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1. Introduction 

In the United States, the varying policies across states serve as a laboratory for 

democratic policy making. As The Economist aptly put it in July 2009, ―There is no perfect 

model of government: it is America‘s genius to have 50 public-policy laboratories competing to 

find out what works best—just as it is the relentless competition of clever new firms from 

Portland to Pittsburgh that will pull the country out of its current gloom.‖
1
 This laboratory seems 

somewhat limited in scope, for no state pursues significantly more restrictive policies than the 

freest state (relative to the comparison of the U.S. to North Korea, for example), and it seems 

impossible to control for all variables. Still, it appears these relatively nuanced policy differences 

matter for internal migration and states‘ economic performance. 

 

A. Interstate Migration 

Interstate migration can critically indicate the general economic health, growth, and 

policy environment of a state. Interstate migration splits into two categories: businesses and 

individuals. Both trend in the same direction—when businesses appear to leave a state, a 

significant number of individuals do so as well, and vice versa.
2
 

If a state pursues especially restrictive policies on businesses and individuals, studies can 

measure the flight of these drivers of economic growth,
3
 most visibly with correlations between 

economic policies and net migration.
4
 While accurately measuring the magnitude of state 

                                                           
1
 The Economist, ―Rivalry between California and Texas,‖ July 9, 2009. 

2
 Robert R. Preuhs, ―State Policy Components of Interstate Migration in the United States.‖ Public Research 

Quarterly 52, no. 3 (1999): 527-549. 
3
 The analysis defines and uses interchangeably here and throughout the paper ―forces of economic growth‖ or 

―drivers of economic growth‖ as ―individuals and businesses,‖ because these individuals and groups are the 

originators of entrepreneurial ideas and competition, and therefore the true drivers of economic growth. 
4
 Arthur Laffer, Steven Moore, and Jonathan Williams, Rich States, Poor States 2, 2009, ALEC-Laffer State 

Economic Competitiveness Index, http://www.alec.org/am/pdf/tax/09RSPS/09RSPS_exec_summ.pdf 
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economic policy effects presents a virtually impossible task, this paper reinforces existing 

literature that finds state economic policy environments remain a significant influence in 

fostering or hindering the growth of their economies. 

No single factor, such as a job opportunity or family ties, determines whether an 

individual or business will choose to move from one state to another. Many studies, however, 

index the states based on their social and economic policy environments. Most of the literature 

indicates that a stronger correlation exists between interstate migration and state economic 

policies as opposed to social policies, but recent studies measure social policy effects as well.
5
 

This analysis, however, will focus on economic policies, including fiscal, spending, and taxation 

measures, because studies more frequently document the consequences of these policies, and 

they are more clearly quantifiable than social policies. 

Currently, less incentive and ability exists for most individuals and businesses to move 

entirely outside of the U.S. because of high exit costs.
6
 This trend may reverse, however, in favor 

of more hospitable economies abroad over time as technology makes geographical distance less 

important and people become more sensitive to the economic restrictions of the places where 

they reside.
7
 For now, the concern among states rests on losing population and any 

accompanying potential economic growth to another state as opposed to losing their citizenry to 

another country. 

 

                                                           
5
 Richard Florida, Rise of the Creative Class (New York: Basic Books, 2002). Florida recently measured the social 

policy motivations of the ―creative class,‖ or entrepreneurs in this recent book. 
6
 Taxes, especially on income, are an example of high exit costs to leaving the US. In this discussion, business 

expansion into other states and countries is specifically not included in the movements of businesses and people. 
7
 Chris Edwards and Daniel J. Mitchell, Global Tax Revolution: The Rise of Tax Competition and the Battle to 

Defend It, (Washington D.C.: Cato Institute, 2008); though even now it appears that the US may be driving away 

capital and high-income earners (and with it productivity), which is being captured instead by tax-friendly countries 

like Hong Kong. 
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Given that states wish to attract businesses and people to boost and sustain economic 

growth, this analysis seeks to identify the theoretical explanations for (1) states‘ seemingly wide 

variety of policy behaviors given the very real economic consequences of these policy choices; 

and (2) why some states boast relatively longer-term stability in fiscal and economic policy 

versus others. The answers to these questions will also lend themselves to answering the broader 

question of whether or not economic policies significantly affect economic growth and 

migration. 

 

B. State Selection 

Of the wide array of state economies to analyze, Texas and California are the most 

appropriate candidates for this analysis both because of their considerably similar characteristics 

and because of their vastly different economic policy paths. Texas and California signify ―the 

two poles of the Southwest,‖
8
 and represent the two largest economies within the U.S. People 

and businesses are flocking to the ―Lone Star State;‖ Texas enjoyed a higher economic growth 

rate over the most recent ten-year period relative to California.
9
 On the other hand, the ―Golden 

State‖ is losing people and business, and its economic growth slowed in recent years. Critics 

argue California‘s losses were relatively negligible for the past decade.
10

 However, Texas is 

gaining at a faster rate than California is losing in terms of population, job growth, and overall 

economic growth.
11

 The analysis does not merely concern California‘s losses, but Texas‘ greater 

                                                           
8
 The Economist, 13. 

9
 Laffer, Moore, and Williams, Rich States, Poor States. 

10
 Jed Kolko, ―California Economy: Planning for a Better Future‖ Public Policy Institute of California, July 2009, 

http://www.ppic.org/content/pubs/report/R_709JKR.pdf; ―Rhetoric aside, California loses very few jobs to other 

states. Businesses rarely move either out of or into California and, on balance, the state loses only 11,000 jobs 

annually because of relocation—that is just 0.06 percent of California‘s 18 million jobs. Far more jobs are created 

and destroyed as a result of business expansion, contraction, formation, and closure than because of relocation.‖ 
11

 Laffer, Moore, and Williams, Rich States, Poor States. 
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gains in the same period. 

According to the World Bank and the U.S. Bureau of Economic Analysis, in 2005 

California ranked the ninth-largest economy in the world by GDP (PPP), followed closely by 

Texas at 12th.
12

 Texas and California are the most populated states of the U.S., and additionally 

trump many countries‘ population totals, with California boasting 36,756,666 and Texas holding 

24,326,974 as of July 2008.
13

 The state with the third-highest population, New York with 

19,490,297, amounts to just over half of California‘s population. Additionally, California has 

been the most populated state since 1963, and Texas has been the second most populated state 

since 1994.
14

 

Besides the sheer size of their populations and economies, they also share a similar 

history and geographic parallels. Mexico originally claimed both states, with Texas‘s accession 

into the U.S. beginning the Mexican War and with California‘s accession into the U.S. at the end 

of the war.
15

 Given their similar histories, they are also two of several states that consist of a 

large population of Mexican immigrants, a migratory variable both states share. Nationwide, it 

appears that while the net number of Mexican migrants entering the United States remains 

positive, a recent study by the Pew Hispanic Center shows the gap shrinking between migrant 

inflows and outflows, especially in recent years.
16

 This could be due to immigrants‘ sensitivity to 

dwindling opportunities in the U.S. overall. In 2002, Texas‘ population consisted of almost 10 

                                                           
12

 World Bank, ―Data & Statistics,‖ 2006, 

http://siteresources.worldbank.org/DATASTATISTICS/Resources/GDP_PPP.pdf; see also: Bureau of Economic 

Analysis, ―News Release: Gross Domestic Product (GDP) by State, 2006,‖ 

http://www.bea.gov/newsreleases/regional/gdp_state/2007/gsp0607.htm 
13

 U.S. Census Bureau, 2008, http://www.census.gov  
14

 U.S. Census Bureau, 2008; these years are when both surpassed New York, which once boasted the largest 

population of any state. 
15

 Laffer, Moore, and Williams, Rich States, Poor States. 
16

 Jeffrey Passel and D'Vera Cohn, ―Mexican Immigrants: How Many Come? How Many Leave?‖ Pew Hispanic 

Center, July 22, 2009, http://pewhispanic.org/reports/report.php?ReportID=112 
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percent foreign-born Mexicans, and California boasted almost 12 percent in the same year; in 

2009, however, Californian cities and counties, like San Diego, experienced a drop of 9 percent 

in Mexican immigration, whereas Dallas experienced record gains.
17

 The San Francisco-based 

Public Policy Institute of California indicates that studies over the past several years underscore 

the notion that economic opportunities drive where immigrants choose to move.
18

 

Both California and Texas harbor large international seaports and contain a varied 

geographic landscape inclusive of plains, forests, and mountains with climates ranging from wet 

coastal areas to dry and barren desert.
19

 The similarities do not end there: 

Both earned their own independence as sovereign republics before joining the United 

States. Each is blessed with abundant natural resources and a robust population. Both 

cover a vast landmass with a wide variety of climates and growing seasons. Each was 

conscious of its role as a policy trailblazer and knew that its choices of governmental 

structure, tax rates, and regulatory regimes could become a model for the rest of the 

nation.
20

 

 

It would appear that California and Texas parallel on the variety and expanse of opportunities 

they offer current and potential citizens, except for what they offer in terms of state government 

policies. 

A point of contention in the comparison of the two states concerns the revenues that the 

state of Texas receives from oil and gas taxes. Conventional wisdom argues that the amount of 

revenue that Texas receives from taxes on their rich natural resources substitutes for other forms 

                                                           
17

 Elizabeth Grieco, ―The Foreign Born from Mexico in the United States,‖ Migration Policy Institute, 

http://www.migrationinformation.org/usfocus/display.cfm?ID=163#3; ―California‘s Population by Age in 2002,‖ 

http://www.dss.cahwnet.gov/research/res/pdf/GENtrends/CApop/CApop2002.pdf; ―Estimated Texas Population by 

Area; 2002,‖ http://www.dshs.state.tx.us/chs/popdat/ST2002.shtm; numbers are calculated from figures gathered 

from these sources. 
18

 Leslie Berestein and Lori Weisberg, ―Immigrant Population Declines in California,‖ Sign On San Diego, 

September 22, 2009, http://www3.signonsandiego.com/stories/2009/sep/22/immigrant-population-declines-

california/?metro&zIndex=169985 
19

 ―State Profiles,‖ Global Edge Database, http://globaledge.msu.edu/states/Texas/, 

http://globaledge.msu.edu/states/California/ 
20

 Tom Pauken, ―Texas vs. California: Which Model is Right for the Nation?‖ Texas Workforce Commission, 2009, 

http://www.twc.state.tx.us/svcs/commrs/081109chr.pdf 
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of revenue to support state government spending. However, a brief analysis of Texas‘ revenues 

from these two alleged ―cash cows‖ over the past 20 years indicates that the revenues received 

amount to a very small proportion of the total revenues each year. The near 20-year average from 

1990 to 2009 for annual combined revenue from oil and gas comprises 3.1 percent of total 

revenues, and the proportion of oil and gas revenues relative to all revenues ranged between 1.4 

and 5.1 percent.
21

 Furthermore, the assumption that oil and gas production gives Texas an 

advantage over other states because it is a large output of the state economy also fails as an 

argument. According to the Federal Reserve Bank of Dallas, the energy industry shrank as other 

sectors of the Texas economy grew. Since 1981, when oil and gas output as a share of the Texas‘ 

economy peaked at 20 percent of Texas‘ gross state product (GSP), its share of the GSP steadily 

declined to six percent as of 2002, with refineries and the petrochemical industries not 

contributing more than approximately 1.6 percent of GSP.
22

 While in the 1980s it would appear 

that natural resources significantly factored into Texas‘ economic growth, current figures level 

the playing field with California. 

Identifying these two states‘ similarities and differences accounts for attributes which 

make the comparison between the two more like apples to apples and addresses instances where 

comparisons become difficult to make. The analysis will not discuss the effects of federal fiscal 

policies as they should be relatively the same in both states, or in the least, insignificant as an 

explanation for state economic policy differences. Apart from this, the results of this analysis 

bear potential implications for the comparison among other states, or for gauging another state‘s 

                                                           
21

 ―Revenue by Source for Fiscal Year 2009‖ Window on State Government, 

http://www.window.state.tx.us/taxbud/revenue.html; ―Texas Revenue History by Source, 1978-2008,‖ Window on 

State Government, http://www.window.state.tx.us/taxbud/revenue_hist.html; figures based on author‘s calculations 

from data. 
22

 Stephen P. A. Brown and Mine Yücel, ―Do Higher Oil Prices Still Benefit Texas?‖ The Face of Texas Jobs, 

People, Business, Change, Federal Reserve Bank of Dallas, October, 2005, 

http://www.dallasfed.org/research/pubs/fotexas/fotexas_brown.html 
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relative position to Texas and California. Because of their population sizes and respectively large 

state economies, the analysis will be relatable not only to other levels of U.S. government, but 

potentially helpful for countries as well. 

 

2.  Theoretical Perspectives 

C.  Why is there a divergence in policy paths? 

The paper seeks to answer several questions. First, why have state policy makers chosen 

the economic policies they have? More specifically, based on the literature available for these 

two states, what led Texas to make the certain set of policy choices it did, and what led 

California to make its set of choices? Institutional theory may offer an answer concerning the 

institutional arrangements of a given state. If a state remains unconstrained by: (1) the amount it 

may spend, (2) the budget processes in place, and/or (3) the ability of policy makers to appease 

the will of the people, then the lack of these institutional structures compared to states that have 

them may significantly determine policy divergences between states.
23

 How much voters 

influence state economic policies directly or indirectly may also weigh on the institutional 

structure of a given state. 

