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PREFACE

Change is a constant. The pace of change is not. Just since the last edition of this text, 

change has been accelerating at an alarming rate. The Great Recession that encompassed 

the country finally turned around, but school funding has been uneven. Some states have 

provided new money to elementary and secondary public schools, while schools in other 

states remain underfunded and struggling. Teachers have walked out of the classroom 

for better wages and working conditions in Kentucky, Arizona, West Virginia, Colorado, 

Oklahoma, and North Carolina. Illinois and Kansas have completely revised their school 

finance systems. More states are considering student centered funding, and the federal 

government has replaced the ESEA, Title I, No Child Left Behind Act with the Every Stu-

dent Succeeds Act. A new wave of weighted funding systems has spread across the states.

U.S. elections in 2016 and 2018 brought many new directions to the nation at large 

and have impacted schooling. Stock markets initially soared but then experienced volatil-

ity. Unemployment fell to record lows. Passage of a broad income tax overhaul brought 

new brackets and additional changes, but a rising national debt and greater income 

inequalities followed. Wars continued in Afghanistan and Syria. Schools experienced 

major disruptions and losses. Natural disasters punctuated the decade, with hurricanes, 

flooding, fires, and drought. Mass shootings continued to plague education. The Park-

land, Florida students rose up and were joined by others across the nation to demand gun 

control and additional safety measures for students and schools after a school shooting 

that resulted in many lives lost. A focus on school choice dominated the federal agenda, 

and Congress enacted legislation that allowed 529 college savings accounts to be used 

for private schooling, including religious education. Demographics and costs continued 

to change, as did goals and standards for the nation’s schools. The list goes on. As Bob 

Dylan penned, “The times they are a changing.”

Financing Education in a Climate of Change, 13th edition, reflects these and other 

changes while retaining its practical tone and superior presentation of finance concepts. 

It includes the most up-to-date information and material regarding funding education in 

a post-recession era. It provides readers with firm knowledge of all facets of financing  

education—along with a number of helpful pedagogical tools such as clear tables and 

figures, end-of-chapter assignment projects, key concepts, new to this edition, and learn-

ing objectives. This new edition adds information on classic and current topics such 

as the economics of education, recent court decisions, 50-state tables on key funding 

provisions, state taxes, and the ongoing debate about vouchers, tax credits, church–state 

issues, and charter schools.

This classic school finance book contains three major sections: the economics of 

education, education finance policy, and school business management. Cross-cutting 

themes of equity, adequacy, and efficiency are woven throughout the text.

xiii
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NEW TO THIS EDITION

Financing Education in a Climate of Change provides future education leaders, policy-

makers, concerned citizens, and others the basic concepts of school finance. Indeed, the 

dynamic nature of school finance brings about many changes in a brief period of time. 

This new edition reflects those great changes and other significant information, includ-

ing the following:

• A focus on adequacy, equity and efficiency throughout the text emphasizes these 

continuing public policy priorities and the trade-offs inherent in their resolution.

• Updated tables, figures, and references throughout the book reflect new issues 

and information surrounding education finance as it is influenced by public demand, 

legislative action, and the courts. These elements highlight concepts and compari-

sons in a clear and understandable manner for the reader while using up-to-date 

research and information.

• Current 50-state comparisons throughout provide readers with contrast, similari-

ties, and other information among all the states along key dimensions in school 

finance, including state taxes, the major state finance system, funding for high-cost 

students (that is, special education, English language learners, low-income students, 

gifted and talented students), funding for transportation, capital outlay, and small/

sparse school districts.

• Attention to issues concerning students with special needs and new information 

on state funding mechanisms for English language learners across all 50 states.

• The federal role in education is discussed, and new information is given on federal 

programs including the Every Student Succeeds Act program and the Carl Perkins 

Act for career and technical education.

• Budget procedures focus on the interrelationship between the district and the local 

school in building and managing the budget, emphasizing the great responsibility 

associated with controlling large amounts of revenue in various program categories. 

New procedures are outlined, and actual examples of budgetary and purchasing 

procedures are included in this edition.

• Expanded material and new information on the following school finance issues 

are provided:

• The economic benefits of education, especially related to a changing economy and 

the gender gap, with recent census tables providing facts and figures (Chapter 1)

• The question of whether money matters in student outcomes, with recent research 

informing the discussion (Chapter 1)

• Shifting demographics, including the increased number of children in poverty, 

a new majority-minority in the schools, and changing balances among different 

groups involved in the education sector (Chapter 2)

• A focus on equity and adequacy, with an expanded section on horizontal and 

vertical equity (Chapter 3)



• Weighted student funding, also called student centered funding, which is dis-

cussed in greater detail for states, districts, and schools (Chapter 3)

• A new analysis of funding for English language learners, with a 50-state 

table depicting allocation methods together with tables for low-income, spe-

cial education, and gifted and talented funding provisions across the states 

(Chapter 4)

• Updated information on the tax structure for state governments, including taxes 

for education in all 50 states, that highlights the public finance side of education 

support (Chapter 5)

• New developments in state finance systems, including the new funding model in 

Illinois and detail on finance plans in Arizona and Maryland (Chapter 6)

• The influence of the courts and legislatures on states and local districts, including 

a comprehensive overview of recent cases restructured into three major “waves” 

and its aftermath (Chapter 9)

• The most current information on the volatile church–state issue, with recent court 

decisions discussed, as well as the continuing evolution of public charter schools, 

education savings accounts, and vouchers (Chapter 10)

• A focus on business management of schools, with examples of budgetary, 

accounting, and purchasing procedures (Chapters 10, 13, 14)

• The new salary schedules for teachers, as well as the actual cost of school person-

nel when benefits are added to salaries (Chapter 15)

• Issues related to the State Standards and future funding for elementary and sec-

ondary public schools, including the New Finance (Chapter 16)

• Restructuring of Chapters 6 and 7, with the state role now examined in Chapter 6 

following the discussions in Chapters 3, 4, and 5 on state funding and taxes

• New ancillary material is provided for each chapter, including PowerPoint slide 

presentations and a test bank. This material is available from Pearson’s instructor 

resource center at pearsonhighered.com. The assignment projects at the end of the 

chapters are continued in this edition and can serve as topics for projects, papers, 

and discussion; key concepts are highlighted in each chapter.

