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Strengthens State Rainy Day Fund 

PROP 02 Purpose 
Proposition 2 is a constitutional amendment, placed on the ballot by the legislature, that would 
strengthen California’s rainy day fund by increasing the cap on how much money the state can set 
aside each year. The measure also would make it easier for the state to use tax revenues to pay 
down debt.1 
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Background 
The Budget Stabilization Account (BSA), also known as the rainy day fund, 
is California’s largest state budget reserve. The state uses this fund to save 
money when revenues are strong and to reduce cuts to public services when 
revenues are weak. This fund is especially important in California because 
the state’s revenues depend heavily on taxes on the incomes of high-income 
residents, which can vary greatly from year to year, thus creating “boom and 
bust” budget cycles.2 

The state automatically sets aside 1.5% of General Fund revenues each year. 
It also sets aside “excess” capital gains revenues in years when they exceed 
8% of General Fund tax revenues. Generally, the state deposits 50% of these 
set-aside revenues into the rainy day fund and uses the other 50% to pay 
down certain types of state debt. Currently, the state can use these excess 
revenues to pay down only pension and retiree health debt, and cannot make 
extra payments on other forms of debt such as unemployment insurance 
debt and certain education and Medi-Cal obligations. This requirement is 
set to end in 2030, after which some or all of that money may be put into the 
rainy day fund.3 

Under current law, the rainy day fund is capped at 10% of estimated General 
Fund tax revenues. When this limit is reached, any dollars that would other-
wise go into the rainy day fund must be spent on infrastructure.4 California 
also has a constitutional spending cap, commonly known as the Gann Limit, 
which was passed by the voters as Proposition 4 in 1979 and which capped 
spending at 1978-79 levels, adjusted each year for inflation and population 
growth.5 Most spending counts toward this limit, including money deposited 
into reserves. Withdrawals from state reserves during budget emergencies 
do not count against the Gann Limit, but when state revenues are high, the 
spending cap can limit California’s ability to build its reserves. 

The rainy day fund can be tapped only during a budget emergency. The gover-
nor must formally declare an emergency before deposits can be reduced or 
suspended or money can be withdrawn. The declaration can come late in the 
fiscal year, sometimes after the legislature’s deadline to pass a budget. This 
can leave lawmakers passing a budget that assumes an emergency before 
one is officially declared.6 

In the state legislature the vote to place this measure on the ballot was 59-8 
in the Assembly and 29-2 in the Senate.7 

Proposal 
If approved, Proposition 2 would:8 

• Double the BSA cap from 10% to 20% of 
estimated General Fund tax revenues. 

• Set aside more General Fund revenues during 
“boom” years. 

• Expand the types of state debt that may be paid 
down with set-aside revenues. 

• Extend the debt-paydown requirement by 10 
years, to 2039-40. 

• Change how rainy day fund and other deposits 
count toward the Gann Limit. 

• Create a simpler process for declaring a budget 
emergency. 

Fiscal Impact 
The LAO estimates that Proposition 2 would 
increase the state’s budget reserves. Having more 
money in the BSA would make it easier for the 
state to balance its budget during downturns. The 
measure could also cause the state to pay down 
debt more aggressively.9 
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Supporters of Proposition 2 Include:10 

• California Democratic Party 

• Governor Gavin Newsom 

• Attorney General Xavier Becerra 

• LA Chamber of Commerce 

• League of Women Voters of California 

Arguments for Proposition 2 

Supporters argue Proposition 2 would: 

• Help prevent “boom-and-bust” budget cycles that cause 
fiscal instability.11 

• Help the state protect vital services and avoid deeper 
cuts during downturns.12 

• Prevent politicians from overspending during “boom” 
years.13 

• Pay down debt faster.14 

SUPPORT FOR PROPOSITION 2 

Opponents of Proposition 2 Include:15 

• California Republican Party 

• Reform California 

• California Chamber of Commerce 

Arguments Against Proposition 2 

Opponents argue Proposition 2 would: 

• Make taxpayer rebates less likely.16 

• Reduce “spillover” funding for infrastructure.17 

• Reduce availability of revenues to support urgent 
spending needs.18 

• Allow rainy day set-asides to repay unemployment 
insurance debt, thereby shifting costs from businesses 
to the state without fixing the underlying UI system.19 

OPPOSITION TO PROPOSITION 2 

A YES vote on Proposition 2 would change the rules for 
building state budget reserves and paying down debt, resulting 
in larger reserves and expanding the types of state debt that 
could be repaid with General Fund revenues. 

A NO vote would preserve current rules for state budget 
reserves and debt payments. 

A YES VOTE ON PROPOSITION 2 A NO VOTE ON PROPOSITION 2 
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