An implicit question within this theory regards whether the people in each state vote for 

the government they intend. Economist Mancur Olson identifies a theory which aids in 

answering why voters approve growth-stunting economic policies. Olson argues that people 

purposefully organize in coalitions to capture certain, concentrated government benefits (i.e. rent 

seeking
24

) whose costs spread out over the larger constituency. These larger masses can be 

                                                           
23

 Mancur Olson, The Rise and Decline of Nations, (Yale University, 1982): 165. 
24

 David R. Henderson, ―Rent Seeking,‖ The Concise Encyclopedia of Economics, The Library of Economics and 

Liberty, http://www.econlib.org/library/Enc/RentSeeking.html, ―People are said to seek rents when they try to obtain 
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considered the ―forgotten groups,‖ who ―suffer in silence‖ because ―large or latent groups have 

no tendency voluntarily to act to further their common interests‖ even though they represent the 

most ―vital common interests.‖
25

 Instead, smaller interest groups overcome the collective action 

problem. 

Similarly, public choice theory states politicians may choose policies that redistribute 

from larger unorganized groups to smaller interest groups. Such interest groups attempt to profit 

from policies by manipulating the economic or political environment
26

 for a competitive 

advantage in business or livelihood. However, this can result in a negative effect on the 

economic environment because it shrinks the ―economic pie‖ as it redistributes and may cause 

businesses and the wealthy to engage in tax avoidance, tax evasion, or move to more hospitable 

economic environments over the longer term. 

Alternatively, and perhaps congruently, economist Anthony Downs theorizes voters tend 

to vote against their own interests.
27

 Bryan Caplan extends this hypothesis in his book, Myth of 

the Rational Voter, in which he describes individuals as blinded by certain economic biases, 

which coupled with the near-zero cost of casting a biased vote, will lead to harmful and 

―irrational‖ policies that negatively affect economic growth.
28

 This may help explain how, once 

an interest group gets a measure on the ballot, it gets approval. In this way, it may not matter if 

                                                                                                                                                                                           
benefits for themselves through the political arena. They typically do so by getting a subsidy for a good they 

produce or for being in a particular class of people, by getting a tariff on a good they produce, or by getting a special 

regulation that hampers their competitors.‖  
25

 Mancur Olson, The Logic of Collective Action, (London: Harvard University Press, 1971). 
26

 James M. Buchanan, Choice, Contract and Constitutions, 16, The Collected Works of James M. Buchanan, 2001, 

258-259; ―People find it privately rational to invest resources in efforts to secure differentially favored access to the 

economic power inherent in bureaucratic discretion.‖ 
27

 Anthony Downs, ―Why the Government Budget is Too Small in a Democracy,‖ Trustees of Princeton University, 

1960. 
28

 Bryan Caplan, Myth of the Rational Voter, (Princeton: Princeton University Press, 2007). 
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people in Texas and California differ in their preferences as voters.
29

 If people do get what they 

ask for, then in Texas‘s case, it would appear the policies and legislators voted for reflect the 

preferences of the larger constituency and keep people coming to the state. If true in California‘s 

case, then it would appear that though voters approve these policies, they may not reflect the 

preferences of the larger constituency, and an annual minority group of emigrants did not want to 

continue to work and live under such policies.
30

 

We might also see in the data that Texas‘s high rate of tax-exemption measures may 

reflect the interests of small interest groups succeeding through lobbying of the state legislature 

in obtaining legal tax avoidance as opposed to directly increasing tax burden on the larger, 

unorganized population. In California‘s case, where a small interest group may obtain several 

thousand signatures to petition a tax increase or exemption to appear on the ballot, this type of 

ballot measure occurs more frequently, and needs only a simple majority to pass. This 

institutional difference of voters between the states may magnify the ability of small interest 

groups to get away with passing policies with disseminated costs and concentrated benefits. Both 

institutional differences and interest group size remain two factors that can help to explain the 

economic policy divergences between Texas and California. The data will reveal the accuracy of 

these theoretical explanations for the divergences in policies. 

 

 

                                                           
29

 Bryan Caplan, ―Standing Tiebout on His Head: Tax Capitalization and the Monopoly Power of Local 

Governments,‖ Journal of Economic Literature, 108, no. 1-2 (2001) via George Mason University, 

http://econfaculty.gmu.edu/bcaplan/tieburb.doc; Caplan points out that Tiebout‘s model depends on how well the 

electoral system works and doesn‘t work when there is considerable inefficiency in local governments. It is likely 

that this postulation extends to the state level in the same way that Tiebout‘s model expands to state-level migration. 
30

 Preuhs, 527-549; ―…while migration takes place at higher levels in states with lower tax burdens and higher 

investment policy ratios, it also takes place at higher levels in states with a more liberal mean ideology… it may be 

that within the parameters of low taxes and a focus on investment, migrants sought states which hold preferences for 

more liberal ideals on other dimensions‖ (i.e. civil rights policies). 
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D. Why do some states have long-term stability versus others? 

Why does Texas appear to have a relatively long-term reputation for fiscal stability, while 

California has not in recent decades? The notion of fiscal stability, which includes low debt, 

frequent balance surpluses, and low volatility of tax revenue and spending, can be linked to 

economic policy, such as low level of taxes and spending overall. A state‘s long-term reputation 

may matter for migration patterns from state to state. How a state manages the economic burden 

of a public purse that requires high tax revenues matters for long-term stability.
31

 Durable 

policies like those in Texas appear to affect economic growth and migration differently from 

those in California.
32

 

Public choice theory adds to the discussion of state long-term stability by explaining the 

motives and incentives policymakers may face when passing legislation, and may help to answer 

why this could vary among states. The conventional view that the politician works as a 

―benevolent servant that carries out the will of the people‖ is essentially turned on its 

head by public choice theory, which ―assumes that people are guided chiefly by their own 

self-interests [even if that includes concern for the well-being of family, friends, and 

community] and, more important, that the motivations of people in the political process 

are no different.‖
33

 

 

If a state establishes a long-term reputation for a stable economic policy environment, through 

the state‘s constitution or in the way in which a state‘s government structure is set up, this can 

prevent politicians from disrupting this precedent by peer pressure from colleagues and 

constituents. Stable policies also help to lower risk and increase reliability of businesses‘ plans. 

                                                           
31

 Arthur B. Laffer, Stephen Moore, and Peter J. Tanous, The End of Prosperity, (New York: Threshold Editions, 

2008). 
32

 Casey McCracken, ―Whether State Fiscal Policy Affects State Economic Growth,‖ Stanford University, 2006; 

―Regression (1) suggests that a 1 percentage point balanced budget increase in the tax rate yields a .23 percentage 

point decrease in annual growth. This is a very plausible magnitude for the effects of state fiscal policy since a 1 

percentage point increase in the tax rate amounts to nearly a ten percent increase.‖ This would then indicate that 

fluctuations in a state‘s budget would have a measurable effect on the economic growth of that state. 
33

 William F. Shughart II, ―Public Choice,‖ Library of Economics and Liberty, 

http://www.econlib.org/library/Enc/PublicChoice.html 
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Institutional constraints may prevent a policymaker from implementing the currently popular 

policy. 

The institutional constraints on both voters and politicians thus increase the durability of 

a state‘s economic policy stability. The ease with which voters may get economic issues on 

ballot measures in California could influence some of the economic policy differences between 

itself and Texas. The policy differences between the two states on spending and budget 

processes—both freedoms and constraints with the budget that politicians face in each state—are 

also affected by the institutional structure voters and politicians face. Among other factors, long-

term constraints and the ballot referendum process appear to affect a state‘s fiscal stability. As 

economist David Primo suggests, constraints on the absolute levels of taxes or expenditures can 

generate economic policy stability and fiscal stability.
34

 

 

E. Do policies affect economic growth and migration? 

Much of public choice theory predicts that government officials will opt for high-tax, 

high-redistribution policies due to the influence of organized interest groups, rational ignorance, 

the phenomenon of dispersed costs and concentrated benefits, and the like.
35

 The need for 

governments to compete for wealth and population balances this. Public choice theorist Charles 

Tiebout describes municipalities within a region as offering various government services at a 

variety of tax rates.
36

 Individuals possess differing personal valuations on these services and 

varying ability to pay the taxes for them. Hypothetically then, these individuals will move from 

                                                           
34

 David Primo. Rules and Restraint: Government Spending and the Design of Institutions, (Chicago: University of 

Chicago Press, 2007). 
35

 Olson, The Logic of Collective Action. 
36

 Charles Tiebout, "A Pure Theory of Local Expenditures," The Journal of Political Economy 64, no. 5 (1956): 416-

24. 



16 

 

one location to another until they find the one which suits them on a scale between a high-tax, 

high-benefit model and a low-tax, low-benefit model.
37

 

It is possible that high-tax, high-benefit might fail to drive interstate migration. In fact, it 

appears states like California attempting to follow the high-tax, high-benefit model find 

themselves affected negatively by migration patterns because the low-tax, low-benefit model is 

not comparatively low-benefit after all. There may be a push-pull effect in which California‘s 

high-tax, high-benefit model pushes individuals and businesses out of the state while Texas‘ low-

tax, low-benefit model pulls them in. Alternatively, the high-tax, high-benefit model that voters 

expect tends to turn out as a high-tax, low-benefit model over time because of government 

inefficiency as public choice theory beyond Tiebout‘s model would predict.
38

 In either case, 

Tiebout‘s model appears somewhat limited in determining economic competition as the sole 

check upon governments. Economic competition is limited by various other mechanisms as 

well.
39

 Caplan cites another perhaps more significant and potentially institutional determinant—

the extent to which the electoral system works well: 

If the electoral system works well, it is possible to enjoy the low deadweight loss of 

property tax funding without risking excess supply of public goods; but as the 

imperfections in the electoral system increase, the low deadweight loss of the property 

tax simply makes it easier to inefficiently expand the size of the public sector.
40

  

 

Meaning, property taxes raise revenue so efficiently with minimal burden if government is 

limited in the amount it may tax asset values that are dissociated with taxpayers‘ incomes. 

Caplan argues, however, that policy makers possess significant leeway to supply more public 
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goods than constituents would desire, whereas income and sales taxes bear a higher burden but 

more effectively restrain policy makers to providing the desired amount of public goods to the 

constituents. Data from Texas and California will determine whether these trends emerge as 

Caplan predicts in testing whether Tiebout‘s theory stands. 

Furthermore, if the electoral system works well, and Tiebout‘s theory proves correct, 

states, which find themselves at risk of losing a portion of their population over time because of 

significantly restrictive and/or redistributive economic policies, also stand to lose a congressional 

seat or two. Therefore, politicians should mind their states‘ current economic policies and those 

policies‘ effects on the citizenry. In fact, as observed by the House census oversight 

subcommittee, California could potentially lose a congressional seat after the 2010 census, while 

Texas may gain one to three seats.
41

 

 

F. Literature and Further Research 

Previous research suggests a significant correlation between interstate migration and state 

economic policies. These more general research findings as well as case studies, particularly 

focusing on Texas‘ and California‘s economic policies, find a negative relationship between 

interstate migration and economic policies, particularly with certain tax policies. 

Adam Smith wrote in the Wealth of Nations, ―High taxes, sometimes by diminishing the 

consumption of the taxed commodities, and sometimes by encouraging smuggling, frequently 
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afford a smaller revenue to government than what might be drawn from more modest taxes.‖
42

 

More recently, Arthur Laffer identifies ―when tax rates get too high they injure the economy and 

produce less money for the government‖ as demonstrated by the Laffer curve. Additionally, 

Laffer and Moore postulate that higher taxes will significantly slow economic growth if current 

tax policy trends in many states continue to persist. Their book also takes a chapter to analyze 

California‘s current financial trouble. Laffer ascertains California engaged in increased spending 

in good economic times and then found trouble financing these programs in times of recession. 

Instead of giving businesses and high-income earners a break in a recession, they increased taxes 

in an attempt to make up for lost revenues, but unintentionally ended up driving people and 

businesses out as a result, thus losing even more revenue than in absence of a tax increase.
43

 

Richard Florida, in his book, Rise of the Creative Class, also offers some insights into the 

reasons why economic growth occurs in some regions versus others and how this can change 

over time.
44

 Florida states the locations creative people choose drive regional economic growth, 

and these people typically prefer diverse, tolerant places open to new ideas. His theory then 

differs from the human capital theory for two reasons: ―(1) It identifies a type of human capital, 

creative people, as being key to economic growth; and (2) it identifies the underlying factors that 

shape the location decisions of these people, instead of merely saying that regions appear blessed 

with certain endowments of them.‖
45

 He takes the example of a once thriving city as evidence of 

this migratory pattern exhibited by individuals of promising entrepreneurial abilities: 

Pittsburgh attracts hundreds of millions of dollars per year in university research funding 

and is the sixth largest center for college and university students, on a per capita basis, in 
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the country. It‘s hardly a cultural backwater . . .  In the 1985 Rand McNally survey, 

Pittsburgh was ranked ―America‘s Most Livable City,‖ and it has continued to score high 

ever since. Yet the economy putters along in a middling flat-line pattern. Both the core 

city and the surrounding metropolitan area lost population in the 2000 census. And those 

bright young university people keep leaving.
46

 

 

The community tried nearly everything to remake itself, but nothing appeared to work. Then 

companies started to leave. ―[Places creative people are attracted to] are not thriving . . . because 

their local governments have given away the store through tax breaks and other incentives to lure 

business . . . The physical attractions that most cities focus on building—sports stadiums, 

freeways, urban malls and tourism-and-entertainment districts that resemble theme parks—are 

irrelevant.‖
47

 Therefore, states and localities that typically fall into this spending-for-

development trap will find their investments won‘t pay off as they intended in order to keep 

people around. It is possible that if these states cut spending on such projects and reduce taxes 

otherwise necessary to fund this government spending, their efforts to retain people would go 

much further.  

