or massive disparities  

in income and wealth. California also recognizes that future progress depends on rec-

ognizing and correcting historical wrongs. Its Truth and Healing Council, for example, 

will provide recommendations aimed at prevention, restoration, and reparation involv-

ing California Native Americans and the State. If California�s racial diversity represents 

America�s demographic reality by 2100, our work is essential�not only for the long-

term success of the state, but also for our country�s innovative and equitable future.

This future-focused work is especially pressing today. The COVID-19 pandemic has 

scrambled a state and nation already undergoing signi�cant changes in economics, 

politics, and society. The harmful consequences of climate change are at our doorstep, 
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with forest �res and droughts that grow in frequency and intensity each year. The 

weakening of local media and the growth of disinformation threaten both our civic 

health and our public health. And staggering inequities in income and wealth, home-

ownership and health, threaten the state�s reputation as a haven for migrants, domes-

tic and international alike.

In addition to immediate threats that affect our long-term future, we also see plenty 

of opportunity. Record increases in federal and state spending mean that billions of 

additional dollars are �owing to state, local, and tribal governments in California. Many 

jurisdictions are looking to invest in infrastructure that meets the long-term needs of 

their communities. Philanthropic institutions and individual donors are also looking to 

make transformative investments that have enduring impact. We have an opportunity 

to inform and enrich all of these plans and conversations.

Most institutions and organizations in California are focused on immediate challenges, 

and don�t have the luxury of time, dedicated talent, and resources to focus on long-

term futures. California 100 is grateful for the opportunity to provide added value at 

this critical time, with actionable research, demonstration projects, and compelling 

scenarios that help Californians�government agencies, stakeholder groups, and res-

idents alike� to envision, strategize, and act collectively to build a more innovative and 

equitable future.

Karthick Ramakrishnan, Ph.D.     Henry E. Brady, Ph.D.

Executive Director         Director of Research
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F iscal policy is the set of decisions a government makes to both collect revenue (taxes) 

and pay for programs (spending). Both of these elements come together in the form  

of a budget�the collection of tables and calculations that represent the government�s 

resource allocation plan for the coming year. It is much more than an accounting exercise, and it  

is easy to ignore the role of �scal policy as the realm of spreadsheet geeks and bean counters. The 

reality is that �scal policy touches nearly everything the government does if you consider that 

there isn�t much you can do if you don�t have the resources. Equally important is the fact that 

budgets are more than a collection of numbers; they represent a quanti�cation of a community�s 

values and aspirations for the future. Fiscal policy, for example, can support economic growth by 

investing in infrastructure. Alternatively, a community that values economic mobility can focus 

FISCAL REFORM IN CALIFORNIA
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Looking to the future, 
�scal policy becomes a 
question of �rst de�ning 
what the state values 
and then �guring out 
how to pay for the imple-
mentation of policies 
guided by those values.

public funds on providing a high-quality education 

for students and adults to prepare them for an 

evolving workforce. Public resources can also pro- 

vide a safety net to support vulnerable citizens 

during a crisis.

Looking to the future, �scal policy becomes a ques-

tion of �rst de�ning what the state values and then 

f iguring out how to pay for the implementation 

of policies guided by those values. Though easily 

stated, this challenge is immense. Historically, state 

policy has ridden a f iscal roller coaster through 

both periods of prosperity when the economy was 

growing, and periods of �scal crises during down-

turns. If Californians are going to continue to enjoy 

a golden state in the coming decades, addressing 

volatility and solving the �scal sustainability puzzle 

will have to be part of that future.

Contemplating the future direction of California�s 

�scal policy requires a �rm understanding of the 

present. Toward that end, this report �rst outlines 

the facts that describe the contours of the state�s 

�scal landscape. It then explores the major drivers � 

the economy, demographics, and policy � as well as 

landmark events that constitute the origins of the 

state�s current �scal condition. Finally, it examines 

how past trends are expected to shape the future 

of state �scal policy.
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The report then looks to the future, construct-

ing possible directions the state could take 

given this foundation. The scenarios are 

designed to provide enough speci�city to 

provoke conversation about the future Califor-

nians would like to have and what it will take 

from a �scal policy perspective to get there. 