Financing Education in a Climate of Change is a user-friendly education finance 

text for graduate students in education administration, public finance, and business 

administration. The text is also of interest to policymakers and citizens who are concerned 

with funding schools. It discusses foundational concepts and current issues related to the 

debate over funding schools, including the following: How do states pay for schools? 

Does money matter in producing student outcomes? Where does the money come from 

and where does the money go? How are high-cost students and districts supported? What 

are the strengths and weaknesses of the property tax for funding schools? How are charter 

schools funded and operated? What are the developments of the church–state issue? How 

have the courts and the federal government influenced education support?

Preface    xv
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1

Education is an investment in human capital—the habits, knowledge, and skills that make 

individuals more productive and give them economic value. Human capital formation 

occurs in various settings—in formal and informal education, on-the-job training, pro-

fessional seminars and interactions, and personally directed study. Through education, 

we develop literacy, the ability to numerate, and the skills to solve problems. We achieve 

self-realization, economic sufficiency, civic responsibility, and satisfactory human rela-

tionships. These elements are the result of an educated populace and magnify the strength 

of a nation. The increase in human capital is, in large part, responsible for the remarkable 

social and economic development of the United States over the more than two centuries 

of its existence.

As with all investments, it takes resources to create human capital and provide 

schooling for children, youths, and adults. The most important producer of human capital 

in the United States is the public education system. Public education is the conduit that 

transfers resources from the private sector to individuals. The human capital generated 

in public schools and elsewhere is needed to ensure a dynamic economy, provide an 

1 THE ECONOMICS OF EDUCATION

Learning Outcomes

When you have finished this chapter, you should be able to:

• Trace the development of the economic theory that education is an investment in human 

capital.

• Discuss equal pay for equal work, present and compare data for males and females, and give 

your views.

• Describe five philosophical orientations to school finance.

• Explain the relationship of education funding and the gross domestic product.

• Assess the question of whether money matters in school outcomes, using evidence from 

research.

Economists are not certain about many things, but we are quite certain that a 

 college diploma or an advanced degree is a key to economic success.

—Janet L. Yellen, Federal Reserve Chair1
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adequate standard of living, reinforce domestic security, and sustain the role of the United 

States in the world. To achieve these goals, it is imperative that equitable and adequate 

finances are made available and spent wisely so that the recipients will be able to maxi-

mize their human potential and be prepared to be citizens and competitors in the global 

economy and knowledge society.

Former Chairman of the Board of Governors, Federal Reserve System, Alan 

Greenspan, said the nation must invest in human capital and that it is “critical that the 

quality of education in elementary and secondary schools be improved.”2 He declared:

Even the most significant advances in information and technology will not 

produce additional economic value without human creativity and intellect. 

Certainly, if we are to remain preeminent in transforming knowledge into 

economic value, the U.S. system of education must remain the world’s leader 

in generating scientific and technological breakthroughs and in preparing 

workers to meet the need for skilled labor. . . . Education must realize the 

potential for bringing lasting benefits to the economy.3

EDUCATION AS HUMAN CAPITAL

Economists now recognize the importance of investment in education for developing the 

nation’s human capital. Early economists such as David Ricardo and Thomas Malthus 

emphasized the roles of land, labor, and capital in creating economic growth, but gave 

only passing attention to the economic importance of education.

More recently, economists have emphasized the value of education as a factor in 

stimulating economic growth. Today, education is popularly referred to as “investment 

in human capital.” Such leaders in the field as John Kenneth Galbraith, Harold Groves, 

Milton Friedman, Theodore Schultz, Gary Becker, George Psacharopoulos, and Charles 

Benson have documented the relationship between education and economic growth. 

They have deplored the waste of the labor force and human resources that automatically 

accompany inadequate education, regardless of its causes. Schultz has given an excellent 

definition of human capital:

Human capital has the fundamental attributes of the basic economic concept 

of capital; namely, it is a source of future satisfactions, or of future earnings, 

or both of them. What makes it human capital is the fact that it becomes an 

integral part of a person. But we were taught that land, capital, and labor are 

the basic factors of production. Thus we find it hard to think of the useful 

skills and knowledge that each of us has acquired as forms of capital.4

Because human capital has the fundamental characteristics of any form of economic 

capital and becomes a part of the person who possesses it, such capital deteriorates with 

inactivity. It does not disappear completely until the death or complete incapacity of the 

person possessing it. Human capital often needs to be reactivated and updated to lessen 

its degree of obsolescence or the extent of its inadequacy.
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CREATION OF WEALTH AND EDUCATION

Human capital is essential to the creation of wealth. Economists use models to analyze 

growth that focus on increases in labor, physical capital, and technological progress. 