A state index, ―Freedom in the 50 States,‖ developed by Jason Sorens and William 

Ruger, demonstrates state freedom by presenting the ―first-ever comprehensive ranking of the 

American states on their public policies affecting individual freedoms in the economic, social, 

and personal spheres.‖
48

 Their scorings of Texas and California, particularly on economic factors 

with a focus on tax policy, help to determine the relative economic policy environments of each 

state. This study additionally merges some of Florida‘s theories regarding the social policies that 

attract (or deter) creative people and the economic policies which benefit (or hurt) individuals 
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and businesses.
49

 

The following studies focus specifically on interstate migration by attempting to explore 

the factors that influence people to move. Richard J. Cebula and Gigi M. Alexander find that 

―state income tax burdens, whether expressed in per capita terms or as a percent of personal 

income, are shown in this study to consistently act as a deterrent to net in-migration,‖
50

 which is 

consistent with research by Cebula,
51

  A.H. Charney,
52

 and I.S. Saltz.
53

 Cebula and Alexander 

make a recommendation to states currently pursuing relatively high income taxes to cover 

expenditures: ―Clearly, in terms of growth and economic development strategies, states with 

higher state income taxes may have an incentive over the long run to at least investigate 

alternative revenue sources, sources which might be less likely to create adverse migration 

effects.‖
54

 The authors present the theories on the effect of income taxes on interstate migration 

by Charles Tiebout,
55

 Gordon Tullock,
56

 and J. Riew.
57

 They observe in several additional 

studies, that ―net state in-migration should be a decreasing function of state tax burdens in the 

state, ceteris paribus, and an increasing function of public elementary plus secondary school 

outlays per pupil in the state . . . ceteris paribus.‖
58

 Yet reality is not static—not ceteris 

paribus—and a myriad of other effects on net migration work independently of the imposition of 

taxes. Still, a significant correlation exists between the three variables. 
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Mark Gius researched the effect of income taxes on interstate migration and found that 

his results compared to the results of other studies: ―income taxes have an effect on migration for 

most races and age groups. Individuals move from states with high income taxes to states with 

low income taxes; these results corroborate the results obtained from the use of aggregate, state-

level data.‖
59

 While the results of this study find state income taxes a significant factor in 

interstate migration, other studies conclude that other state taxes influence migration more 

significantly than state income tax. 

Shiyuan Chen uses migration data from the US Census over 1990–1991 to 1998–1999 for 

all 50 states and District of Columbia and found correlation with tax and expenditure data from 

the World Tax Database:  

The empirical result says that the property tax burden and the sales tax burden have 

almost the same significant negative impact on the migration rate. The personal income 

tax has no significant effect . . . and thus has no significant impact on the individual 

behavior, while the property tax and the sales tax are mostly levied by the state and local 

governments, which will lead to the difference in tax burden.
60

 

 

Surprisingly, the results of this research conclude personal income tax inexplicably renders no 

significant effect, and the effect of the property tax and the sales tax lessens as income inequality 

increases: ―the migration pattern is that the rich people migrate to the pro rich states, and the 

poor people migrate to the pro poor states.‖
61

 Beyond this result, the study found property tax 

and sales tax appear closely correlated with migration patterns, thus states should wise up to how 

much of this type of fiscal burden that their constituents would be willing to tolerate. 
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Research done by economist Yu Hsing found that while a one percent increase in total 

welfare benefits increases in-migration by 0.4 percent, a 1 percent increase in tax burden reduces 

in-migration by 1.32 percent.
62

 The paper also tests Tiebout‘s hypothesis, and the results show 

that voters/consumers prefer to pay lower taxes: ―Thus, state and local governments need to 

show fiscal discipline either to keep taxes level or to reduce taxes so that outmigration will not 

rise and the population base will remain stable or increase, other factors held constant.‖
63

 While 

the effect of a state economic policy on net migration appear difficult to measure, like prior 

studies, this one indicates a significant negative relationship exists between tax burden increases 

and interstate migration. 

All the studies indicate that state tax burden significantly correlates with interstate 

migration, but debate continues about which tax specifically—income, property, or sales—

affects interstate migration the most. While different taxes offer different opportunities for 

avoidance and evasion, they don‘t have widely different bases of wealth creation to tax. If states 

wish to achieve and maintain economic growth by continuing to attract people and businesses, 

they should pay attention to their policies effects on these drivers of growth. The prior literature 

presents evidence that even if voters vote for candidates and policies that are ultimately 

counterproductive to their well-being, how they ―vote with their feet‖ truly determines how they 

ultimately judge these candidates and policies. 

The crux of this paper intends to determine why Texan and Californian politicians chose 

different economic policies that prompted different economic outcomes. Therefore, while the 
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policies California‘s politicians choose might described as the ―right‖ prescription for which 

voters ask, as consumers they possibly do not like the unintended effects of what they vote for or 

are not receiving the benefits equal to the high taxes they pay. An indication of this 

dissatisfaction reveals that more people choose to emigrate rather than immigrate to the state. 

This paper will attempt to avoid the argument that what the citizenry votes for qualifies as 

―right‖ or ―wrong‖—―If California doesn‘t want to be Texas, it must find a way to be a better 

California.‖
64

 The only qualitative judgments made identify policies that appear empirically 

―good‖ or ―bad‖ for in-migration and economic growth. 

Prior literature explains what happened in these two states, but abstains from explaining 

why. This paper attempts to go one step further by examining the evidence and existing literature 

and seeks (1) to answer why these states chose their respective economic policies, (2) to reinforce 

how these differing policies led to two very different economic outcomes, and (3) to confirm that 

state economic policies do affect state economic growth and net interstate migration. 

 

3.  Methodology 

To determine the effects of policy on economic growth and migration, the comparison of 

prior studies help demonstrate the effects of policies in Texas and California. Following that 

comparison, public choice theory will help determine how policies come about, particularly by 

looking at voter perceptions and economic ballot measure results that help determine each state‘s 

economic policies. A final exploration will examine what makes the policies in each state 

durable or unstable, which may significantly relate to the institutional structure in each state to 

which both voters and politicians respond. 
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G. Voter Behaviors 

If Olson‘s and Caplan‘s theories prove correct then active voters‘ preferences matter for 

determining economic policy. The institutional leeway constituents have to place economic 

measures on the ballot can make it easier for small interest groups to get policies on the ballot 

that exclusively benefit the interest group at the expense of the rest of the constituents. And 

according to Caplan,  individuals are blinded by certain economic biases, which coupled with the 

near-zero cost of casting a biased vote, will lead to harmful and ―irrational‖ policies that in turn 

negatively affect economic growth. Institutions matter too: these biases affect what appears on 

the ballot. 

Registered voters account for a majority of any state‘s population. In fact, a significant 

difference exists between the number of voters that actually participate in a given election, the 

number of people registered to vote, and the number of people eligible to vote.
65

 In Texas, 46 

percent, 6 percent, and 26 percent of voters of voting age population turned out for the 

presidential (2008), constitutional (2007), and gubernatorial (2006) elections, respectively.
66

 For 

California, 75 percent, 21 percent, and 36 percent of voters turned out for the presidential (2008), 

constitutional (2009), and gubernatorial (2003) elections, respectively.
67

  For this reason, an 

accurate measure of the state policy preferences of all eligible voters seems virtually impossible 

both in terms of revealed preferences and because of a general lack of ―active‖ voters on state 
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issues. However, active voters‘ opinions actually matter the most for the sake of this analysis, 

and how they perceive the well-being of their state‘s economy provides useful feedback. 

The difference in voter turnout rates between Texas and California may relate to the 

nature of each state‘s economic policies: ―In states that spend more on valuable public programs 

and services that benefit citizens, including education, hospitals, roads, or libraries, the political 

stakes likely become greater and turn out rates increase.‖
68

 Therefore, not only do voters 

influence economic policy, but it is suggested that, to a certain extent, economic policies may 

influence voter turnout as well. A recent study of voter behavior from 1980–2008 found ―voter 

turnout is positively correlated with both government spending per capita and government size 

relative to state product: this finding is consistent with the theory that increased turnout draws 

voters from the lower part of the income distribution who are more likely to support 

redistributive and government spending.‖
69

 The evidence above appears to confirm this theory, 

and additional information on voter turnout rates in Appendix V appears to validate this. 

However, this effect is difficult to tease out of the effect of Californians‘ relative ease to get 

measures on the ballot, which may influence higher voter turnout as well. Therefore, a point 

worth addressing for the analysis of voting behavior regards the magnitude of voters on a given 

issue. The sample size of voters for each question, the general percentage of registered voters, 

and total state population for the given year appear in Appendix I. a. and I.b. 
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―Exit polling‖ by polling aggregates and companies such as Pollster.com,
70

 Mitofsky 

International
71

 and National Election Pool
72

 reveals not only how people vote, but also how 

voters perceive the state of the economy both statewide and nationwide.
73

 Though the questions 

vary from election to election, determining some generic patterns of voter satisfaction with their 

state elected officials and the economy becomes possible. Given limitations on the availability of 

the data on these questions, the analysis considers only exit poll questions posed in elections 

between 1990 and 2006 for each state. 

Additionally, examining gubernatorial approval ratings reveals attitudes about the 

governor‘s performance, and concurrent approval or disapproval of the way a governor handles 

issues accurately measures the way voters view state economy issues. Voters perceive governors 

possess significant power to affect the state‘s economy with economic policies, and constituents 

often blame governors when a state‘s economy turns sour.
74

 Data on approval ratings of 

governors in Texas and California for this analysis originates from SurveyUSA.com between 

2005 and 2007.
75

 Survey questions concerning the general perception of the national economy 

help to determine how people in Texas and California perceive how their respective states are 

faring relative to the nation. By looking at concurrent approval ratings of each state‘s governors 

and public perception of the economic condition of each state, this may help explain why the two 

states took different policy paths. 
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H. Prior Studies 

Based on the case studies and literature available that assess the relative economic 

positions and policy variances in states and discuss their economic policy strengths and 

weaknesses, the following presents a comprehensive comparison of the studies. 

In order to demonstrate the period and comprehensiveness of all the studies considered 

here, the following table visually represents the time that each study covers: 

 

 

The total comprehensive coverage begins in 1980 and ends in 2010. Three studies, the ―Freedom 

in the 50 States,‖ the ―U.S. Economic Freedom Index‖ and the Pew Center‘s ―Who Moves?‖ 

studies provide only snapshots of nonconsecutive years, but remain useful to compare between 

the years studied. While the studies tend to overlap not only in years but also in terms of what 

they focus on, the first six emphasize rankings and indexing of the states, while the second five 

either incorporate or focus specifically on interstate migration patterns. 

Chief Executive surveys hundreds of CEOs annually on the best and worst places to do 

business, and ranks them accordingly on many factors.
76

 Business retention and attraction issues 
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are ―often at the center of policy debates at the state (and local) level but existing data sources do 

not provide the necessary information for studying the trend and employment effect of business 

relocation.‖
77

 This analysis will reaffirm some of the findings of the other indices with more 

recent and comprehensive data, with a specific focus on businesses. The ―Freedom in the 50 

States‖ by Sorens and Ruger gives a snapshot picture of the most recent data available as of 2006 

that comprehensively explores economic and social freedoms.
78

 ―Competitive States‖ by the 

Texas Public Policy Foundation provides a comparison of the 2006 state and local tax burdens of 

Texas and California versus their 10-year economic performance during the years of 1996–

2006.
79

 The 2008 ―U.S. Economic Freedom Index‖ by the Pacific Research Center also sheds 

light on fiscal, regulatory, judiciary, government size, and welfare spending of each state for 

2003 to 2007.
80

 The ―Economic Freedom of North America: 2008 Annual Report‖ also sheds 

light on state government institutions‘ effects on economic outcomes in their respective states 

from 1999 to 2008.
81

 Additionally, the ―2010 State Business Tax Climate Index‖ by the Tax 

Foundation pays particular attention to the tax structures of all 50 states between 2006 and 

2010.
82

 These studies all help paint a comprehensive picture of state policy environments. 

The following set of studies document net migration. ―Who Moves?‖ by the Pew 

Research Center, gathers information on domestic ―movers‖ and ―stayers‖ about their income, 
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education, and reasons for choosing to move or stay put.
83

 Rich States, Poor States by Arthur 

Laffer, Stephen Moore, and Jonathan Williams considers the data on net migration between 1998 

and 2007, the different economic policies chosen (particularly tax and fiscal policy), and the 

economic growth during the time the selected data covers. ―Ebbs and Flows in Recent U.S. 

Interstate Migration‖ by Gary A. Manson and Richard E. Groop, also reveals the migration 

pattern of California and Texas prior to the 1990s. Additional studies include the Allied Van 

Lines Annual State Magnet Report and Atlas World Group‘s review of migration patterns from 

2000 to 2009. 