Toward that end, the report concludes with 

recommendations that address the state�s 

challenges within the constraints of the  

different scenarios.

BIG INVESTMENTS MUST ADDRESS 
EVEN BIGGER CHALLENGES 

This report focuses primarily on state govern-

ment and how it collects revenue via taxes as 

well as distributes resources through a myriad 

of programs. While the focus may be on the 

state, California pursues �scal policy as part 

of a larger system including both the federal 

government in Washington, D.C. and local 

governments throughout California. On aver-

age, federal funds have accounted for about 

one-third of total state spending (excluding 

spending for pensions and trust funds) over 

the past four decades. The federal dollars 

come to the state with strings attached, and 

the amount of �exibility state policy makers 

have in deploying the funds can be limited. 

Constitutionally speaking, local governments 

are created by the state. They also are the unit 

of government closest to the people. Although 

most local jurisdictions have their own sources 

of revenue (e.g., a portion of property taxes, 

sales taxes, etc.), the state government passed 

along federal dollars and state general fund 

resources to more than 4,400 local govern-

ment units in 2017. Similar to the relationship 

between the federal government and states, 

California can attach requirements (�strings�) 

to the dollars it distributes.

REVENUES RISE... 
AND FALL 

Overall, both tax revenue and spending in 

California have risen over the past decades in 

a pattern of steady growth, with sudden drops 

caused by economic recessions. After each 

recessionary cycle, the pattern of growth con-

tinues again. This repetition, in part, re�ects 

California�s reliance on a progressive income 

tax that predominantly derives revenue from 

the wealthy�when incomes of the wealthiest 

Californians plummet, so does state tax reve-

nue. These sudden drops in income tax revenue 

leave large holes in the budget that have to 

be quickly remediated through budget cuts 

to discretionary spending items such as high-

er education. 

https://www.census.gov/data/tables/2017/econ/gus/2017-governments.html
https://www.census.gov/data/tables/2017/econ/gus/2017-governments.html


California collected $189 billion in state tax 

revenue in FY 2020. Since the mid-1980s, 

California�s real state tax revenues have grown 

at an average rate of 3.1 percent per annum. 

However, as Figure 1 below shows, the growth 

isn�t consistent, with periodic drops in revenue 

occurring during economic recessions such as 

in FY1987, 1990, 1992, 2001, and 2008.

California�s Tax Revenues Have Not Grown Consistently,  
Resetting During Recessions

 Figure 1  

SOURCE: Authors’ calculations based upon California Department 
of Finance Summary Schedules and Historical Charts.
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https://dof.ca.gov/budget/summary_schedules_charts/index.html
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To provide some sense of the impact that 

recessions have on California�s revenues, the 

two sharpest contractions over the past forty 

years saw tax receipts decrease 18 percent 

f rom FY 2000 to FY 2001 and drop 15 per-

cent from FY 2007 to FY 2008. Absent those 

sharp falls, California�s state tax revenues 

would have grown in real terms at least an 

average 4 percent year over year � almost 

a full percentage point more than the eco-

nomic growth experienced by the nation�s 

economy overall.�

California�s Per Capita Tax Collections Have Increased Over Time 
While Taxes Relative to the State�s Economy Have Been Constant

 Figure 2  

SOURCE: Authors’ calculations based upon California Department 
of Finance Summary Schedules and Historical Charts.

� Growth during the periods immediately following recessions was particularly impressive. California experi-
enced 4.5 percent average annual growth from FY 1984 to FY 1999, 4.6 percent average annual growth from  
FY 2001 to FY 2007, and 4.1 percent average annual growth from FY 2008 to FY 2020.
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State revenue in California has also grown 

faster than the state�s population. This in-

crease in taxes collected on a per capita basis, 

coupled with the size of the overall tax reve-

nue base, probably contributes to California�s 

reputation as a high tax state (Figure 2).