Technological progress explains nearly all economic growth and wealth creation, and it 

relies heavily on increases in human capital. Increasing human capital through quality 

education is, therefore, vitally important.

Increases in human capital mean that the population includes more educated work-

ers. Educated workers take more pride in their work, are faster and more creative, have 

more basic job skills, and acquire new skills more rapidly than less educated workers. 

Put simply, educated workers are more productive. They have less absenteeism, are less 

likely to shirk their duties, and can adapt to and understand the goals of their employer.

Human capital begets more human and physical capital. People with more educa-

tion are more likely to continue training, to engage in personally directed studies, and to 

participate in professional seminars. They are more likely to have children who consume 

high levels of education. Those who have a college education generally earn nearly 

four times as much as high school dropouts and consequently have more to invest in 

physical capital.5 Investment benefits society through the greater production of goods and 

services. Thus, education creates a virtuous circle—the condition in which a favorable 

circumstance or result gives rise to another that subsequently supports the first. The more 

education provided, the more wealth developed; the more wealth created, the more funds 

available for investment; the more investment undertaken, the more wealth available for 

investment in physical and human capital.
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The wonders of modern technology have been made possible largely because of 

education. The position the United States holds in technical improvements is the result 

of an educational system and a society that encourage research, creativity, and practical 

application. Much of today’s wealth is tied to technology, and technology is advanced 

through education.

Every area of resource—human, physical, and financial—has been improved and 

refined through education. Even the environment is better appreciated and preserved 
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through education. Methods of mining, lumbering, alternative energy, and other forms 

of natural resource production and use have been improved through the development 

of skills and training, and more wealth is produced through better use of resources. 

Improvements in productivity mean that more wealth is created with a smaller impact 

on the natural world.

Human capital supports greater productivity in management. As managers and 

leaders learn about leadership skills, they are able to make better decisions leading to more 

productivity, less dissatisfaction among workers, and more efficient accomplishment of 

the organization’s goals. Effective management of labor, capital, technology, and natural 

resources promotes wealth.

EDUCATION: AN IMPORTANT INDUSTRY

A common and certainly defensible description of education states that it is an industry 

in the sense that it utilizes money and other valuable resources to develop its product. 

Although it is the largest industry in the United States, education produces only intangi-

bles in the form of nonmaterial services that are valuable but difficult to measure. It is an 

industry where extensive data are readily available to determine the inputs to education, 

but where no research or empirical study has yet found a satisfactory way to measure—

or even to approximate—its total output. In public education, there is no profit motive. 

Education is usually provided in government schools, which are dependent on the private 

economy for financial support. The United States is a world leader in education, with 

approximately 25 percent of its population involved in one way or another. “Citizens of 

the United States spend the highest number of years in formal education of any wealthy 

country.”6 With regard to expenditures, statistics from the U.S. Department of Education 

show that 7.1 percent of the country’s gross domestic product (GDP) in 2014–2015 went 

toward all educational institutions, including public and private education. This figure 

represents a decline from 8.0 percent in 2010–2011 (see Table 1.1). Total expenditures for 

all levels of education were estimated to be $1.2 trillion. Expenditures for K–12 education 

were $696 billion; postsecondary (degree granting) institutions expended $532 billion.7 

International comparisons show that of the 26 countries that comprise the Organisa-

tion for Economic Co-operation and Development (OECD), the 5 countries with the 

highest expenditure per student are Luxembourg, Switzerland, United States, Norway, 

and Austria. The lowest spending countries are Turkey, Argentina, Mexico, Colombia, 

and Indonesia.8

According to the OECD, expenditure per student by educational institutions is 

largely influenced by teachers’ salaries, followed by pension systems, and instructional 

and teaching hours. Also included in these expenditures are the cost of teaching materials 

and facilities, the program provided (for example, general or vocational), and the number 

of students enrolled in the education system. Other policies such as those to attract new 

teachers, reduce average class size, or change staffing patterns have also affected per-

student expenditure. Ancillary and research and development services can also influence 

the level of expenditure per student.9
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Primary, secondary, and postsecondary non-tertiary education comprise 3.6 percent 

of the GDP on average across OECD countries. Denmark, Iceland, New Zealand, Nor-

way, Portugal, and the United Kingdom allocate the highest share of their GDP to these 

levels of education, at 4.5 percent or more. The United State spends slightly more than 

4.0 percent, but does not rank in the top five countries. At the other extreme, the Czech 

Republic, Lithuania, and the Russian Federation spend less than 2.7 percent of their GDP 

on K–12 education.11

Historically, education has been the largest public function in the United States—

and the country’s biggest business—when viewed in terms of the number of people and 

dollars of income involved in its operation. The expansion of educational services, goals, 

and students, and the increasing costs of education year after year have had an effect on 

the nation’s economy. It is not likely that this condition will change.