 

I. Limitations of the Analysis 

Each analysis carries weaknesses resulting from their individual scopes as well as 

strengths in their variant focuses that make this analysis more robust in identifying policy 

differences and their effects on economic growth. Despite Texas‘s and California‘s similarities, 

nuanced differences abound between them, as between any two state comparisons, that could 

affect some of the results of this particular analysis. Lag time exists between economic policies 

and movements of individuals and businesses to more conducive environments. Additional 

causal factors include, for example, other variables that may make a certain location more 

attractive to move to rather than the necessity to leave, or make an individual‘s value of a 

location may outweigh economic policies in the decision to move.
84

 Finally, we can only track 

the movement of entrepreneurs and entrepreneurial activity through the net movements of 

individuals and businesses ex post. 
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A final omission regards tax incentive programs. These programs intend to attract certain groups 

of individuals and businesses to a particular state, but such programs are outside of the scope of 

this analysis. Prior studies also exclude them as an indicator of economic prosperity. Instead, this 

analysis focuses on statewide trends rather than individual incentive projects. 

 

4.  Research Results 

A. The Difference in Economic Policies 

As the theory explains, voters can both directly affect the economic policies of their 

states and indirectly affect the institutions within which voters and politicians operate when 

developing economic policy. The evidence shows that voters significantly contribute to the way 

in which economic policies diverge in the states—to the extent that institutional constraints let 

them. Californians possess more institutional leeway to get measures on a ballot, which leaves 

them exposed to small interest groups gaining support by petition to put concentrated benefit, 

spread cost measures on the ballot. In both Texas and California, what gets on the ballot matters 

for determining economic policy regardless of the larger constituent preference, because the 

constituents who get the benefits are more likely to vote than the ones who bear the dispersed 

costs. 

 i. Ballot Propositions 

For the purposes of this paper, the economically relevant ballot issues break down into 

the following categories:
85

 taxes,
86

 bond and spending issues,
87

 and budget.
88

 Given the 
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 Ballotpedia, http://www.ballotpedia.org/wiki/index.php/Main_Page; this regards direct observations of the state 

literature by author and Ballotpedia.org on each proposition considered. Ballotpedia originally began with the 

Citizens in Charge Foundation on May 30, 2007. The Sam Adams Alliance employed a small staff of project writers 

who contributed content to Ballotpedia in 2008-09. Additionally, the Lucy Burns Institute has been Ballotpedia's 

organizational sponsor since July 1, 2009. ―Ballotpedia is a free, collaborative, online encyclopedia about elections, 
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limitation of data available, the propositions considered here for each state occur from 1990 to 

2009, but this period is expansive enough to cover nearly the last two decades. Texans typically 

vote on ballot propositions every two years, with some exceptions in the period studied here. A 

review of all of the ballot measures in Texas and California that fall into the three categories 

determined the measures listed in Appendix I. There is significant room for further research on 

the different categories and the addition of the less-common regulatory ballot measures, but they 

fall outside the scope of this study. Below is a summary of each type of economic ballot measure 

for each state. 

 

 

A measure may appear on the ballot in several ways depending on the institutional 

structure of a state‘s referendum process. Texas, for instance, authorizes only legislatively-

referred constitutional amendments
89

 (LRCAs) on a ballot. In California, however, citizens and 

policy makers have several ways to initiate ballot measures, including LRCAs, legislatively-

                                                                                                                                                                                           
ballot measures and access, petitions and ballot law, recalls, school and local ballot measures, and state 

legislatures…‖ The author checked the Ballotpedia‘s reliability by sampling its data and comparing it with the 

government data resource from which it draws. 
86

 Ballotpedia, Taxes cover a broad range of potential ballot measures, including a tax increase or reduction (sales or 

property tax, for example), taxation reform, or tax limitation. 
87

 Ballotpedia, ―A bond issue as it applies to ballots is when a state government, or a local unit of government (city, 

county, school district) places a question before the voters as a ballot measure, asking them to approve or deny 

additional proposed spending.‖ The category ‗spending‘ concerns spending cap ballot measures. 
88

 Ballotpedia, ―Ballot measure governing state budgeting procedures;‖ Sometimes these issues can overlap with 

other broader categories that encompass economic issues regarding how Ballotpedia categorizes them, so the 

analysis for this paper has re-categorized any of the broader labels on economic propositions into one of the four 

categories mentioned above. 
89

 Ballotpedia, ―A legislatively-referred constitutional amendment is a proposed constitutional amendment that 

appears on a state's ballot as a ballot measure because the state legislature in that state voted to put it before the 

voters.‖ 
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referred state statutes,
90

 initiated state statutes,
91

 voter-initiated constitutional amendments,
92

 veto 

referendums,
93

 and recalls.
94

 This distinction between the two states may help to explain the 

greater volume of ballot measures proposed in California.
95

 Arguably, the differences in the 

number and content of the ballot initiatives in California and Texas result from the very different 

ballot initiative systems, rather than a reflection of differences in voters‘ views, as 

conventionally assumed. Because small interest groups may find it harder to get measures on the 

ballot in Texas, voter approval might reflect the nature of the referendum process rather than 

differences in voter opinion. For more information on the ballot measures considered, refer to 

Appendices I. a. and I. b. at the end of this analysis. 

 

a. Tax Ballot Measures 

In the category of taxes, the majority of Texas‘s ballot measures proposed consisted of 

tax exemptions. In fact, 20 of the 30 tax ballot measures proposed tax exemptions, and Texan 

voters approved all measures in this category but three. Naturally, voters as consumers tend to 

support those tax breaks which would reduce their tax burden. Seven tax ballot measures related 

to tax limitations, all of which voters approved. Legislators proposed only one tax increase, 
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 Ballotpedia, ―A legislatively-referred state statute is a statute that appears on a state's ballot as a ballot measure 

because the state legislature in that state voted to put it before the voters.‖ 
91

 Ballotpedia, ―An initiated state statute, also known as an initiative statute, is a new law that a state adopts via the 

ballot initiative process. The most common form of initiated state statute is when groups collect signatures and once 

those signatures are collected, election officials place the measure on the ballot for a vote.‖ 
92

 Ballotpedia, ―An initiated constitutional amendment is an amendment to a state's constitution that comes about 

through the initiative process.‖ 
93

 Ballotpedia, ―Veto referendum is a synonym for citizen referendum or statute referendum. It is also sometimes 

called a popular referendum.‖ 
94

 Ballotpedia, ―Recall is a process available in most jurisdictions whereby an elected official can be removed from 

office either for malfeasance or in some jurisdictions for any action the recall language specifies. For recalls, most 

state laws have set the highest signature threshold for any type of petition - most often requiring 25 percent of all 

registered voters or 25 percent of voters in the last election for the recalled office to sign a recall petition.‖ 
95

 For additional detailed information on the ballot measures considered in this analysis, refer to Appendices I. a. and 

I. b. at the end of this analysis. 
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regarding the imposition of an ad valorem tax in rural fire prevention districts, which voters 

approved. Voters also approved a final ballot measure regarding a tax incentive program for 

economic development. 

California, often both plagued and blessed by the ability of its constituents to initiate 

ballot measures, went through many more measures in all categories in the same period. 

California legislators and citizens proposed 34 tax ballot measures in the given period. One was a 

tax limitation that voters approved. Out of nine tax exemptions, voters approved eight. Of the 19 

tax increases introduced, Californians approved 5 of them—3 of which were voter initiated. The 

legislature proposed six of the tax increase measures through LRCAs; voters initiated the 

remaining measures by petition, or vote initiative. Voters passed a low-income property tax 

postponement, a renter‘s tax credit, a local government sales revenue sharing program, and 

rejected both the only tax decrease and a measure combining a four-year tax hike with a 

spending cap 

 

b. Spending and Bond Issues 

Within the period of the study, Texas‘s voters encountered 37 LCRAs concerning bond 

issuances and spending increases, and passed 31 of them. In addition, Texan voters passed two 

LCRAs that reduced spending for superconductor colliders and the amount of state debt payable 

from the general fund. Finally, Texans approved one exemption for schools from the obligation 

of unfunded mandates. 

In California‘s case, four of the 71 bonds and spending ballot measures proposed to place 

limitations on spending, and only two of these voters approved. Voters also rejected the one state 

spending issue regarding the use of three percent of the general funds on state and local 
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infrastructure. The remaining 66 measures fell into the bond issues and issuances category, 41 of 

which voters approved. 

 

c. Budget Ballot Measures 

In the last category, budget issues, voters can affect how government spends and acquires 

money, as opposed to just authorizing the government to tax or spend. Texas legislators proposed 

only three measures, two of which voters approved, including requiring the Turnpike Authority 

to repay certain monies to the Texas Department of Transportation, and expanding the 

investment authority of the Veterans‘ Land Board. 

In California, legislators proposed nine budget ballot measures, only one of which voters 

approved, keeping local sales and property tax revenues in the hands of local governments. The 

rest of the budget ballot measures concerned the way the state spends certain revenue, and some 

measures concerned freeing up money if other propositions left any money unused. All of the 

rejected budget ballot measures intended to raise or free up extra money for the state. 

These numbers reveal that while Texans appear more willing to approve measures, they 

deal largely with tax exemptions and spending initiatives. Californians approve more of a mix of 

tax increases, few tax exemptions, and plenty of spending initiatives. When correlated with their 

state rankings, it would appear that Texans ask for less government spending relative to 

Californians, consistent with Texas having more limited government. Whether voter preferences 

or institutional constraints weigh more on the divergence of economic policies between the states 

is unclear, but the differences between Texas and California voter preferences and institutional 

constraints are clear. The mix of economic measures on Texas‘ ballots appears to affect policy 

outcomes differently than those in California. The content voted on matters in part for the 
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outcomes of the states‘ economic growth, which in turn affects the net migration patterns of the 

states as well. 

 

ii. Voter Perceptions in Exit Polls 

Voter perception, though a rough estimate of the general mood of each state given the 

range of error imbedded in surveys of this nature and the limitation of the data available, remains 

a valuable window into how voters approve of state economies and state legislators. It may help 

to explain why Texas has recently experienced net in-migration and has attracted businesses, 

while California has lost people and businesses over the same period. Given the available exit 

poll data available for the span of the 1990s, Texans appear slightly more optimistic about their 

economy versus Californians in the exit polls: 

Source: Voter News Service Election Day Exit Poll Surveys, accessed through Roper Center 

Public Opinion Archives.
96

 

 

The contrasts in the graphs above demonstrate that both Texans and Californians felt pessimistic 

in 1990, but this trend changes for Texas by 1994, with a vast majority of surveyed voters 

believing the Texas economy was ―Good‖ or ―Excellent.‖ Compared to what Texans and 
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0%

20%

40%

60%

80%

1990 1994 1996 1998

"These days, do you think the 
condition of Texas' economy is:"

Excellent Good Not so good Poor

0%

20%

40%

60%

80%

1990 1994 1996 1998

"These days, do you think the 
condition of California's economy is:"

Excellent Good Not so good Poor



36 

 

Californians thought about the condition of the nation, both voter populations held a rosier 

picture of their respective state economies.
97

 A large majority of Californians perceived the state 

of their economy as ―Not so good‖ or ―Poor‖ in 1994, and nearly half believed this in 1996. By 

1998, it appeared that Californians felt nearly as optimistic as Texans did about their respective 

economies.
98

 From thenceforth, exit polls refrained from asking both states that exact question, 

which makes the comparison of voter perceptions across the two states more difficult for the next 

decade. More recently, polling services took new interest in voter perceptions on the condition of 

their respective states. 

As recently as 2009, however, there appears an even greater divergence of Texans‘ and 

Californians‘ opinions on the state of their respective economies: 

 
Source: Texas Credit Union League conducted Texas‘ poll; Los Angeles Times/USC conducted 

California‘s poll.
99
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 This regards exit-polling results on the question regarding voters‘ perceptions of the condition of the national 

economy in years 1990 and 1992. 
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 For additional information about how polling companies conduct exit polls, weighted, and other concerns, refer to 

Appendix II at the end of this analysis. 
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 PRNewswire, ―Poll: Texas Voters Rate State Official Job Approval, the Economy, and Who is to Blame for 

Economic Crisis,‖ United Business Media, June 2009, http://www.prnewswire.com/news-releases/poll-texas-voters-
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As of 2009, even in the midst of a recession, Texans appear far more confident in the 

direction their state economy by a large margin over California. Moreover, in 2010, 43 percent of 

Texans polled believe that the state‘s economy is on the right track, while 37 percent think it is 

on the wrong track. Furthermore, ―More than half of Texans—56 percent—think the country is 

on the wrong track, while 31 percent think things are going in the right direction.‖
100

 

Californians, on the other hand, 19 percent believe the state‘s economy is going in the right 

direction, while 74 percent believe it is going in the wrong direction.
101

 Apart from their own 

economy, Californians also thought that the country was going on the wrong track, to the tune of 

55 percent, while 35 percent thought it was on the right track.
102

 A clear distinction exists 

between the two states‘ respective voter perceptions from past years regarding their respective 

states, but they share the same view about the state of the nation. 

These exit polls reveal that voters remain keenly aware of the economic positions of their 

respective states and the nation. However, how they vote on economic ballot measures 

demonstrates their uncertainty of what would increase or hinder growth, and economic biases 

may prevent these voters from voting in their own interests, which makes the type of economic 

policy that gets on the ballot all the more critical to determining economic policy. 

 

iii. Gubernatorial Approval Ratings 

Data availability on gubernatorial approval ratings is very limited prior to 2005, but the 

following charts provide a fluid picture of approval ratings between 2005 and 2007 as polling 
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 Mark Baldassare, Dean Bonner, Sonja Petek, Nicole Willcoxon, ―Californians & Their Government,‖ Public 

Policy Institute of California, (January 2010), http://www.ppic.org/content/pubs/survey/S_110MBS.pdf 
102

 Decker, ―California's Best Years Have Passed, Voters Say.‖ 



38 

 

companies survey voters every month or two. Unfortunately, Texas lacks data coverage on 

approval ratings compared to California, which tracks data through 2010. For the sake of equal 

comparison, the analysis omits California‘s data on gubernatorial approval ratings after 2007. 

