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The Governor’s Budget and the Economy
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▪ The U.S. and California economies continue to grow

The U.S. gross 
domestic product 
(GDP) is 
preliminarily over 
4%, the equities 
market is at new 
all-time highs, 
inflation is slowing, 
and consumer 
confidence is up 
slightly

Economic 
uncertainty remains, 
as stock market 
gains are driven by 
a few technology 
companies, along 
with uncertainty in 
federal policy 
related to 
immigration and 
foreign trade

The Governor’s 
Budget is balanced 
in the 2026-27 fiscal 
year, but projects a 
deficit of $22 billion 
in 2027-28 with 
shortfalls in the 
following two years

California tax 
collections are
outperforming 
projections

Governor’s Budget 
state revenue 
projections assume 
no economic 
recession, nor a
stock market 
downturn in 2026-27 
as occurred in 2022



2026-27 LCFF Funding Factors
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Grade Span TK-3 4-6 7-8 9-12
2025-26 Base Grant per ADA $10,256 $10,411 $10,719 $12,423
2.41% COLA $247 $251 $258 $299
2026-27 Base Grant per ADA $10,503 $10,662 $10,977 $12,722
GSA $1,092 - - $331
2026-27 Adjusted Base Grant per ADA $11,595 $10,662 $10,977 $13,053
20% Supplemental Grant per ADA1 $2,319 $2,132 $2,195 $2,611
65% Concentration Grant per ADA2 $3,392 $3,119 $3,211 $3,818

TK Add-On per ADA (inclusive of COLA) $5,679 – – –
1Maximum amount per ADA—to arrive at LEA’s grant amount, multiply adjusted base grant per ADA by 20% and UPP
2Maximum amount per ADA—to arrive at LEA’s grant amount, multiply adjusted base grant per ADA by 65% and UPP above 55%

$593,319 - New Money Annually



“If a [stock] market downturn of more than 
20 percent—comparable to the decline of 
2022—were to occur in 2026 and be 
sustained through the end of the year, 
revenue could be $25 billion to $30 billion 
below forecast within the budget window.”

~ 2026-27 Governor’s Budget Summary

Multiyear State Budget Condition

▪ Although the Governor’s Budget uses 
healthier state revenue assumptions than 
the Legislative Analyst’s Office (LAO) in 
its November 2025 Fiscal Outlook, the 
state still faces a modest $2.9 billion 
shortfall in 2026-27
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Worsening Budget Conditions

with continued deficits in 
2028-29 and 2029-30

$22 billion



Employer Retirement Contribution Rates—Projections 

▪ The California State Teachers’ Retirement System (CalSTRS) employer contribution rate has leveled off
• According to CalSTRS, an annual employer contribution rate of 19.10% would eliminate the employer’s 

unfunded liability three years ahead of schedule based on the CalSTRS full funding plan
▪ After years of steady increases, California Public Employees’ Retirement System (CalPERS) rates are 

projected to gradually decline from their highwater mark in 2024-25, according to revised projections 
released in fall 2025
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Projection
s



CalSTRS Funding Sources
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Student Enrollment Forecast
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▪ Statewide enrollment continues to 
decline

▪ Since 2018-19, statewide enrollment 
has dropped 6.1%
• By 2034-35, it is projected to 

decrease by 16.3%
▪ Implementation of TK has helped 

slow down the decline 
• With full implementation in 

2025-26, the annual 1.0% decline 
is forecasted to return for the next 
ten years



The Road Ahead—From January to June
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Governor’s 
May Revision

Governor’s 
Budget

Agreement reached among 
Legislative Leaders and 

Governor; final 
2026-27 State Budget enacted

Legislature 
adopts its version 

of the 2026-27 
State Budget

1410 15 30

Late January 
Senate 

Overview 
hearing

Winter/spring 
Senate 

subcommittee 
hearings

Late May 
final Senate 

subcommittee 
hearings and 

decisions

Early June 
full Senate budget 

hearing 
of subcommittee 

reports

Late January 
Assembly 
Overview 
hearing

Winter/spring 
Assembly 

subcommittee 
hearings

Late May 
final Assembly 
subcommittee 
hearings and 

decisions

Early June
 full Assembly 
budget hearing 

of subcommittee 
reports

Legislative 
leaders 

negotiate with 
the Governor

Governor’s 
Budget trailer 
bill language

The next steps in the State Budget process are controlled by the Legislature, which has the 
responsibility to examine the Governor’s proposals during budget hearings

1