TABLE 1.1  Total Expenditures of Educational Institutions Related to the Gross National Product, by 
Level of Institutions: Selected Years, 1929–1930 to 2014–201510

Expenditures for Education in Current Dollars

All Educational 

Institutions

All Elementary and 

Secondary Schools

All Postsecondary 

Degree-Granting 

Institutions

Year

Gross Domestic 
Product (GDP) 
(in Billions of 

Current Dollars)
School 
Year

Amount 
(in 

Millions)

As a 
 Percentage 

of GDP

Amount 
(in 

Millions)

As a 
 Percentage 

of GDP

Amount 
(in 

Millions)

As a 
 Percentage 

of GDP

1 2 3 4 5 6 7 8 9

1929 $103.6 1929–30 — — — — $632 0.6

1939 92.2 1939–40 — — — — 758 0.8

1949 267.2 1949–50 $8,494 3.2 $6,249 2.3 2,246 0.8

1959 506.6 1959–60 22,314 4.4 16,713 3.3 5,601 1.1

1969 984.4 1969–70 64,227 6.5 43,183 4.4 21,043 2.1

1970 1,038.3 1970–71 71,575 6.9 48,200 4.6 23,375 2.3

1975 1,637.7 1975–76 114,004 7.0 75,101 4.6 38,903 2.4

1980 2,788.1 1980–81 176,378 6.3 112,325 4.0 64,053 2.3

1985 4,217.5 1985–86 259,336 6.1 161,800 3.8 97,536 2.3

1990 5,800.5 1990–91 395,318 6.8 249,230 4.3 146,088 2.5

1995 7,414.7 1995–96 508,523 6.9 318,046 4.3 190,476 2.6

2000 9,951.5 2000–01 705,017 7.1 444,811 4.5 260,206 2.6

2005 12,638.4 2005–06 925,712 7.3 572,135 4.5 353,577 2.8

2010 14,498.9 2010–11 1,153,000 8.0 681,000 4.7 471,000 3.2

2015 17,348.1 2014–15 1,228,000 7.1 696,000 4.0 532,000 3.1
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Education requires resources to provide for the needs of students, teachers, admin-

istrators, facilities, equipment, supplies, and property. These resources depend on the 

private economy. The interconnection between education (providing the human capital 

to engender economic strength) and the economy (providing funds for education) is a 

reality. All over the world, educational achievement and economic success are clearly 

linked. The struggle to raise a nation’s living standard is fought first and foremost in the 

classroom. Certainly, no one needs to be convinced that education matters. The jobs in 

industry, in manufacturing, in services, and in the provision of homeland security for a 

nation require citizens who are well educated.

Interest in the economics of education is said to date back to the time of Plato; 

numerous economists and educators have given in-depth consideration to this relation-

ship. They have established and documented the fact that increases in education result 

in increases in productivity and gains in social, political, and economic life. They also 

support the idea that education costs are necessary and real investments in human capital.

Because educational institutions collectively are the biggest disbursers of public 

money in the United States, and because education is the greatest contributor to economic 

productivity, the positive relationship between education and economic growth is real 

and obvious. Educators and economists have understood this close and interdependent 

relationship for some time.

For example, Charles S. Benson, a noted education economist, wrote on this topic 

of the relationship between education and economics. His point of view is summarized 

here:

Throughout the world, both philosophers and men of affairs appear to have 

reached consensus on this point: education is a major force for human better-

ment. Quality of education is intimately related to its financing. How much 

resources are made available, and how effectively these resources are used 

stand as crucial questions in determining the degree to which education meets 

the aspirations that people hold for it.12

Today it is a seldom disputed fact that expending adequate funds for education will 

provide economic dividends to society. Quality education is expensive, but it brings com-

mensurate benefits to individuals, families, business and professional people, as well as 

to social agencies and institutions.

A cursory look at the political and economic philosophies in relation to education 

adopted by Karl Marx, John Maynard Keynes, John Kenneth Galbraith, Milton Friedman, 

and Adam Smith illustrates that they all saw the need for and the power of education, even 

though they recommended different roles for government (and education). Marx said that 

the central government should have absolute control. Regarding the others, perspectives 

differed from government assisting in cases of economic depression (Keynes), to more 

support of the public sector and more government resources being derived from the afflu-

ent private sector (Galbraith), to government intervention generally hampering progress 

(Friedman), to limiting government (Smith). (See Table 1.2.)
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TABLE 1.2 Political and Economic Continuum

Marx Keynes Galbraith Friedman Smith

Government 

or Economy Communist

Government 

Intervention Liberal Conservative Capitalist

Role of 
Government

Central govern-
ment has total 
control; sets 
policy and goals 
in all aspects of 
society; strong 
bureaucracy.

Government 
will help the 
economy in 
depression or 
recession by 
public works 
projects, stimu-
lus packages, 
bailouts, etc. 
Deficits accu-
mulated will be 
repaid during 
good economic 
times.

Government is a 
dominant factor 
in society. Limit 
overproduc-
tion by private 
sector. Provide 
affluence for all 
citizens.

Government 
interventions 
have hampered 
programs. 
Should reduce 
bureaucracy 
because people 
who are free to 
choose without 
bureaucratic 
influence create 
a better quality 
of life.

The invisible 
hand of com-
petition will run 
the economy in 
a natural way. 
 Government 
should  govern 
only—no 
 government 
interference 
in business 
or trade, just 
 preserve law 
and order, 
defend the 
nation, enforce 
justice. Least 
government is 
best.

Educational 
Perspective

Free public 
education, 
controlled and 
financed by cen-
tralized govern-
ment. Trains in 
value system of 
the government.

“Education is 
the inculcation 
of the incompre-
hensible into the 
indifferent by the 
incompetent” 
and provided by 
government.

Education is 
vital for techni-
cal advances 
and growth. 
Education must 
be encour-
aged for future 
research and 
development.

Government 
overgoverns 
education. 
Voucher system 
for education. 
Education is 
essential in 
maintaining 
free enterprise, 
political free-
dom, and open 
economy.

Education is one 
of the essential 
government 
services to 
make capitalism 
work; competi-
tion between 
schools. Local 
education con-
trol, compulsory 
education at ele-
mentary level.