 

Despite the gap in data coverage, a large divergence existed in Texas‘s voter perceptions of their 

state leader versus Californians‘ perceptions between 2005 and 2006, and given the snapshot 

data available in February 2010, there is an even greater divergence. Texas gubernatorial 

approval appears to be more stable. Until 2007, Texas‘ governor had higher approval ratings, but 

in 2007, California‘s governor did. In 2010, this apparently reversed again. 

In February 2010, Texas Governor Rick Perry garnered an approval rating of 56 percent 

with 42 percent disapproval.
103

 This reveals a striking difference when compared to California‘s 

most-recent ratings for Governor Schwarzenegger amounted to 19 percent approving and 80 
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percent disapproving.
104

 Interestingly, Schwarzenegger‘s ratings fell to the statistically 

equivalent approval ratings of Governor Davis in 2003 shortly before his recall by California 

voters.
105

 California grants voters the right to recall a policymaker while Texas does not. It 

appears in spite of this, Schwarzenegger will serve out his term. 

When faced with a constituency that appears to favor economic policies tending to inhibit 

economic growth, politicians must communicate to their constituents, particularly voters, the bad 

consequences of those policies when making tough decisions. Much of the solution will concern 

institutional constraints that prohibit politicians from giving in to practices like spending beyond 

the budget even though voters may demand it. In a state like Texas, the institutional constraints 

appear to exist, or at the very least, those constraints remain untested by voters simply because 

the majority of Texans appear to prefer a low-tax, low-benefit model. In this way, the 

establishment of a free society in the long run remains intact with an institutional structure that 

makes economic policy that hinders growth more difficult to pass. In this manner, a state may 

prevent self-undermining practices by attracting voters with competing high-tax, high-benefit 

values to a relatively economically freer state if institutional constraints prevent state practices 

from leading to slower growth policies in the long term. 

 

B.  Long-Term Fiscal Stability Performance 

States with precedents for stable economic policies and continued fiscal stability enjoy 

higher and relatively more stable economic growth.
106

 Texas seems to have more durable, 

institutional constraints that affect budget decisions. A long-standing precedent could make a 
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 SurveyUSA, ―Results of SurveyUSA News Poll #16276,‖ 
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state‘s policy commitment more credible, so another year of fiscal stability in Texas may 

demonstrate a bigger effect than a year of fiscal stability in California. 

Both states passed tax and expenditure limits [TELs], which limit the amount a 

government can increase taxes or spend relative to a predetermined growth rate, but California‘s 

two TELs don‘t seem as effective as Texas‘s one. California passed its first TEL in 1979 on 

appropriations limited to personal income growth and population.
107

 Within the same year, it 

passed a second TEL, limiting appropriations on tax proceeds.
108

 This second TEL, also known 

as the Gann limit, has since been subject to several voter approved proposition which exempt 

certain taxes and significantly increased the limit.
109

 Texas passed its first and only TEL in 1942, 

limiting appropriations to personal income growth.
110

 

TELs are designed to limit excessive growth in government, while increasing 

overall budget stability. Historically, the growth in overall state spending has been 

significantly more volatile in California than Texas. For instance, between 1996 

and 2005, the standard deviation in state spending in California was 4.5 percent, 

compared to 2.4 percent in Texas.
111

 

 

In spite of having two TELs, California still appears unable to keep spending under 
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111
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control. Additional ballot measures weakened the TELs over time. Another reason for 

California‘s spending struggles could relate to the volatility of its revenue resources from 

income taxes on capital gains and stock options. Conversely, Texas‘s relatively stable 

revenue from sales taxes appears to prevent volatile changes in the ability to spend on 

current government programs.
112

 

Source: ―Budget Processes in the States,‖ National Association of State Budget Officers, 

(Summer 2008). 

Another two of the many divergences in the way California and Texas formed their 

budget processes concerns their balanced budget requirements and debt limits. California ―may 
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 R. Alison Felix, ―The Growth and Volatility of State Tax Revenue Sources in the Tenth District,‖ Economic 

Review, Third Quarter, 2008, Federal Reserve Bank of Kansas City, 
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have been the least volatile tax instruments.‖ 

Budget Practice Texas California

State Appropriates Federal Funds Yes X

State Appropriates All Non-Federal Funds Yes X

State Appropriates All Funds to Public Universities No  –

State Has Permanent/ Continuous Appropriations No X

Budget Reflects GAAP No  –

Statutory Procedures If No Budget Passed by Beginning of FY No X

Tax and Expenditure Limitation
 Appropriations limited to 

personal income growth 

 Appropriation limited to personal 

income growth and population 

Year TEL was enacted 1942 1979

TEL created by voter initiative Yes Yes

TEL Constitutional or Statutory  C,S   C 

Votes Required to Pass Revenue Increase  majority  2/3 elected 

Policy to Limit Debt Service 
Limit of 5 percent general fund 

revenues for previous 3 years. No

Policy to Limit Authorized Debt
Limit of 5 percent general fund 

revenues for previous 3 years. No

 Governor Must Submit Balanced Budget No Yes

Nature of Requirement None  C

Legislature Must Pass Balanced Budget Yes Yes

Nature of Requirement  C,S  C

Governor Must Sign Balanced Budget Yes Yes

Nature of Requirement  C  C

 May Carry Over Deficit No Yes

Appropriations

Debt

Tax and Expenditure Limitation (TEL)

Balanced Budget
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carry over deficit from current year to budget year. However, the budget for any year must be 

balanced when enacted.‖
113

 Texas lacks the same flexibility; only seven states including 

California can carry over deficits. 

Regarding debt limits, Texas includes a policy to limit debt service and a policy to limit 

authorized debt to ―5 percent general fund revenues for previous 3 years‖ in both cases.
114

 

California possesses no limitations of any kind on debt service and authorized debt. 

Source: USGovernmentSpending.com
115

 

The graph above demonstrates each state‘s debt as a percent of their respective GDP. 

Texas has consistently lower debt levels compared to California, and the distance between their 

debt levels is widening. This is consistent with Texas‘s restrictions on debt service and 

authorized debt, and California‘s lack of similar institutional constraints may be attributable to its 

generally higher debt to GDP ratio, among other contributing factors in the state economy and its 
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budgeting processes. 

All states except for Vermont (which balances the budget out of habit) constitutionally 

mandate annual balanced budgets. In order to gain a better idea of how California and Texas fare 

at balancing their budgets at year‘s end, reviewing how much remains after balancing the budget 

helps. The following graph displays total budget balances for Texas and California from 1983 to 

2009. The annual Fiscal Survey of the States Report from the National Association of State 

Budget Officers defines total balances for each state as including ―both ending balances and the 

amounts in states‘ budget stabilization funds; they reflect the funds that states may use to 

respond to unforeseen circumstances after budget obligations have been met.‖
116

  

 
Source: The National Association of State Budget Officers, ―The Fiscal Survey of the States: 

Archives‖
117

 

 

 

It appears that Texas experienced a negative balance for the 1986–1988 period, and then 

remained in surplus ever since. It also appears that California fell below balance several times, 

including in 1983, 1990–1994, 2002, and again in 2009. Yet because of how a state may define 

its expenditures and revenues and because of the differences in how they formulate their budget 
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processes, this graph fails to reveal the kinds of measures a state may take to execute a seemingly 

balanced budget. 

In fact, many methods exist for states to engage in opaque budget practices to make their 

budgets look balanced. Opaque budget offenses most often include: floating bonds, ―rolling 

payments over into future fiscal years, borrowing from trust funds such as pensions, and making 

rosy predictions about revenue growth that cause budgets to deceptively appear balanced.‖
118

 For 

this reason, looking at the graph above falls short of telling the whole tale about how states fare 

fiscally. A deeper look into the literature concerning what Texas and California enacted to 

balance their budgets helps to understand their fiscal positions. 

 

i. California 

In the case of California, voters largely passed tax increases and many large bond 

issuances in the time period considered, perhaps because of economic biases. Alternatively, it 

may be because the voters at the polls approving these economic ballot measures believe the 

propositions and state legislators they choose will personally help them if they belong to a 

special-interest group benefitted by the measure. 

This may make it difficult for current and future Californian legislators to pass reforms 

and cut spending in order to attract sources of economic growth to the state because legislators 

would be at odds with voter demands if they attempt to do so. The Pew Center on the States‘ 

Government Performance Project suggests that California‘s ―powerful and active citizen-
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initiated process has produced several measures that further hamper spending flexibility.‖
119

 

While Californians appear willing to increase taxes as evidenced by the many propositions 

passed in the timeframe of this analysis, a limit appears to exist for the high-tax, high-benefit 

model that a majority of Californians is willing to support. 

Given the measures the state government employed to balance the budget, voters cannot 

take full responsibility for California‘s current crisis: ―From 1990 to 2008, California's revenues 

increased 167 percent, but total spending soared 181 percent.‖
120

 Legislators approved additional 

spending on top of what voters approved, and these additional spending programs strained the 

budget. Furthermore, no institutions appear to exist that politicians can point to and tell their 

constituents that they cannot spend beyond the budget, so a pressure to continue to satisfy voter 

wants may exist. The state‘s reliance upon income taxes, and particularly capital gains taxes, 

begot spending programs in spite of the high volatility in this form of revenue.
121

 The states that 

struggled the most in the current recession include those that relied most on income and capital 

gains taxes, which shrank significantly in the financial crisis.
122

 

California‘s debt per capita has increased substantially in recent years, mostly as a result 

of a heavy reliance on borrowing to fund accumulated operating deficits . . . The state has 

a chronic structural deficit that shows no sign of improving and faces a $14 billion 

shortfall for the coming fiscal year. The state has used deficit bonding, short-term 

borrowing and nonroutine fund transfers in attempts to close budget gaps.
123

 

 

This issue is not new for California. For example, the state borrowed $15 billion in long-term 
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bonds to pay for short-term operating expenses in 2004.
124

 This will make the immediate future 

rough for the Californian economy, and net migration may likely remain negative for some time 

until California figures out an improved long-term plan for fiscal stability without footing its 

businesses and high-income earners with the additional spending programs on the state‘s tab. 

Considering the most-recent data in 2009, California‘s budget remained unbalanced for a 

decade. The latest figures estimate the gap at $15 billion in 2010 and $25 billion in 2011, in spite 

of a $103 billion annual general fund budget.
125

 Future data on net migration will help indicate 

the length of time it takes before the state‘s budgetary process and long-term fiscal stability help 

the state become magnetic for business and individuals once more. In order to attract people and 

businesses they must restrict the pattern of spending beyond the state‘s budget, because budget 

revenues appear neither stable nor static.  

 

ii. Texas 

Texas‘s budget procedures largely center on performance-based measures in order to help 

combat waste and duplication. Studies on performance-based measures find that performance 

information in the budget process does not alter the decision process but rather adds value to the 

process; they find that performance measures ―create a more informed environment that leads 

eventually to better decision-making by individuals.‖
126

 ―State agency executive directors in 

Texas agree that performance measures are utilized for critical decision-making in government,‖ 

                                                           
124

 Henchman, ―State Budget Shortfalls Present a Tax Reform Opportunity.‖ 
125

 Henchman, ―State Budget Shortfalls Present a Tax Reform Opportunity.‖ 
126

 Michelle Romero, ―A Utilization Assessment Of The Texas Performance Measurement System,‖ Texas State 

University, (2004), 17, http://ecommons.txstate.edu/cgi/viewcontent.cgi?article=1026&context=arp; see also: 

Gerasimos A. Gianakis, ―The Promise of Public Sector Performance Measurement: Anodyne or Placebo,‖ Public 

Administration Quarterly, (2002): 35-64; see also: Julia Melkers and Katherine Willoughby, "Budgeters‘ Views of 

State Performance-Budgeting Systems: Distinctions across Branches," Public Administration Review 61, no. 1, 

(2001): 66-73. 



47 

 

but they find the measures more often used for internal agency decisions, rather than for 

legislative budget allocation.
127

 Still, Pew Center on the States finds that ―transparent financial 

transactions and unfettered public access to fiscal information have become two of the leading 

indicators of a state that is functioning well in this area.‖
128

 Texas is considered to be a ―leading 

state‖ in transparency initiatives, receiving a ―B‖ on the Transparency Scorecard, while 

California is deemed an ―emerging state‖ with a grade of ―D‖ on transparency efforts.
129

 

Furthermore, the state also instituted a Sunset Advisory Commission, which by mandate, 

reviews all state agencies periodically to assess whether the agency needs to exist. The 

commission recommends its assessments to the Legislature, which the Legislature approves. 

