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New York State Fiscal Update — September 2025

As New York prepares for the 2026 legislative session, the State faces a set of fiscal and political dynamics that school
districts should watch closely. The upcoming budget will be shaped not only by the fact that it is an election year for
the Governor, Senate, and Assembly, but also by mounting fiscal pressures that have intensified following the passage
of federal H.R. 1 in July (otherwise known as the One Big Beautiful Bill Act).

State spending already outpaces revenue growth

The Division of the Budget’s (DOB) Enacted Financial Plan and the Office of the State Comptroller’s (OSC) recent
report make clear that New York is entering a period of structural imbalance. State operating spending is projected to
grow much faster than revenues, with school aid and Medicaid continuing to be the two largest drivers of cost growth.
By SFY 2027, these programs alone are expected to account for more than half of all General Fund disbursements.

The Enacted Budget projects All Funds disbursements of $254.4 billion in FY 2026, compared with $249.2 billion in
receipts. Year-over-year spending is set to increase by more than five percent, while revenues are essentially flat. Even
after accounting for a one-time $7.2 billion repayment of unemployment insurance debt, General Fund spending is
growing by nearly nine percent compared to last year. Over the four-year financial plan, State Operating Funds
spending is expected to rise by nearly 14 percent, while revenues will grow by less than five percent, widening
projected gaps in the out-years.

The first quarterly update through June 30, 2025, reflected some short-term relief, with State Operating Funds
spending coming in $1.4 billion below plan due to timing delays. However, overall spending still grew more than ten
percent year-over-year. School Aid disbursements were $580 million below plan in the first quarter, also a function of
timing, but still recorded a 3.3 percent increase compared to the prior year.

Federal bill costs New York State, without sufficient reserves to cushion the blow

The more profound challenge comes from Washington. On July 4, 2025, the President signed H.R. 1, a sweeping
federal bill that alters tax policy and reduces funding for healthcare and food security programs. DOB projects the
measure will cost New York roughly $750 million in the current fiscal year and between $3 and $5 billion annually in
subsequent years. These costs, if unaddressed, would drive out-year gaps to levels not seen since the 2009 financial
crisis. OSC estimates that as many as 1.5 million New Yorkers could lose health coverage, and Essential Plan funding
losses alone may total nearly $7.6 billion per year.

New York enters this period with relatively strong reserves, but those cushions are scheduled to decline. The State
ended SFY 2025 with $21.6 billion in principal reserves, about 16 percent of State Operating Funds. By SFY 2029,
that figure is projected to fall to $14.1 billion, or 8.5 percent of SOF—well below DOB’s 15 percent benchmark.
While the statutory cap for rainy-day funds was raised to 25 percent of disbursements, New York is not on pace to
reach that level without policy changes.

Upcoming NYS budget expected to show fiscal restraint, including in school aid

For school districts, the implications are clear. Foundation Aid and other school aid lines remain part of the State’s
fastest-growing cost centers. While near-term disbursements are being met, districts should anticipate more intense
scrutiny of year-over-year growth and less room for new initiatives. The combination of slower revenue growth,
declining reserves, and major new federal obligations will make it harder for Albany to sustain the kinds of multi-year
aid increases seen in recent budgets.
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Over the next several months, the State will refine its estimates of the fiscal impact of H.R. 1 as part of the FY 2027
Executive Budget process. Districts in the Lower Hudson region should prepare for a January Executive Budget that
places a stronger emphasis on fiscal restraint.

Expectations of difficult State budget negotiations impact school district budgeting and LHEC advocacy

While New York has faced serious fiscal headwinds before, the combination of an election year, a slowing economy,
and disruptive federal changes means that the upcoming budget negotiations are likely to be among the most
challenging in recent memory.

As school districts in the lower Hudson region begin contemplating budget plans for the 2026-27 school year, it is
critical to be aware of the broader context of school funding in the coming State budget season. With the initial State
budget imbalance expected to be magnified by the actions of the Federal government, school leaders have the
opportunity to discuss with their districts and local communities the potential impact of fiscal difficulties at the State
level on the revenues of public schools in the coming year, and likely beyond.

As always, the Lower Hudson Education Coalition will continue to advocate on your behalf, not only for school
funding, but also calling on State legislators to look carefully at mandated cost pressures on school districts.
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