Taxes Highly gradu-
ated progressive 
tax on income.

Progressive tax 
to redistribute 
wealth so the 
poor can spend 
more and the 
wealthy save 
less.

Public economy 
is starved; pri-
vate economy is 
bloated. Tax the 
affluent society 
(private sector) 
more to provide 
needed public 
services, educa-
tion, etc.

Private economy 
is starved; pub-
lic economy is 
bloated. Tax 
reform encour-
ages investment 
in private sector.

Taxes should 
reflect ability 
to pay, not be 
arbitrary; should 
be convenient 
and efficient. 
Needed to pro-
vide for essen-
tial government 
services.

(Continued )
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TABLE 1.2 Political and Economic Continuum (Continued )

Marx Keynes Galbraith Friedman Smith

Government 

or Economy Communist

Government 

Intervention Liberal Conservative Capitalist

Property Abolition of pri-
vate ownership 
of property.

Private prop-
erty essential; 
however, gov-
ernment is the 
most impor-
tant element 
of a nation’s 
economy.

Private owner-
ship has been 
oversold through 
advertising; 
the affluence of 
private sector 
has cheated 
public needs. 
Fiscal policy is 
essential.

People must 
be free to own 
and exchange 
goods. Mon-
etary policy, not 
fiscal policy, 
is essential in 
shaping eco-
nomic events.

Private property 
is essential to 
freedom; if state 
owns, freedom 
vanishes.

Vantage 
Point in 
History

Reaction to 
exploitation of 
workers in the 
Industrial Revo-
lution. History 
is determined 
by economic 
conditions.

Predicted ruin of 
Europe’s econ-
omy because 
of harsh eco-
nomic condi-
tions imposed 
on Germany 
by the Treaty of 
Versailles.

Conventional 
wisdom always 
in danger of 
becoming obso-
lete. Rejects 
orthodox views 
of econom-
ics. Quality of 
life, not gross 
national prod-
uct, should be 
the measure 
of economic 
achievement.

Freedom is 
more important 
than prosperity. 
However, free-
dom is the best 
environment for 
economic pros-
perity; monetary 
policy leads to 
stability.

Wrote The 

Wealth of 

Nations in 1776, 
but its major 
impact came 
in early 1800s. 
Reaction to Brit-
ish mercantilism; 
tariffs and lim-
ited “free” trade.

When seeking financial support for the schools, educators must understand the diverse 

philosophies and communicate across the political spectrum by using concepts that resonate within 

a particular philosophy. More and more educational leaders understand that all major social forces 

must not only recognize one another’s objectives and circumstances but also work cooperatively to 

solve one another’s problems. Until recent years, educators, economists, and political leaders have 

been largely indifferent to each other’s needs and problems.

A PUBLIC-SECTOR RESPONSIBILITY

Education is produced in the private sector of the economy as well as in the public sector. Government, 

through taxation, produces most educational services consumed in the United States. At the same 

time, private individuals, companies, and churches sponsor many schools. In certain other countries, 

education is largely a product of the private sector.

Schools in the private sector operate under a different set of theories and rules than those in the 

public sector. Some believe they are more responsive to consumer demand because private educational 
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organizations that fail to meet consumer demand see a reduction in pupils, which leads to 

a reduction in resources available to hire staff, acquire buildings and property, and create 

endowments. The ability of private schools to meet consumer demand largely determines 

how much financial support is available for their future operations. The desires, needs, 

and even whims of potential purchasers are soon met in the private sector, because ignor-

ing them would translate into a loss of revenue and profits. Inefficiency, incompetence, or 

other internal deficiencies are readily made known and usually lead to changes in schools 

in the competitive marketplace.

Public Sector Private Sector

Education

Human Capital

Government institutions, including public schools, do not react as quickly or as 

obediently to consumer demand, external pressure, and public criticism as their coun-

terparts in the competitive world. Local, state, and federal governments use tax funds 

to pay for their part of the education pattern. These tax funds are disbursed with less 

reliance on consumer demand to reject financial decisions. In addition, the pluralism 

built into the U.S. constitutional order may make it more difficult to efficiently allocate 

resources to education. There is considerable variation from community to community 

in terms of the quality of the schools, the needs of the students, and the availability of 

resources. For this reason, states provide guidance and resources to help local districts 

and schools meet their goals. Allocating economic resources to education is one of the 

primary responsibilities of local, state, and federal lawmaking bodies. Fortunately, the 

educational establishment now recognizes that decisions concerning resource allocation 

are made in the political arena.

In this interacting, cooperating, and sometimes confusing education enterprise, 

some recipients may receive advantages over others; others may suffer disadvantages. 

This inequality is inevitable in a process characterized by innate and fundamental differ-

ences in student ability, interest, hard work, and desire to learn—as well as differences 

in the many other factors that make up the U.S. school milieu. In this country’s federal 

system, public education is intended to produce equity (fairness) in the treatment of 

students. Although the terms are often used interchangeably, equity and equality are not 

synonyms. Some degree of inequality will exist, but it should be minimized.

ECONOMICS AND SOCIAL PROGRESS

Profits are earned when revenues, generated by sales, exceed costs. Profits are meaning-

ful only in the private sector of the economy. When consumers and producers engage in 

market transactions, the resulting profits are signals that private firms use to guide their 

investment, hiring, and strategic decisions. Through the resources generated in the private 



10    Chapter 1 • The Economics of Education

sector, the public sector, including education, receives the financial resources it requires 

to operate. Therefore, a system of diverting funds from the private sector to the public 

sector must exist. The most common system to accomplish this goal—albeit one that is 

far from perfect—is taxation.