Since 1978, the Commission eliminated 58 government agencies and consolidated another 12.
130

 

The Commission typically reviews 20–30 agencies every year. As performance-based measures 

are high priority, the commission measures its own performance as well claiming, ―Estimates 

from reviews conducted between 1982 and 2009 indicate a potential 27-year revenue savings of 

approximately $783.7 million, compared with expenditures of $28.6 million for the Sunset 

Commission.‖
131

 However, this figure is extremely small compared to the state‘s biennial 

budget—$167.8 billion in 2008–2009
132

—but redirects government resources away from 

duplicative or wasteful procedures. 
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Another institutional check in place concerns the state comptroller position. Unlike 

California‘s case, the Texas Constitution gives the state Comptroller of Public Accounts the 

authority to certify the state‘s budget and return any spending initiatives that the state cannot 

afford.
133

 This institutional constraint forces Texas policymakers to set priorities and make 

choices that fit within the budget. In 1995, Texans voted to abolish the Texas State Treasurer and 

consolidate the position‘s remaining tasks into the comptroller‘s duties, while most states, 

including California, have kept the two positions separate. Specifically, California‘s controller 

accounts for and controls state funds, audits, and provides information about the fiscal position 

of the state.  In Texas, however, the comptroller is an elected position, and voters have direct say 

on the person selected to manage the fiscal stability of the state. ―Having a third party enforce 

prudent fiscal forecasting and spending helps to avoid the situation so many states now face.‖
134

 

As a result, the state operates on conservative estimates of the revenues that the state expects to 

receive, which helped Texas to achieve state surpluses and low levels of debt in recent years.  

Because it lacks an income tax, Texas depends on sales tax revenues, which remained stable and 

strong in recent years, unlike California‘s alternative revenue sources. Additionally, ―the state 

has a constitutionally mandated economic stabilization fund, which receives revenues from gas 

and oil taxes.‖
135

 According to recent figures, Texas boasts a $2 billion budget surplus and a $9 

billion rainy day fund and an additional $3 billion set aside for property tax relief.
136

 It appears 

that the additional constraints that Texas built into its budgeting process help to maintain 

relatively long-term fiscal stability. 
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While Texas‘s exact model for its state budget may not be directly applicable and 

successful in California‘s case, its formula includes some elements that California should 

consider while attempting to sort out its budget processes. That includes performance-based 

measures, cost saving auditing of spending programs, and putting a check on potential to spend 

beyond the state budget. States that rely on conservative budget estimates appear to rely less on 

their revenue sources for closing budget gaps. For the majority of states facing budget gaps and 

potential fiscal crises, development of a transparent budget, control of underfunded pensions and 

debt reductions begin the critical initial steps toward providing the environment necessary for 

economic growth to flourish.
137

 

 

C.  State Economic Policies Effects on Economic Growth and Migration 

i. Results of Prior Studies 

Prior studies show that on nearly all indicators used to measure the economic policy 

differences between states, Texas fares better than California for some time. For nearly 20 years, 

Texas gained on and then surpassed California in terms of economic growth rates, job growth 

rates, and recently higher domestic population growth rates. When making direct quantitative 

comparisons between the two states, Texas remains positively ranked on most indices, indicating 

a good economic environment because of its relatively long-standing precedents for fiscal 

stability and pro-growth economic policies. It could also relate to why California struggles—no 

precedent of long-standing government fiscal prudence exists, therefore a lack of pressure exists. 

California fell in rank on most indices measuring internal migration, fiscal policy, and economic 
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growth. 

a. Results of Economic Rankings and Indices 

The results of the prior studies give a very complete picture of the economic policy 

divergence between Texas and California, as well as the state of their economies over time 

correlated with those economic policies. The next section discusses the studies‘ results for their 

given time periods. 

 

1. Chief Executive‘s “Best Place to Do Business” 

The following table from the Chief Executive magazine demonstrates how top executives 

rate Texas and California in several categories important for a successful business environment: 

―Chief Executive's fifth annual survey asked 543 CEOs to evaluate their states on a broad range 

of issues, including proximity to resources, regulation, tax policies, education, quality of living 

and infrastructure.‖
138

 

Category/Ranking California Texas 

Ranking, 2006-2009 51 1 

Unemployment Rate (%) 9.3 6 

Population Growth Rate 

(%) 1.5 4.1 

Cost of Business 48 27 

Technology & Innovation 1 4 

Transportation 1 16 

Business Friendliness 48 20 

Workforce 21 12 

Economy 7 1 

Education 31 30 

Quality of Life 4 22 

Access to Capital 1 3 

Source: Chief Executive, ―CEOs Select Best, Worst States for Job Growth and Business.‖ 
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Texas achieved the title of ―Best Place to Do Business‖ for the fourth consecutive year 

(out of five years since the survey‘s inception), while California took the dead last position for 

the same period. Texas consistently outranks California in all categories with the exceptions of 

―Access to Capital,‖ ―Transportation‖ and ―Technology and Innovation‖ for which California 

ranks first in each. Another near tie resides in ―Education‖ where Texas just barely bests 

California by one ranking number. 

 

2. “Freedom in the 50 States” 

The next table demonstrates how the study, ―Freedom in the 50 States‖ ranks Texas and 

California in the following policy categories: fiscal, regulatory, economic freedom, personal 

freedom, and overall freedom in 2006. The study develops quantitative indicators for comparing 

states‘ policy regimes on their friendliness toward individual freedom. 

 

State Fiscal Regulatory 

Economic 

Freedom 

Personal 

Freedom 

Overall 

Freedom 

California 44 46 48 37 47 

Texas 4 27 7 5 5 

 

The study defines fiscal policy as both spending and taxation issues. The study considers 

regulatory policy to include ―labor regulation, health insurance mandates, occupational licensing, 

eminent domain, the tort system, land and environmental regulation, and utilities.‖
139

 Economic 

and personal freedom made up the overall ranking, and consists of campaign finance regulation, 

education policies, marriage and civil union laws, sundry mala prohibita, gambling laws, auto 
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and road regulations, alcohol regulations, tobacco regulations, arrests for victimless crimes, 

arrests for forfeiture rules, marijuana laws, and gun control. Texas ranks in the single digits for 

all categories except regulatory policy. California, however, remains close to the upper 40s in 

each category ranking with exception to personal freedom where it ranks somewhat higher. 

 

3. “Competitive States” vs. Rich States, Poor States 

The next table gives a comparison between two studies that use the same methodology to 

index California and Texas based on their economic policies, with the exception of two different 

periods: ―Competitive States‖
140

 covers 1996 to 2006, while Rich States, Poor States
141

 covers 

1998 to 2007. These two studies focus on the tax policies each state pursue (as states can 

compete with each other on tax base), and their correlations with how each state fares in 

economic growth and job growth. 
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Source: Author‘s combination of the tables listed in ―Competitive States‖ and ―Rich States, Poor 

States.‖
142

 

Texas is less burdensome on nearly all the categories listed above: no income, dividends, 

or capital gains taxes; a relatively lower sales tax rate; a lower overall tax burden; tax burden 

reductions in recently legislated tax changes; a relatively less burdensome regulatory 

environment; a Right-to-Work status; and as expected, lower expenditures and government 

expenditure growth. California beats Texas on lower property tax burden, however, and Texas 

fell close to California in the State Liability System Rank. 

Texas‘s status as a Right-to-Work state appears particularly beneficial because states that 

adopt such a measure experience an average higher job growth, income growth and higher gross 
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 A value in green indicates that the state is competitive in that category; a value in red means the state has room 

for improvement in that category. 

Texas vs. California 1996-2006 1998-2007 1996-2006 1998-2007

Competitive Event

Taxes on Labor

Top Marginal Personal Income Tax Rate

Marginal Personal Income Tax (avg. earner)

Taxes on Capital

Property Tax Burden (per $1,000 of personal income) $28.24 $26.63 $42.13 $41.06

Estate/Inheritance Tax Levied

Top Marginal Rate: Income, Dividends, Capital Gains

Taxes on Consumption

State Sales Tax Rate

Sales Tax Burden (per $1,000 of personal income) $28.06 $23.72 $28.64 $23.31

Overall Tax Environment

Overall Tax Burden

Personal Income Tax Progressivity $33.58 $34.88

Recently Legislated Tax Changes (per $1,000 of personal income) +$0.29 +$0.88 -$4.35 -$3.92

Number of Tax Expenditure Limits

Regulatory Environment

State Liability System Rank 34th 44th 18th 41st

State Minimum Wage $7.50 $8 $5.85 $6.55

Average Workers' Compensation Cost $4.13 $2.72 $2.84 $2.61

Right-to-Work State

Government Spending Policies

Total Expenditures per Capita $9,448.26 $10,099.99 $6,652.11 $6,845.26

Average Growth in State Government Expenditures

2 1

NO YES

7.04% 5.96%

California Texas

10.30%

9.30%

0%

0%

NO NO

7.25% 6.25%

10.30% 0%

$118.33 $99.49

$0
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state product growth than states without a Right-to-Work amendment.
143

 The Rich States, Poor 

States study also identifies that Texas earned higher cumulative GDP growth than California 

after 2001, higher cumulative income growth since 2003, and higher cumulative employment 

growth since 2005.
144

 Furthermore, as of 2007, expenditures per capita in Texas stood 32 percent 

lower than those in California. ―This large discrepancy in the size and scope of government in 

Texas, compared to California, provides Texas with a significant economic comparative 

advantage.‖
145

 California‘s total expenditures per capita amount to $10,099.89 compared to 

Texas‘ $6,845.26.
146

 

 

4. “U.S. Economic Freedom Index” 

The ―U.S. Economic Freedom Index‖ calculates each of the fifty states‘ rankings by 

ranking each of 143 indicators (including tax rates, state spending, occupational licensing, 

environmental regulations, income redistribution, right-to-work and prevailing-wage laws, and 

tort reform) they identify within a sector from 1 (most free) to 50 (least free). The study averages 

the indicator rankings within each sector to arrive at a sector score for each state.
147

 

State Ranking 

  1999 2004 2008 

California 44 49 47 

Texas 8 17 31 

Source: McQuillan, Ph.D., Maloney, Daniels, Eastwood, ―U.S. Economic Freedom Index.‖ 

Interestingly, the study considers California one of the least free for some time given the 

sample years for this index. Texas, however, appears to fall in rank, which according to the 

                                                           
143

 Paul Kersey, ―The Economic Effects of Right-to-Work Laws: 2007,‖ Mackinac Center for Public Policy, August 

2007, http://www.mackinac.org/8943 
144

 Laffer, Moore, and Williams, Rich States, Poor States. 
145

 Laffer, Moore, and Williams, 68. 
146

 Laffer, Moore, and Williams, 69. 
147

 McQuillan, Ph.D., Maloney, Daniels, Eastwood, ―U.S. Economic Freedom Index.‖ 



55 

 

indexes‘ weighting for the five sectors—fiscal, regulatory, judicial, government size, and welfare 

spending—finds Texas already slipping from its pinnacle of freedom, with the regulatory and 

government spending categories lowering Texas‘ ranking. This could mean that either Texas‘ 

policies are getting worse, or other states are actually improving their policies and are gaining on 

Texas. Alternatively, because this study considers both state and local government indicators, the 

local level indicators could be significantly affecting the rankings of the states. Economic 

policies aside, at the state and local level, Texas could then stand to improve in regulation and 

government spending, and California stands to improve in more areas. Relative to one another, 

however, the figures still show that Texas is generally economically freer than California, and it 

follows that more net interstate migration flows to Texas than to California. 

 

5. “Economic Freedom of North America” 

The ―Economic Freedom of North America‖ study uses ten components to measure 

economic freedom of states in three areas: (1) Size of Government, (2) Takings and 

Discriminatory Taxation, and (3) Labor Market Freedom. In its 2008 report, the study embarks 

on a new field of research regarding the relationship between economic freedom and the flourish 

of entrepreneurship. A state‘s institutions heavily relate to the economic freedom of a state. The 

study defines institutions as ―the formal and informal ―rules of the game‖ governing action and 

interaction among individuals, and the enforcement of those rules (North, 1990, 1991).‖
148
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Additionally, the study includes an excellent graphic, shown above, detailing the 

importance of government institutions as a foundation for economic growth. The study defines 

an economy as ―a process by which economic inputs and resources, such as skilled labor, capital, 

and funding for new businesses, are converted (by entrepreneurs) into economic outcomes (e.g., 

wage growth, job creation, and new businesses).‖
149

 It goes on to explain that good institutions 

critically generate prosperity because once in place, resources do a better job at chasing the ever-

changing best use of a good or service through the continuous process of entrepreneurship and 

discovery. Weak institutions, however, create an environment in which innovations and 

exchanges either ―fail to take place or are used in an unproductive manner.‖
150

 

States with the most economic freedom possess higher per capita venture capital 

investment, a higher growth rate of sole proprietorships, an establishment ―birth rate‖ almost 2 

percent higher, and a ―birth rate‖ of large establishments 2.4 percent higher relative to their least-

free counterparts.
151

 It is important to differentiate how governments pursue prosperity by 

stimulating entrepreneurship. Institutions include ―well-defined and enforced property rights, 

freedom of contract and its enforcement, limited interference from government with market 
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outcomes.‖
152

 Fostering entrepreneurship means disassociating with incentive packages that 

directly target the production of a certain outcome and tax incentives that benefit specific 

industries. 

The results of the 2008 edition of ―Economic Freedom in North America‖ confirm the 

results of the previous four editions: ―economic freedom is a powerful driver of growth and 

prosperity.‖
153

 The index captures ―the impact of restrictions on economic freedom by all levels 

of government (federal, state/provincial, and municipal/local),‖ which rounds out this study with 

a different, less measured characteristic compared to the other studies mentioned in this 

analysis.
154

 For this reason, the graph below takes into account all levels of government in 

California and Texas from 1981 through 2005. The scoring range is from zero to 10, with zero 

considered the least free and 10 considered the most free.
155

 

 

 
Source: Economic Freedom of North America 2008 Annual Report; Overall Ranking:  

California – #45, Texas – #4  
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Some parallel movement exists because of the indirect influence of economic effects at 

the federal level via mandates on the states. However, Texas ranks fourth overall amongst the 

fifty states for being one of the freest states for the whole period of 1981 to 2005, and California 

ranks 45th overall for the same period. Contrary to the results of the ―U.S. Economic Freedom 

Index,‖ Texas actually ranks fifth in size of government for 1981–2005, and California ranks 

47th
 
in the same category. While this study covers a longer period that may explain the 

difference in results between the indices, it also reveals an example of the variation in criteria, 

assumptions, and calculations that occurs between studies. Still, Texas appears to remain close to 

the most economically free in all studies relative to California, which typically ranks in the 

bottom ten. 