However, the idea that California is a high 

tax state does not capture the entire picture 

of state �nances. California is an incredibly 

wealthy state, and an examination of tax reve-

nue compared to growing incomes shows us 

that state taxes per $100 of personal income 

have actually remained �at (with 0.04 percent 

growth annually) in the same period that we 

saw such signi�cant growth in the size of the 

state budget. Over the period, the sources of 

that revenue have changed. Proportionately, 

personal income tax revenues have grown 

while income from sales and use as well as 

corporate sources have decreased over the 

past several decades. The reliance on personal 

income taxes, coupled with progressive tax 

rates, has enabled California to leverage eco-

nomic growth to fund its priorities. This de-

pendence on wealthier individuals does make 

the �scal system more volatile, however.

PROGRAM PRIORITIES 
HAVE SHIFTED

Just as the composition of the state�s reve-

nue picture has changed over time, so has 

its spending patterns. California�s top three 

expenditure categories�including intergov-

Taxes per $100 of personal income  
    
Taxes per capita



https://lao.ca.gov/PolicyAreas/state-budget/historical-data


https://state-local-finance-data.taxpolicycenter.org/pages.cfm
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� The state�s historical under investment in 

infrastructure, which creates a signi�cant 

obligation for the future to maintain its 

bridges, roads, and facilities. 

These two long-term liabilities create differ-

ent types of �scal pressure. Public employee 

bene�ts have long included �de�ned bene�t� 

pensions; this bene�t is a commitment to pay 

a retired employee a speci�c amount each 

retired year. � California also promises many 

state employees assistance with health care 

costs during retirement. These commitments 

can lead to signi�cant long-term cost pres-

sures for the state. In 2018, California�s state 

pension plans had a total liability of $640 

billion but had set aside only $456 billion in  

assets, leaving a funding gap of $184 billion. 

That �gure ranked California at 26th in the 

country (with #1 being the closest to full 

funding). Other post-employment bene�ts 

(OPEBs), like retiree health care, operate dif- 

ferently than the pension system in California. 

In the case of OPEBs, the state essentially pays  

as it goes, covering the costs of a given year as  

it is incurred, leaving the total liability unfund- 

ed. Pew (2018) estimated California�s OPEB lia- 

bility to be over $78 billion in 2016. Combined 

pension and OPEB commitments represent a 

future liability of over a quarter trillion dollars.

Putting a number on the potential liability 

associated with neglected infrastructure in-

vestment is more dif�cult. Over the years, the 

state has underinvested in its infrastructure 

� the power grid, water, roads, bridges, transit, 

and public buildings. The American Society of 

Civil Engineers estimates that nationally, the 

United States needs to invest an additional 

$2.59 trillion over the next ten years, which 

would entail increasing spending from 2.5 to 

3.5 percent of GDP. Given these numbers, the 

scale of the unfunded infrastructure liability 

in California is likely to be large � perhaps as 

much as $250 to 300 billion.� Making the pic-

ture even bleaker, these estimates are simply 

to catch up on deferred maintenance and 

do not include the cost of new infrastructure 

projects that may be desired (e.g., to expand 

capacity at the state�s colleges and universi-

ties) nor the cost of projects needed to respond  

to climate change.

 

MANY CALIFORNIANS 
STRUGGLE TO MAKE 
ENDS MEET

Given the scale of public investment California 

has made, one might expect the state to shine 

across a number of indicators. Despite the 

high level of spending, however, many resi-

dents struggle to afford to live in California, and 

the state�s performance on a number of social 

metrics has been modest. Table 2 summarizes 

�  The pension bene�t is calculated using a formula that takes into consideration the individual�s salary  
and years of service.  