Public Sector

Taxation

$Private Sector

The reliance on taxation to provide funds for education requires a recognition and 

understanding of the relationship between public education and the field of econom-

ics. Educational leaders at all levels cannot continue to give mere fleeting glances and 

incidental references to fundamental economic theories and principles if they are to be 

effective in helping solve, or reduce, the complex and persistent problems involved in 

financing education adequately and equitably. Therefore, some knowledge of econom-

ics and its partnership role with education is deemed to be important for school finance 

students as well as practitioners. For that reason, this book begins with a brief discussion 

of some of the fundamental principles and concepts of economics that have practical 

application to the broad field of school finance.

The effects of compulsory school attendance laws, taxation laws, changes in the 

economy, the clamor for improvement in government-sponsored schools, and social pres-

sures can be understood with a basic grasp of economic principles. Because education is 

vital to the interests of the individual and broader society, the state has the right and the 

responsibility to provide educational opportunities broadly and to ensure that those oppor-

tunities are accessed by every child. Parents and guardians have the responsibility to ensure 

that their children and wards take advantage of the schooling provided by the public.

There are diverse ways of examining the degree of advancement or upward progress 

of a society. One way is to apply the economic dimension that attempts to determine the 

degree or percentage of total human effort being diverted to production of the goods and 

services required for survival, such as food, clothing, and shelter. This measure of human 

effort is then added to the effort devoted to producing goods and services that make life 

more comfortable but are not required for survival, such as entertainment, travel, and 

education. Societies at the low end of the social–progress continuum devote all or nearly 

all of their efforts to producing essential goods and services. As societies develop eco-

nomically, the percentage of human effort expended to produce goods and services not 

required for subsistence increases.

When societies reach the point where all the material requirements for survival 

are met, production and consumption decisions are devoted to satisfying other desires. 

Society has no ability to judge which desires should be met or how to allocate scarce 

resources. Through free exchange in the marketplace, individual consumers signal pro-

ducers which goods and services they desire. Education is one of those desires that is 

highly sought after as societies advance above the basic survival level. The economic 
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history of more-developed countries is replete with examples of the importance of edu-

cational services and the strong consumer demand for increased educational services. 

Early education entrepreneurs provided schools, books, and other opportunities to meet 

the demand for education. In the 1800s and thereafter, governments began to recognize 

the value of providing basic education to more children. Today, countries around the 

world are located at various points on the education–economic development continuum.

Thus, it appears that the greater the degree of advancement of a society, the greater 

its potential for producing additional goods and services, including education. Those 

countries that lack resources or people with technical ability must spend most of their 

time and effort in producing goods for subsistence and survival. In turn, they will have 

commensurately little time and ability to produce a good educational system. A report 

from the World Bank stated:

Although exceptions are made, in general the emphasis in low-income coun-

tries is on the development of low-cost basic education to lay the requisite 

foundation of science, language, mathematics, and other cognitive skills. In 

middle-income countries, where first-level education is already widely avail-

able, educational quality is emphasized, and with it the expansion of facilities 

to meet the needs of an increasingly sophisticated economy. As the absorptive 

capacity of an economy grows, the priority tends to shift toward providing 

higher level technical skills, as well as developing skills in science, technol-

ogy, information processing, and research.13

A country that strives to produce quality educational services is constantly improv-

ing the foundation on which advances in economic productivity and wealth are built. 

Countries that make only minimal effort in education usually produce only those goods 

and services necessary for a meager, subsistence existence. The educational system, then, 

is both a very important result and a key determinant of the social and economic progress 

of a nation. As stated in The Economist:

In the advanced economies of America and Europe, today’s chief economic 

worry is that jobs and industries will be lost to new competition from Asia, 

Latin America, and Eastern Europe. It is commonplace that, among these 

emerging economies, the most successful are the ones that have educated 

most of their workers up to, and in many cases well beyond, levels typically 

achieved in the West.14

As Nobel Laureate in Economics, Theodore Schultz, so succinctly stated, “Econo-

mists have long known that people are an important part of the wealth of nations.”15

Education Produces Nonfree Services

Any college student can attest to the fact that education is not a free commodity in the 

economic sense. When consideration is given to the indirect costs, what economists 

call opportunity costs (the income and time lost while attending school or selecting one 
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activity rather than another), as well as the direct costs (living expenses, fees, textbooks, 

computers, materials, and tuition), there is no need for an additional reminder that educa-

tion is far from free.

As a purchaser of educational services, the student recognizes education as a con-

sumer good, paying money for the avowed purpose of consuming as much education as 

possible for the money spent. Conversely, because education creates human capital, it can 

also be treated as a producer good. The increase in human capital generated by educa-

tion allows for a greater production of goods and services, not the least of which is more 

education. After all, instructors must first be educated before they can teach.

As the college graduate receives an academic degree and moves into the world of 

work, no stock of accumulated physical capital is evident from educational experiences. 

Instead, the investment has been made in nontangible goods and services—human capital 

that, it is hoped, will be used to provide consumers with valuable goods and services that 

follow from the necessary process of earning a living. The human capital is bundled with 

the goods and services provided in the market. A good such as a house, for example, 

has embedded in the rooms and conveniences the educational attainment of architects, 

mortgage lenders, carpenters, plumbers, electricians, and many others.