 

6. The “2010 State Business Tax Climate Index” 

The ―2010 State Business Tax Climate Index‖ specifically seeks ―to measure the tax 

component of each state‘s business climate.‖
156

 The study recommends to states‘ lawmakers to 

remember two rules: taxes matter to businesses, and states do not enact tax changes in a vacuum. 

The study abstains from measuring tax burdens, but rather identifies good state tax systems as 

ones which ―levy low, flat rates on the broadest bases possible, and they treat all taxpayers the 

same.‖
157

 In order to rank the states, the study considers corporate tax, individual income tax, 

sales tax, property tax, and unemployment insurance tax. 
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With one considered the best and fifty the worst, California continuously ranks near the 

bottom ten states that possess tax systems riddled with issues. Texas, however, appears in or very 

near the top ten for the past five years, indicating that it established a relatively good tax system, 

according to the study. This reflects other studies that examine the volatility of California‘s tax 

revenues and the relative stability of Texas‘s tax revenues. 

  

b. Net Migration Patterns 

Data on interstate migration patterns for individuals and households reveals that both 

California and Texas are typically mobile states relative to other states, with thousands of people 

moving in and out every year. However, unlike Texas‘s increases in net migration since before 

the turn of the century, California generally loses people to other states. 

California loses not just individuals and households; it suffers from a slow loss of 

businesses too. The Public Policy Institute of California argues, however, that these numbers 

pale in comparison to the whole of California‘s economy:  

We do find that job loss due to interstate relocation tends to occur in better-paying 

industries. While this indicates that California is losing higher-paying jobs to other states, 

the ―bias‖ toward higher-paying jobs does not translate into a substantial effect on the 

overall composition of jobs because the total number of job[s] affected by relocation is 

0
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small.
158

  

 

Despite the alleged insignificance of this trend, the fact that notably higher-paying jobs 

are moving to other states may indicate how businesses react to the types of economic policies a 

state like California puts forth. 

 

1. “Who Moves?” 

The Pew Social & Demographic Trends surveyed 2,260 adults through October 3–19 in 

2008, asking respondents why they chose to stay in their hometowns or chose to move to their 

current communities.
159

 The resulting report combines Pew‘s survey findings with Census 

Bureau data on migration patterns between states and regions. Of the respondents who have 

moved, 44 percent say job or business opportunities significantly factored into their decisions to 

move to their current location. The next most common major reasons movers give: 36 percent 

say their new community is a good place to raise children, and 35 percent say they possess 

family ties there. On the other hand, 74 percent of stayers claim the major reason they have 

stayed put is close family ties in the area. Not much variation exists between the age groups that 

claimed cost of living as a major reason for moving in the survey; however, among those who 

said their decision to move relied heavily on retirement, half of them claimed that cost of living 

greatly factored into choosing where to live. 

Both Pew‘s survey and the Census data reveal that geography and education represent the 

major divisions between movers and stayers. For instance, college graduates move farther 

distances more often and are more likely to move for employment reasons than those with a high 
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school diploma or less. Furthermore, the study finds that by income group, ―the most affluent 

Americans are the most likely to have moved.‖
160

 Additionally, 56 percent of Americans with 

household incomes of at least $75,000 say a major reason for their move rested on a job or 

business opportunities; only a 33 percent of movers with incomes under $30,000 say the same 

thing. 

 
Source: Pew Center Research (2007). 

 

Nearly 80 percent of college graduates moved at least once as compared to 56 percent of 

Americans with a high school diploma or less of total movers and stayers surveyed. Furthermore, 

education and earnings appear to follow one another: only 25 percent of Americans with 

household incomes of $100,000-plus live in one locality for their entire lives. 

 

2. Rich States, Poor States 

The Rich States, Poor States study measures net interstate migration between 1998 and 

2007 for each of the 50 states. The graphs below represent the net migration patterns for Texas 

and California. The study goes further to rank the states based on their cumulative absolute 

domestic migration for the period. 
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Source: Ruger and Sorens, ―Rich States, Poor States.‖ 

 

California ranks 49th of all 50 states because the greatest outmigration came from 

California over the period, totaling 1,438,480. Texas, however, ranks 3rd for having in-migration 

of 736,903 for the same period.
161

 This reflects the trends in the state rankings of other studies 

that correlate interstate migration positively with economic policy rankings. 

 

3. “Recent U.S. Interstate Migration” 

The study defines the level of imbalance in migration flows to and from a particular state 

as ―migration effectiveness, which is defined as the percentage ratio of net migration to total 

migration, can range from 0, meaning balanced or ―ineffective flows,‖ to +100 or -100, which 

reflect imbalanced or ―highly effective flows.‖
162
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Source: Manson and Groop, 159. 

 

 

According to the study, California shifted from one ―direction‖ to another within the 

period, while Texas changed ―direction‖ two times.
163

 Interestingly, California experienced net 

outmigration during 1998–2007, as noted in the Rich States, Poor States and Texas experienced 

net in-migration for the same period. Additionally, the study mentions that in 1988–89, 

―California‘s migration effectiveness turned negative for the first time in at least 50 years,‖ 

indicating that California once ranked either as a ―magnet‖ state, or at least balanced in migration 

flows prior to the late 1980s.
164

 Texas‘ significantly higher in-migration in the early ‘80s 

indicated the state‘s magnetism occurred in the past as well. 

Data from each state and the Census Bureau helps to flesh out a more consistent picture 

of California‘s net outmigration for 1993 at 250,000, for 1994 257,000, and the 1995–2000 time 

period at 755,536, and Texas‘ net domestic in-migration of 77,605 for 1993,
165

 approximately 
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89,000 for 1994,
166

 and 148,240 for 1995–2000.
167

 These additional values indicate that the 

outmigration in California‘s case and the in-migration in Texas‘ case appear consistent. 

 

4. Allied Van Lines 

For the fifth year in a row, Texas ranks as the number one destination spot based on 

Allied Van Lines‘ tracking of migration patterns in their ―42nd Annual Magnet States Report‖: 

―Texas realized the highest net relocation gain (inbound moves minus outbound moves 

performed by Allied Van Lines, one of the world's largest moving companies).‖
168

 

 
 Source: 38th–42nd Annual Magnet States Reports. 
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Based on Allied Van Lines data, it appears that while Texas remains at a strong 2,000 

average household good shipments per year, California is slowly returning to a balanced 

interstate migration status. However, relative to other states, California ranked fourth in most net 

relocation losses for 2009.
169

 Relativism determines how a state may rank in net domestic 

migration, because California did not rank in the top five for most net relocation losses in 2005, 

when the state lost nearly six times the 2009 figures.
170

 

 

5. Atlas World Group 

In Atlas World Group‘s estimations of interstate and cross-border migration, ―each 

January, Atlas Van Lines reviews data on the origins and destinations of interstate moves during 

the last 12 months.‖
171

 For a state to achieve ―balanced,‖ then inbound and outbound shipments 

must individually represent 55 percent or less of the state‘s total shipments. For a state deemed 

net inbound or outbound, then the state must qualify more than 55 percent of its shipments as 

moving into or out of the state, respectively. 
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Source: Atlas World Group, ―2009 Migration Patterns.‖ 

 

 

In this case, the study results ―provide a snapshot of a nation in the wake of an economic 

downturn, as relocations slow and the nation migrates to areas with low unemployment.‖
172

 Like 

in the Allied Van Lines study, it appears that California achieved ―balanced‖ for a considerable 

period. In the case of Atlas World Group‘s findings, California appears ―balanced‖ since 2000. 

Texas, however, ranks ―inbound‖ since 2005.
173

 Somewhat smaller in scope, these two latter 

studies help achieve a clearer picture of the various levels at which California‘s and Texas‘s 

interstate migration patterns flow. 

Regarding interstate migration patterns, the ―Freedom in the 50 States‖ study also found 

that an increase of 0.5 points on the freedom scale increases net migration from 2000–2007 by 

4.2 percent of the year 2000‘s population. Furthermore, the study states a 0.25 unit increase in 

personal freedom increases migration by 3 percent of the year 2000‘s population. Additionally, 

the study finds that relatively liberal states rank slightly less economically and personally free on 

average compared to relatively conservative states, which goes against the conventional wisdom 
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that liberal-leaning states rank more personally free and conservative states rank more 

economically free.
174

 

When considering both the indices and the studies inclusive of net interstate migration 

data, it becomes apparent that Texas‘ high rankings relative to California in virtually all 

categories that each index measures parallels its pattern of attracting individuals to the state. The 

same applies to California: the indices indicating California near the bottom of the state rankings 

in economic policies in most categories correlates with its poor performance in attracting people 

to the state in recent years. The correlation is certainly suggestive; the two states‘ economic 

policies may help explain the different migration patterns. California incurs a higher cost to do 

business; stricter regulation; higher spending per capita coupled with higher taxation on income, 

dividends and capital; a higher sales tax rate; and it is losing people. Texas lacks an income tax 

(including capital and dividends); spends less per capita; possesses a higher property tax rate; 

establishes Right-to-Work; operates at a lower minimum wage and concurrent lower 

unemployment rate; and it is steadily gaining population. The institutions that inputs such as 

skilled labor and mobile capital face in their respective states will affect their movement. How 

institutions, like the tax system and business environment, affect these inputs can help or hinder 

economic growth within a given state. 

It appears that Caplan‘s discussion about the limitations of Tiebout‘s ―voting with one‘s 

feet‖ theory between a low-tax, low-benefit, and a high-tax, high-benefit locale does not hold at 

the state level.
175

 Texas, which relies on sales tax for revenue and has a higher property tax 

burden per $1,000 of income relative to California, still attracts people. One reason rests on the 

fact that the majority of Texas‘ tax ballot measures were tax exemptions, and many of them 
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concerned property tax exemptions, which voters approved. This may influence people to 

continue flocking to Texas for a few reasons. Compared to sales and other taxes, Texas does not 

generally rely on property taxes as a major revenue source. The general tax burden is still low 

relative to other states. The electoral system works relatively well (either by preventing 

economic bias by limiting how content gets on the ballot or by making it harder for small interest 

groups to take advantage of the ballot process), and constituents are not getting more public 

goods than they desire at the state level. 

California, however, heavily relies on income taxes which may temper policy makers‘ 

provision of public good in excess of what the public desires because they risk people moving 

elsewhere, but policy makers‘ ability to run deficits to provide more public goods has likely 

counteracted this effect. The general tax burden is significantly greater relative to other states. 

Furthermore, special interest groups have a higher chance of successfully getting concentrated 

benefit, dispersed cost measures on the ballot, distorting the electoral system‘s function.  

Both states‘ electoral channels are far from perfect, but at the state level, Texas certainly 

is not taking complete advantage of strapping land-owners with the monopolistic pricing of 

public services (i.e. either the landowner paying the tax directly or indirectly by lower sale value 

of their home upon exit). Caplan‘s theory, like Tiebout‘s theory, originally only extended to local 

governments, but it is clear that at the state level, Tiebout‘s theory explains how people with 

differing preferences self-selectively ―vote with their feet‖ to the state which best reflects their 

policy preferences.  

It appears that state economic policies significantly affect interstate migration and 

economic growth. The more burdensome  state economic policies become, the more apparent it 

becomes that the state starts losing population, jobs (with the high-paying ones going first in 
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California‘s case), and businesses that no longer find the state‘s policies aligned with their 

preferences. As jobs and entire businesses disappear or move elsewhere, unemployment rises, 

output falls and additional outmigration may occur. If a state forces out productive workers and 

entrepreneurs, they essentially starve the golden goose. State revenues deteriorate, especially if 

they depend on variable sources like income and capital gains, and the state can no longer sustain 

spending and pension programs developed in good times. Any attempt to hide this trend with 

opaque budget practices only prolongs and exacerbates the problem. Furthermore, attempts to 

increase taxes on high-income earners to make up budget gaps will still find revenue projections 

coming up short in reality. The state may find itself in fiscal crisis, forced to cut spending, or 

even ask the federal government for a bailout—essentially at the expense of other states‘ 

constituents. 

 

5.  Conclusion 

 

A.  Recap of the Analysis 

States wish to attract businesses and people to boost and sustain economic growth. 

Interstate migration can critically indicate the general economic health, growth, and policy 

environment of a state. When a state‘s policy environment becomes especially restrictive on 

businesses and individuals, studies measure the flight of these drivers of economic growth, most 

visibly by demonstrating a negative relationship between economic policies and net migration.
176

 

This analysis seeks to identify the theoretical explanations for (1) the wide variety of policy 

behaviors among states and the economic consequences of these policy choices, and for (2) why 

some states boast relatively long-term stability in fiscal and economic policy versus others. The 

answers to these questions provide evidence for the broader question of whether or not economic 
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policies significantly affect economic growth and migration. 