�  These are back-of-the-envelope estimates based on the ASCE�s back-of-the-envelope estimates, so the 
precision is limited. The California estimates are based on about 10 percent of the national �gure (of $2.59 
trillion, California�s share would be $259 billion) or what an additional 1 percent of state GDP ($30 billion)  
would be over ten years.

https://www.pewtrusts.org/en/research-and-analysis/data-visualizations/2018/state-retirement-fiscal-health-and-funding-discipline#/state-profiles/california?year=2018
https://www.pewtrusts.org/en/research-and-analysis/data-visualizations/2018/state-retirement-fiscal-health-and-funding-discipline#/state-profiles/california?year=2016
https://infrastructurereportcard.org/solutions/investment/
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the state�s relative position across a number of 

indicators. It shows that relative to other states, 

California�s income inequality and wealth dis-

parities loom large, its educational outcomes 

are middling, its housing is increasingly unaf-

fordable, its incarceration rates are high, and 

its road performance is relatively poor. 

For example, despite the state�s progressive 

�scal policies and programs (i.e., a progressive 

tax system and investment in the social safety 

net), 11.8 percent of Californians lived in poverty 

in 2019 based on the of�cial poverty measure. 

That number climbs to 16.4 percent when ac-

counting for the state�s high cost of living and 

its range of family needs and resources. By this 

same measure, an additional 16.5 percent of 

Californians lived near the poverty line, which 

means that more than a third of Californians 

were poor or close to poverty in 2019.
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California Has Modest Outcomes Compared to Other States  
Across Various Measures of Well-Being 

Table 2 

 

Indicator California 
Performance

CA FL IL NY PA TX

Poverty Rate 
Of�cial U.S. poverty measure  
(USDA, 2021)

11.8% 26 32 23 37 29 41

Income Disparity  
Highest earners compared to lowest. 
A value of 0 indicates perfect equality 
while a value of 1 or 100 indicates per-
fect inequality. (Population Reference 
Bureau, 2021)

48.9 on Gini 
index

47 46 44 50 32 39

Housing  
Home ownership rate (Urban Institute)

54.6% 49 28 27 50 14 46

K-12 Education Spending  
Adjusted for regional cost differences 
(EdWeek, 2020)

$10,867 per 
pupil

38 42 13 2 10 48

High School Graduation Rate 
(NCES, 2020)

84.5% 31 20 27 37 25 8

Health Coverage  
Percentage of total population  
without health insurance (Kaiser Family 
Foundation, 2020)

7.8% uninsured 23 49 21 8 9 52

Criminal Justice  
State imprisonment rate  
(The Sentencing Project, 2020)

310 per 100,000 
residents

18 40 16 9 25 42

Transportation infrastructure  
State ranking of overall highway  
performance and cost (Feigenbaum 
et al., 2020)

n/a 43 40 37 44 39 18

Long-term liabilities  
Unfunded pension liability ratio  
(Pew Charitable Trusts, 2020)

71%  
($185 billion)

26 19 49 2 45 27

State Rankings

https://infrastructurereportcard.org/solutions/investment/
https://www.prb.org/usdata/indicator/gini/table/?geos=US
https://www.prb.org/usdata/indicator/gini/table/?geos=US
https://www.urban.org/policy-centers/housing-finance-policy-center/projects/forecasting-state-and-national-trends-household-formation-and-homeownership
https://epe.brightspotcdn.com/c2/a5/441168dcf5781cd80157d1d8c9fe/33qc-school-finance-table.pdf
https://nces.ed.gov/programs/digest/d20/tables/dt20_219.46.asp
https://www.kff.org/other/state-indicator/total-population/?currentTimeframe=0&sortModel=%7B%22colId%22:%22Uninsured%22,%22sort%22:%22asc%22%7D
https://www.kff.org/other/state-indicator/total-population/?currentTimeframe=0&sortModel=%7B%22colId%22:%22Uninsured%22,%22sort%22:%22asc%22%7D
https://www.sentencingproject.org/the-facts/#rankings?dataset-option=SIR
https://reason.org/policy-study/26th-annual-highway-report/
https://reason.org/policy-study/26th-annual-highway-report/
https://www.pewtrusts.org/en/research-and-analysis/issue-briefs/2020/06/the-state-pension-funding-gap-2018































































	
	
	



