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Due in part to the impact of the current recession, the California state
budget deficit ballooned to over $11 billion in the *08-’09 fiscal year. This
dire fiscal situation provides just one example of why the economy was at
the fore of the American political consciousness during the 2008 election
cycle. Though polling indicated that the majority of Americans were
significantly more concerned with the state of the economy than they were
with moralistic social issues, the Proposition 8 referendum campaign
focused primarily on the morality of same-sex marriage while neglecting
the financial implications of its passage. Given the importance of the
economy at the time of the 2008 election, opponents of Proposition 8 may
have been more successful had they emphasized the positive economic
impact of same-sex marriage on the California economy.
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ARTICLE TEXT:
INTRODUCTION

On November 4, 2008, a California ballot initiative amended the State Constitution to
eliminate the right of same-sex couples to marry.' The outcome of Proposition 8 resembled that
of amendments passed in 29 other states.” However, this was the first time a state that had
previously legalized same-sex marriage proceeded to outlaw it. Only six months earlier, the
California Supreme Court had declared that limiting marriage to opposite-sex couples was
unconstitutional.

The boon to the economy from same-sex marriage was enough to cause Governor Arnold
Schwarzenegger to change his position and oppose the amendment during the referendum
campaign.” Though California saw increased revenues while same-sex marriage licenses were
being issued in the state, Proposition 8 campaign ads failed to emphasize the fiscal benefits of
same-sex marriage, leaving voters under-informed about the initiative’s economic implications.iV

This article examines the California structural budget deficit and the institutional and

governance structures that have impacted its growth. A discussion of the fiscal implications of
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same-sex marriage follows, concluding that, despite strong moral connotations, economic
arguments may have persuaded voters to reject Proposition 8 at the polls.
WHY USE AN ECONOMIC ARGUMENT?

Economic issues were more important to voters in the 2008 election than ever before. In
every national opinion poll taken between September 5, 2008 and November 4, 2008, the
economy proved to be more important than every other issue listed to survey participants.”
Family values and other morally sensitive issues trumped the economy less than 10 percent of
the time (see Table 1).

[TABLE 1: IMPORTANCE OF THE ECONOMY AND MORALITY IN THE 2004 AND
2008 ELECTIONS]

While the economy has generally proved to be more important than family values and
other moral issues in the past, the importance of the economy increased significantly in 2008,
from being the most important issue for an average of 27.9 percent of survey participants in 2004
to an average 49 percent of participants in 2008. During the same period the importance of
family values dropped significantly, from being the most important issue for an average of 13.9
percent of survey participants in 2004 to an average of 6.7 percent of participants in 2008 (see
Table 2)."

[TABLE 2: DIFFERENCE IN MEAN IMPORTANCE BETWEEN 2004 AND 2008
ELECTION CYCLES]

With economic stability at the forefront of voters’ minds, the economic argument for

allowing same-sex marriage to remain legal had increased potential to be convincing. However,



Proposition 8

advertising campaigns opposing Proposition 8 focused on same-sex marriage as a civil rights
issue, leaving voters under-informed about fiscal implications for the state.""
THE STRUCTURAL BUDGET DEFICIT IN CALIFORNIA

Cyclical recessions have always posed challenges for state governments."" However,
since the 2001 recession, voters have been less willing to accept tax increases or service cuts to
balance their budgets. Data from the National Association of State Budget Officers suggests that
budget cuts in fiscal year 2001 were only 0.4 percent of expenditures, compared to 2.68 percent
during the recession of 1991 when policymakers were willing to “take drastic and innovative
reform actions” including raising taxes.”™ Support has since waned for raising taxes to close the
revenue-expenditure gap.”

In the last decade California has experienced repeated budget shortfalls that are more
connected to the state financing structure than cyclical recessions.™ California relies heavily on a
progressive income tax, leaving the state particularly vulnerable during economic downturns.™"
During the dot-com heyday, the governor and legislature increased permanent funding for
schools, health care and tax relief.™ When the bubble burst, the state lost $10 to $12 billion in
anticipated yearly revenue, leaving California with a permanent budget gap between the
previously approved mandatory spending and expected revenue. Consequently, budget problems
plague California as legislators put off making hard decisions about how to solve this structural
deficiency. ™"

The lack of public support to actively address the structural budget gap has given
legislators incentive to take a less aggressive stance. As a result, the legislature faces budget

problems in every budget cycle. Current revenues simply cannot sustain current funding levels

(in real dollars) for all state programs.™
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GOVERNANCE AND INSTITUTIONAL CONSIDERATIONS
Governance and institutional factors unique to California have also contributed
significantly to the structural deficit. First, California has relatively weak rules governing its

XVi

general fund balances.”™ While most other states cannot carry a budget deficit over into the next
fiscal year, California can do so as long as the state explicitly accounts for the deficit in the next
fiscal year’s budget. This system favors one-time solutions because budget gaps do not have to
be handled immediately; legislators can sit back and hope revenues will exceed expenditures in
the next fiscal year and that the deficit will fix itself.™" This situation is compounded when there
are political divisions within the government.™" In California’s most recent budget cycle,
negotiations stood at an impasse for two and a half months past the end of the fiscal year because
legislators could not reach a compromise that would eliminate the structural deficit.

California has an easily accessible initiative process that presents challenges of its own. In
many states, initiatives must pass through the legislature before being placed on the ballot; in
California, if enough signatures are collected, the initiative is placed directly on the ballot.
Initiatives have contributed to the expansion of the structural budget deficit both by enacting
term limits for legislators and by allowing voters to earmark revenues for specific services.™
Proposition 140, which mandated term limits for legislators in 2004, may have led to a lack of
experience with and expertise in budgeting.”™ When legislators know that they have a set limit on
the time they are allowed in office, they tend to show less fiscal restraint, leading to expenditures
that outpace revenues.