To determine the effects of policy on economic growth and migration, the comparison of 

prior studies‘ results help demonstrate the effects of policies in Texas and California at the 

microeconomic level. Small interest groups may take advantage of a state‘s institutional leeway 

for how measures make it on the ballot in order to get policies that exclusively benefit the 

interest group at the expense of the rest of the state‘s constituents. And according to Caplan,  

individuals are blinded by certain economic biases, which coupled with the near-zero cost of 

casting a biased vote, can lead to the passage of harmful and ―irrational‖ policies that in turn 

negatively affect economic growth. While observing what voters approve on ballot measures 

helps to gain insight into voter attitudes to determine whether voters get what they want. 

Legislators then may take their social cues from what voters approve on the ballot. Yet, different 

rules between states may complicate what can get on the ballot, which may imply something 

about institutional constraints: what appears on the ballot then affects what voters approve under 

these biases, then affecting how legislators also choose policy. 

 

B.  Answering the Questions 

i.  The Divergence in Policy Paths 

A look at prior studies that measure the relative differences between states shows that 

Texas fares better than California on economic policies. For a near twenty-year period, Texas 

gained and then surpassed California in terms of economic, job, and population growth. The 

divergence in these two states‘ policy paths appears to stem from (1) state spending and taxation 

processes, (2) state budget processes, (3) the economic policies voters directly approve on ballot 

propositions, and (4) the government institutions that check politicians‘ pursuance of certain 
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economic policies. 

Migrants may change the composition and demographics that affect the economic 

policies a state chooses over time by indirect representation from an elected politician or by 

direct changes from ballot measures. If people migrate from one state to another state with more 

attractive economic opportunities, their policy preferences may conflict with current residents‘ 

preferences: 

Major migration (out of or into an area) is always a threat that may or may not be 

countered effectively (Baker 2005). Out migration may simply change the 

economic viability of a regime due to loss of those who contribute needed 

resources. In migration may bring new participants who do not trust others and do 

not rapidly learn social norms that have been established over a long period of 

time.
177

 

 

These changes can either help or hinder the general economic viability of the state depending on 

whether a state has institutions in place to prevent popular policy from altering how it chooses 

economic policies. In order to safeguard against the development of detrimental economic 

policy, certain institutional constraints can prevent politicians from engaging in detrimental 

economic policies despite the political popularity of these policies. California lacks these sorts of 

institutional constraints, or is at least inconsistent with their implementation, and as a result, its 

economic policies remain unstable.
178

 On the other hand, Texas appears to have sound 

institutional constraints against detrimental policies, and given voters‘ decisions on economic 

ballot initiatives, Texan constituents are largely content with the way the state government 

operates. 
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ii. The Divergence in Long-Term Stability 

The main problems for states struggling to maintain fiscal and economic policy stability 

include spending beyond budgets, opaque budget procedures, and volatile revenue resources that 

make budgets difficult to estimate.
179

 For the majority of states facing budget gaps and potential 

fiscal crises, the development of a transparent budget and debt reductions are critical initial steps 

toward providing the environment necessary for economic growth to flourish.
180

 Evidence for 

this is that states with precedents for continued fiscal stability enjoy higher and relatively more 

stable economic growth.
181

 

While both Texas and California instituted tax and expenditure limits [TELs], which limit 

the amount the state government can increase taxes or spend relative to a predetermined growth 

rate, California‘s two TELs don‘t seem as effective as Texas‘s one. As economist David Primo 

states, enforcement mechanisms for budget austerity have to be credible.
182

 Under this theory, 

even though Texas has a less stringent TEL nationwide, and yet has more success with it than 

Colorado‘s more stringent TEL, it may be inferred that credibility of Texas‘s TEL has increased 

its success. In California, however, additional ballot measures weakened the TELs over time, as 

Colorado voters have done to their state‘s TEL.
183

 Two more of the many divergences in the way 

California and Texas formed their budget processes concerns their balanced budget requirements 

and debt limits. California ―may carry over deficit from current year to budget year. However, 
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the budget for any year must be balanced when enacted.‖
184

 Texas lacks this tempting flexibility; 

rather, Texas possesses a policy to limit debt service and a policy to limit authorized debt to ―5 

percent general fund revenues for previous 3 years‖ in both cases. California lacks such 

limitations.
185

 

California also heavily relies on volatile revenue sources, including taxes on income, 

capital gains, and dividends. Unfortunately, it also relies on opaque budget practices in an 

attempt to make the state‘s budget appear balanced and more stable. This leads to a false sense of 

security and flexibility to handle additional spending. The immediate future will be tough for 

California‘s economy, and net migration may remain negative for some time until California 

figures out its long-term plan for fiscal stability without taxing businesses and high-income 

earners with continuous additional spending. 

Conversely, Texas has a relatively stable revenue stream generated from sales taxes, 

which appears to prevent volatile changes in spending. The budget largely centers on 

performance-based measures. The state also operates on conservative estimates of expected 

revenues, which the elected state Comptroller of Accounts determines. All these components 

help Texas to achieve state surpluses and low levels of debt in recent years. If states wish to 

attract people and businesses—or in the case of Texas, to continue to do so—then they must 

recognize their revenue sources will only tolerate a limited amount of government spending and 

intervention. 

 

iii. The Effect of State Economic Policies on Economic Growth and Migration 

Based on this analysis, interstate migration of businesses and individuals remains a 
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simple and transparent feedback mechanism to states on their ability to foster economic growth. 

Thus, it appears that state economic policies do affect economic growth and migration. The more 

burdensome a state‘s economic policies become, the more apparent the loss of population, jobs 

(with the high-paying ones going first in California‘s case), and businesses. States should 

therefore be alert to the types of institutions that instigate helpful or burdensome economic 

policies and attempt to develop and encourage those that aid beneficial policy. 

Furthermore, in a state like California where the high-tax, high-benefit model seems like 

a good idea to active voters as demonstrated by their ballot approval record, much of the solution 

will concern institutional constraints that prohibit politicians from giving in to practices like 

spending beyond the budget even though the voters may demand it. In a state like Texas, the 

institutional constraints appear to exist but remain untested since 1) the active Texan voters 

appear to prefer a low-tax, low-benefit model relative to most states, and 2) how Texan voters 

vote on ballot measures are consistent with low-tax, low-benefit measures. This analysis 

confirms that the establishment of a free society remains intact in the long run rather than 

undermined by attracting voters with competing values if institutional constraints exist. 

This analysis examines the case studies and literature available that assesses the relative 

economic positions and policy variances in Texas and California and further discusses their 

economic policies‘ strengths and weaknesses, breaking the studies down into two categories: 

rankings & indices and migration studies. States already seen as ―magnet‖ states for individuals 

and businesses should continue pay attention to what struggling states currently face to 

understand the importance of their institutional structures on policy outcomes. All levels of 

governments could learn from the lessons that internal migration among the states offers: if 

economic policies harm the real economic drivers—individuals and businesses, they may move 
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on to environments that suit their productive abilities and personal advancement. Even if voters 

vote for candidates and policies that they ultimately find counterproductive to their well-being, 

how they ―vote with their feet‖ truly determines how they ultimately judge these candidates and 

policies. 

 

C.  Further Research Questions 

i.  How does this apply to other states and countries? 

No single policy solution exists; if anything, this narrative between Texas and California 

highlights the unique characteristics of states and the need for flexible and unique reform. 

However, the general applicability of the broader lessons from these two states to all levels of 

government makes this analysis relevant to other states and countries. The tools other states and 

countries employ when attempting to implement greater transparency in their budget processes 

(including determining revenue resources and expenditure programs), eliminate opaque budget 

practices, and set institutional constraints to make themselves more attractive to individuals and 

businesses will vary significantly. This analysis finds that implementing the institutional 

foundations that foster economic growth requires tinkering with the rules currently in place in 

order to find the solutions that appear most effective for a given state or country in the long 

run.
186

 

 

ii.  What are the impacts of this analysis at the local and regional level? 

Determining the impact of local governments on these states‘ economic divergences 

remains equally impossible to tease out. Further case studies of local economic policy impacts in 
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Texas and California will be useful in determining what relationship exists between local 

economic policy and inter-local and inter-regional migration, especially regarding border cities. 

It remains the critical task of government at all levels to determine their responsibilities and the 

institutional constraints that lead them to become ―magnets‖ for individuals and businesses in the 

long term.



  

Appendix I. a.:  Texas’s Economic Ballot Measures
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All information here taken from Ballotpedia.org. 
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Appendix I. b: California’s Economic Ballot Measures 
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All information here taken from Ballotpedia.org. 



  

Appendix II: Limitations to Exit Poll Data 

Several limitations to the accuracy of exit poll data exist that should be kept in mind 

when considering the recorded perceptions that voters may have about economic conditions both 

in their respective states and at the national level: 

 

1) Processing for non-response: the interviewer selects every 3rd or 2nd voter as they count 

the number of voters leaving the voting premises to be interviewed so that they may 

accrue the desired number of approximately 100 interviews for that day; if a voter 

refuses, they must continue counting every 3rd or 2nd until someone agrees to be 

polled.
187

 

 

2) Large weights due to loss of interviews: If 100 people were interviewed out of a sample 

size of 200 voters, then each person would receive a weight of two—if only 10 

interviewed, then a weight of 20. There may be risk of heavy weighting on a small 

number of respondents on either a small number of respondents on either by refusal to be 

polled or interruption of polling. These weights are typically for accounting for important 

demographic groups.
188

 Since this analysis omits the demographic characteristics of 

voters, weighting the voter perceptions of economic conditions is virtually impossible 

and unnecessary to do. Given the degree of anonymity and inaccessibility every 

individual survey, it is impossible to match up which demographic perceived economic 

conditions versus other demographics, whether it be by income, age, gender, or ethnicity. 
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3) Sampling error: ―The error due to sampling depends, among other things, on the number 

of respondents in each group.‖
189

 The following table represents the amount of sampling 

error given the number of people polled—this is just a representative table, as the table 

may change slightly from election to election: 

 

In this particular analysis, the given sample sizes for Texas and California during the 

years 1990, 1994, 1996 and 1998, are listed as percentages of the total sample size for the 

exact matching questions asked in each state over the years:
190

 

Completion 
Rates  1990 Sample 1994 Sample 1996 Sample 1998 Sample 

Texas 79% 2832 97% 1545 97% 2423 97% 1267 

California 80% 3313 98% 3147 97% 3282 96% 2882 
 

4) Blanks/omits: This represents a non-response to a particular question. ―On opinion 

variables (such as favorable ratings), blanks are treated as ―Don't Know‖ responses and 

are considered to be valid responses.‖
191

 This analysis, however, excluded the ―Don‘t 

Know‖ responses as the reader could glean this information from the other responses to a 

                                                           
189

 ―Texas Exit Poll, 1990.‖ 
190

 This is author‘s calculations tabulated from the VNS Exit Poll Surveys from those respective years. 
191

 ―California Exit Poll, 2004.‖ 



89 

 

given question not adding up to 100 percent. 

 

5) Questions altered over the years: ―Comparing data from one election year to another 

should be done carefully. ― Trends‖ are established by comparing questions asked in 

exactly the same way. Failure to exercise appropriate care could lead to invalid 

conclusions about voting behavior.‖
192
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Appendix III: Tax Collections by Major Tax (Revenue Source) 

 
Source: “State of California Revenues, 1950-51 to 2010-11,” Historical Data, Legislative Analyst’s Office, 

http://www.lao.ca.gov/laoapp/laomenus/lao_menu_economics.aspx 
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Source: “Texas Net Revenue by Source - Fiscal 1978-2008 
(All Funds, Excluding Trust),” Window on State Government, Texas Comptroller of Accounts, 

http://www.window.state.tx.us/taxbud/revenue_hist.html 
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Appendix IV: Expenditures by Function, 2008 

 
 

 
Source: “State Spending by Function as a Percent of Total State Expenditures, Fiscal 2008,” FY2008 State 

Expenditure Report, National Association of State Budget Officers, 
http://www.nasbo.org/Publications/StateExpenditureReport/tabid/79/Default.aspx 
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Appendix V: Voter Turnout Rates in Texas and California 

Texas 

Month Year Voters  Total Eligible % of Eligible Voting 

November 1991 2,055,148 12,721,331 16% 

November 1993 1,116,875 13,111,971 9% 

November 1995 739,335 13,320,323 6% 

November 1997 1,173,313 13,893,465 8% 

August 1997 739,141 13,893,465 5% 

November 1999 956,303 14,284,092 7% 

November 2001 834,846 14,965,061 6% 

September 2003 1,470,443 15,790,838 9% 

November 2005 2,260,695 16,351,396 14% 

November 2007 1,096,410 17,352,424 6% 

November 2009 1,055,530 17,886,333 6% 

The turnout average is 8 percent. Source: http://www.sos.state.tx.us/elections/historical/70-92.shtml  

California 

Month Year Voters  Total Eligible % of Eligible Voting 

November 1990 7,899,131 19,245,000 41% 

November 1992 11,374,565 20,864,000 55% 

November 1993 5,282,443 20,797,000 25% 

November 1994 8,900,593 18,946,000 47% 

November 1996 10,263,490 19,526,991 53% 

November 1998 8,621,121 20,806,462 41% 

November 2000 11,142,843 21,461,275 52% 

November 2002 7,738,821 21,466,274 36% 

October 2003 9,413,494 21,833,141 43% 

November 2004 12,589,683 22,075,036 57% 

November 2005 7,968,757 22,487,768 35% 

November 2006 8,899,059 22,652,190 39% 

November 2008 13,743,177 23,208,710 59% 

May 2009 4,871,945 23,385,819 21% 

The turnout average is 43 percent. Source: http://www.sos.ca.gov/elections/sov/historical-voter-
reg/hist-voter-reg-and-part-general-elections-1910-2009.pdf 
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