These educational services acquired in school may be used and reused almost 

without limit; thus, they are described as multiple-use goods or services. In contrast to 

machines, equipment, and other physical goods that depreciate with use, the durability 

or utility of educational services normally appreciates with use.

Although much learning is sought and obtained for its intrinsic and cultural value, 

most education is sought to increase the ability of the student to engage in some useful 

occupation or profession and consequently produce goods and services for the market-

place. This process is an economic one, since it provides the means to satisfy wants as 

a consumer as well as to produce goods and services for other consumers. An education 

adds to the richness of life for its recipients, allows for more informed decision making, 

and changes the scope of consumption decisions to products that require more educa-

tion to access, such as books, magazines, works of art, and musical compositions. Thus, 

education is literally both a consumer’s good and a producer’s good.

Education Stimulates Economic Growth

Education is important to increases in economic productivity. Wealth in the economy 

is created by increasing the amount of labor or capital available for production or by 

improving the productivity of their use. Labor increases are determined by demographics; 

capital increases are determined by savings and investment; and productivity increases 

are enhanced by increases in knowledge. The only durable way to increase wealth is by 

improving capital and labor productivity. One may think of education as a necessary 

condition for economic growth, but not as a sufficient condition to ensure such growth.

In the quest for economic growth and higher productivity, it is important to recog-

nize that other investment projects have legitimate claims to investment dollars. Legislative 

leaders find themselves under pressure from educational advocates as they attempt to make 

decisions to establish and support public educational institutions; such decisions require 
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diverting resources from other worthy investments. These leaders understand only too well 

that education, as an industry, does not and cannot operate in a vacuum without reference to 

the broader economy. To become effective, educators must be cognizant of the philosophy of 

individual politicians, economic principles, political theories, and related disciplines. Educa-

tors must understand that politicians are just as much their clients as students are. Whether it 

is a school board member making programmatic or salary decisions, a legislator determining 

the level of school support, a member of Congress, or the President of the United States, 

each party is influential in determining the fiscal factors that affect the educational program.

Although the United States has been blessed with a well-educated citizenry, the 

demands that can be made on the private sector always have limits. In recent years, 

the spiraling costs of government services and institutions, together with a recovering 

economy, have sharpened competition for the tax dollar more than ever before. As an 

important economic service with increasing responsibility to the people of the nation, 

education would seem to have established itself as a strong and deserving competitor for 

the economic resources responsible for its support.

The Scope of Educational Services

Economics has a concept called consumer sovereignty, which means that consumers in 

free-market systems determine what gets produced.16 In a competitive market, consumers 

determine what goods and services will be provided with their purchasing decisions. If 

entrepreneurs desire to create new goods or services, they must ensure that an adequate 

demand for those items exists. Without consumer demand, entrepreneurs cannot repay 

their suppliers or earn a profit, and the enterprise will fail. It is consumers’ willingness 

to pay for a good that creates the supply. Demand for education, however, is unlike the 

demand for most other goods and services. In education, the consumers of education—

the students—generally do not pay for their education. Rather, funds for education are 

primarily provided through taxes collected by the government.

The quality and quantity of educational services are determined largely by the 

wishes of government officials; by the pleasant or unpleasant experiences voters have 

had with education in their own lives; by groups with an interest in education such as 

parents, teachers, and administrators; and by taxpayers who seek to lower their share of 

the tax burden. The degree of student satisfaction is often secondary to the concerns of 

taxpayers, who largely determine the extent of such services available. Thus, educational 

expenditures are often determined in a right-to-left direction—in much the same way 

as a customer who is short of cash might approach the menu in a luxurious restaurant.

The individuals who determine the supply of education to be made available often 

have neither children nor other family who are students nor have a direct relationship with 

any of the individuals of any educational interest group. For that reason, school board 

members, other elected officials, and government administrators who are responsible 

for the supply of education may approach school finance with a neutral or even negative 

attitude. Their decisions may be made in terms of a real or imagined financial tax bur-

den to the exclusion of more relevant and necessary educational needs. This perspective 

often results in exaggerated criticism of increases in educational expenditures, especially 
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in areas where there is little objective evidence of commensurate results. Regular and 

substantial increases in financial inputs are necessary to keep pace with inflation and 

the addition of new students, and to increase and improve quality and expand services. 

Teacher and administrative salaries must reflect growing inflation rates. Increasing 

teacher quality also requires a financial commitment.

The Marginal Dollar Principle

How does a free society determine the amount of resources it will spend for such an 

important government service as education? Theoretically, it could be done in the same 

way an individual decides how to allocate scarce resources among competing goods and 

services in a free market. The individual considers the marginal utility of prospective 

goods and services. The utility is the pleasure or satisfaction that the consumer achieves 

in consuming a good or service.

It is important to understand what economists call diminishing marginal utility. The 

utility of additional units of a particular good or service decreases as additional units are 

consumed. For example, an individual will have a smaller increase in utility with the 

purchase of a third car than with the purchase of a second one, and the second car adds 

much less additional utility than the first. Diminishing marginal utility explains the para-

dox that water, which is essential for life, is relatively cheap, whereas diamonds, which 

fulfill no basic human need, are very expensive. To a man suffering extreme thirst, a little 

water might command a very high price, but to the average water consumer, a gallon of 

water has very little monetary value.

Diminishing marginal utility is important in education too. The public may place a 

high value on the purchase of elementary education for all its children at public expense 

and give top priority to this undertaking, but may put less emphasis on funding four years 

of high school education and still less emphasis on providing funds for higher education. 