The initiative process gives citizens the opportunity to bypass the budget process

completely, leaving the state and local governments less discretion in program expenditures.™

Though these referenda may be revenue neutral at the time of their passage, they can severely
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limit discretionary spending when the budget gets tight. Research by Matsusaka found that, in

reviewing all initiative measures approved by voters since 1912, 32 percent of appropriations in

the 2003-04 budget were required by initiatives.™ Though Matsusaka argues that this is a

relatively small percentage and that voters have shown restraint in using the initiative system,
codifying spending requirements limits legislators’ flexibility when significant budget deficits
Xxiil

arise.

ADDRESSING THE BUDGET DEFICIT

This general reluctance to take action that would rectify the structural deficit has followed

California into the most recent economic downturn. While most other states opted to close their

XX1V

budget gaps by reducing expenditures, California opted to issue deficit bonds.

Governor Schwarzenegger and the State Legislature have become very creative in their

XXV

various reforms and financing methods.™" They have borrowed against future lottery revenues,

suspended net operating loss deductions for businesses, capped the use of tax credits, and shifted

XXVi

earmarked revenues to be used for different purposes.” " This borrowing has led California to

carry the largest state debt burden in the country---$4,679 per person---almost double that of the

XXVil

second-highest state.

THE FISCAL IMPLICATIONS OF SAME-SEX MARRIAGE

XXViil

While same-sex marriage is an inherently moral policy issue, it is also a fiscal one.
As states become increasingly strapped for cash, legislators find it necessary to either cut state

XXiX

budgets or find new sources of revenue.”™" However, in a society increasingly opposed to
taxation, it is difficult for legislators to provide the government services citizens have come to

expect without sacrificing their political viability by raising taxes.
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Though controversial, legalizing same-sex marriage has the potential to ameliorate this
fiscal dilemma: it increases government revenue through sales taxes and provides a boost to the
economy through the wedding industry without requiring a vote to raise taxes or fees. While
married couples receive tax breaks, generating less government revenue than if they filed
individually, a large number of Californian and non-Californian same-sex couples already reap
tax benefits as domestic partners, and will continue to do so in the absence of same-sex marriage.
It is unlikely that the state will see significant reductions in current tax revenue streams as a
result of Proposition 8.

The wedding industry is an extremely lucrative sector of the economy.™" It creates jobs,
sells goods and services, and, consequently, generates a significant amount of government
revenue. This is especially true in California, where sales tax is high, at 8.25%. In 2004, Forbes
Magazine estimated that the extension of marriage to same-sex couples would only expand this
sector further, predicting that same-sex weddings could become a billion dollar-per-year industry
on their own. Sears and Lee Badgett estimate that same-sex marriages could result in $683.6
million in additional spending on weddings and tourism and the creation of over 2,000 new jobs

XXX1

during the first three years of legalized same-sex marriage in California.”™ The expansion of this
industry would then increase the amount of income tax and sales tax revenue (along with
marriage license fee revenue) that states could bring in without requiring legislators to vote for
tax increases.

The impact of these revenues could be particularly important during a fiscal crisis. Due to
pent-up demand for marriage among same-sex couples, states would see a surge in the wedding

industry immediately following the legalization of same-sex marriage. Though the recent actions

by the lowa State Supreme Court and the Vermont Legislature, legalizing same-sex marriage in
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those states, may now deplete the demand somewhat, California remains the only state on in the
western United States to have legalized same-sex marriage and most of the out-of-state couples

XXXil

would likely have come from neighboring states.”™ Lee Badgett and Sears and Lee Badgett also

estimate that half of the same-sex couples in a state would marry within the first three years of
legalized same-sex marriage, providing an added boost in a slumping economy.**"
Conclusions

I do not imply that California would be free of its budget deficit had Proposition 8 not
passed. A structural budget deficit such as the one that plagues the California state government
must be addressed with long-term fiscal solutions in mind. With an $11.8 billion dollar deficit to
fill, the $32 million in government revenue that same-sex marriage was expected to generate in
its first year barely seems like a drop in the bucket (see Appendix A).**" Still, the decision
whether to frame the debate as a salient and hotly contested moral policy issue and a dull (for
many) and complicated fiscal one leaves the economic argument at an inherent disadvantage.™"

However, when the economy is at the forefront of the nation’s political consciousness, it may be

useful to inform voters about the economic implications of all policies, even moralistic ones.

Where does this go? I don’t think it goes anywhere anymore—feel free to get rid of it.
It will require about $18 per person to offset this loss to the economy.' Though this is a fairly
small dollar amount per capita, without raising taxes citizens may simply have to give up the

$63.8 million in government services that same-sex marriage would have funded.

' The population estimate for California as of July 1, 2007 is 36.5 million people (U.S. Census Bureau 2008).
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APPENDIX A: Fiscal Effects of Same-Sex Marriage in California

SUMMARY OF FISCAL EFFECTS IN MILLIONS, FIRST THREE YEARS

Tax Revenue from Out-of State Couples
Tax Revenue from California Couples

License Fees from Out-of-State Couples

License Fees from California Couples
Total

SOURCE: B. Sears, B. and M. V Lee Badgett,The Impact of Extending Marriage to Same-Sex Couples on the
California Budget, (Los Angeles: UCLA, 2008).
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