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The Pew Charitable Trusts’ 2023 report “Tools for Sustainable State Budgeting” examines whether and how states are using long-term
budget assessments and budget stress tests to measure and strengthen their fiscal outlooks.” This is one of 20 fact sheets describing the
approaches of and opportunities to improve for each state that produces at least one of these analyses.?

Getty Images

California: Tools for Sustainable State Budgeting

Long-term budget assessment: ° Budget stress test: °
Report: “The 2023-24 Budget: California's Fiscal Outlook? Report: “The 2023-24 Budget: California's Fiscal Outlook"*
Office: Legislative Analyst's Office Office: Legislative Analyst's Office

Analyses

The Legislative Analyst's Office (LAO) regularly publishes innovative research on California’s long-term fiscal
condition. Recent editions of the annual “Fiscal Outlook” report—a standout example of the office's work—have
included both long-term budget assessments and stress tests, with the LAO explaining why it expects California
to face a surplus or deficit in coming years and how much worse the situation might be in case of a recession.®

One strength of the LAO’s work is that, where other states’ long-term fiscal analyses sometimes become
formulaic and repetitive over time, the “Fiscal Outlook” reports stay fresh and relevant by blending original



analysis of California’s immediate budget situation with long-term context. For example, when California

enjoyed a large surplus in late 2021, the report concentrated on how much the state could afford in new, ongoing
commitments over the long term, recognizing that much of the surplus reflected temporary factors, such as
federal COVID-19 pandemic aid.® A year later, with California facing ongoing shortfalls, the report centered on the
causes of the problem and strategies to address it.”

In addition to the outlook report, the LAO also updates and analyzes its long-term revenue and spending
projections at various points in the budget calendar, including after the “May revision"—when the governor
makes final modifications to the executive budget proposal to reflect updated revenue forecasts.® Additionally,
the state's Department of Finance produces its own long-term revenue and spending projections (albeit without
the detailed discussion provided by the LAO) and episodically estimates how a recession would affect revenue.®

Policy impact

Released each November, the “Fiscal Outlook” report helps start the Legislature’s budget development process.
For example, the State Assembly uses the report to inform its “Budget Blueprints,” released each December,
which identify the body's fiscal priorities for the year.”® The “Fiscal Outlook” reports include recommendations,
such as to increase rainy day fund balances, and legislators have cited these recommendations when making
budget decisions."

Next steps

The LAO's analyses generally focus on factors that the analysts expect to significantly affect the budget

within the typical four-year time frame of the state’s reports. The office could supplement this analysis with
assessments of the fiscal effects of more gradual, long-term factors, such as climate change and California’s weak
population growth.
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For more information, please visit: pewtrusts.org/fiscaltools
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Celebrating its 75th anniversary, The Pew Charitable Trusts uses data to make a difference. Pew addresses the challenges of a
changing world by illuminating issues, creating common ground, and advancing ambitious projects that lead to tangible progress.
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