The public might also think that the expenditure of the first $10,000 per pupil per year 

is highly desirable, but an additional $10,000 might be less desirable, and expending a 

further $10,000 might be undesirable or unwise—because it could require taking funds 

away from other seemingly more important goods or services.

The marginal dollar is the dollar that would be better spent for some other good or 

service. Thus, allocating funds for education becomes a problem of determining at what 

point an additional amount proposed as an expenditure for education would bring greater 

satisfaction or worth if it were spent for other goods or services.

Education has specific problems allocating resources while recognizing diminishing 

marginal utility. As McLure has noted:

The theory of marginal utility cannot be applied as clearly in education as in 

some other operations. It is difficult, for example, to determine when the addi-

tion of one more staff member may or may not produce results which would 

be equal to or less than the value of the money paid the person. In industry, 

however, the addition of one worker would be at the margin if the increased 

income would be equal to the cost of the worker.17
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Economists who are becoming more involved in studying this relationship in educa-

tion are classifying the concept as value added. It raises important questions as McLure 

suggests. At what point does the value added by another unit decrease? How does the 

decrease in value compare to its additional costs? Does this linear relationship relate to 

learning and education?

The Point of Diminishing Returns

Undoubtedly, economists argue, there is a point of diminishing returns in the expenditure 

of funds for education—a point beyond which additional expenditures will yield very 

little or no additional educational returns. Where this point is, in terms of expenditures 

per pupil, has not yet been determined. The problem with education is that the informa-

tion needed to determine precise educational returns is not available. One reason is that 

education is not bought and sold like other commodities.

Determining the relationship of per-pupil expenditures for education to the quality 

of the product has proved to be a popular yet elusive research subject for many years. 

There is disagreement among researchers on whether and the extent to which a direct 

relationship exists between dollars spent and student performance. Such divergence of 

opinion has caused some to believe that public education has already reached the mar-

ginal dollar limit and the point of diminishing returns. Others disagree, finding the con-

cept lacking in the realm of education as it exists today. The lack of unanimity among 

scholars does not diminish the notion that whatever improvements can be made to make 

education more effective, more extensive, and more applicable to the lives of U.S. citizens 

should be made.

To say that resource inputs always can and do make a difference in students’ edu-

cational outcomes may still be a matter of interpretation. It is normal for people, and 

especially overburdened taxpayers, to compare the costs and apparent productivity of 

various public institutions or industries—particularly those in direct competition with 

each other for scarce tax dollars. Such comparisons may reflect unfavorably on education 

for reasons beyond the control of those involved.

The problem of producing spectacular improvements in education with the alloca-

tion of additional funds is another matter. It is argued that greatly increased expenditures 

for education may not produce such large or fantastic increases or improvements in its 

products. The nature of the learning process being what it is, any increases in learning 

effectiveness usually can be anticipated only in the form of small percentage improve-

ments, regardless of the magnitude of the financial increments applied to the improve-

ment process. It is unlikely that the field of education, even with the application of 

almost limitless resources, will ever have available ways of multiplying the quantity or 

quality of learning that human beings can achieve in a predetermined amount of time. 

However, vast sums of money have not been provided to determine the veracity or lack 

thereof of this hypothesis. Perhaps huge resource inflows would affect outcomes in ways 

unforeseen, but this remains unknown until changes in current resources, together with 

data and measurement limitations, can be overcome that would allow such an analysis 

to proceed.
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ECONOMIC BENEFITS OF EDUCATION

Right or wrong, the main thrust of expenditures for public education is toward transmitting 

known knowledge and skills to individuals. Given that the generally accepted philosophy 

of education requires that all citizens have a high-quality education through most of their 

preadult life, the costs of a formal education program must, of necessity, be proportionately 

higher for the United States than for countries that are disposed to release their youths from 

the educational system at an earlier age. But precisely what are the benefits of education to 

individuals under a system that requires participation for such an extended period? Benefits 

accrue to individuals and society; they are economic and noneconomic.

Many studies have been conducted and estimates made to determine the economic 

benefits that accrue to the average person with varying amounts of formal education. Uni-

versally, these reports indicate the high pecuniary benefits of education (see Table 1.3).

Educated persons enjoy a broader range of job opportunities than their less well-

educated counterparts. Because unemployment is usually closely related to the lack of 

education and adequate work skills, education provides some security against jobless-

ness in periods of change or a slackening of business and industrial activity. However, 

no figures can be quoted to indicate the economic benefits of education to individuals in 

such matters as growth in vocational alternatives, growth in vocational and avocational 

interests, and greater appreciation for cultural and intellectual pursuits.

Many people view education strictly in terms of costs, legislative allocations, and 

percentage of taxes. If education is considered as an investment in human capital, the 

problem becomes one of extracting sufficient resources from the present economy to 

provide educational opportunities to the populace now that will be adequate to pay divi-

dends to society in the future. If one considers only the taxes paid by individuals who 

make more money, the benefit or cost to the state is significant. Research by Belfield and 

Levin18 finds that in the United States:

• A high school dropout imposes a fiscal burden on society; a college-educated per-

son produces four times as much revenue for government programs and services.

• The difference in total tax and expenditure benefits for a high school graduate 

versus a dropout is at least $129,230. For a college graduate that difference is over 

$350,000.

• Compared to college graduates, annual losses for high school dropouts over their 

lifetime exceed $267,390 in federal and state income taxes for each person.

• The nation loses $150 billion in combined income and tax revenue with each cohort 

of 18-year-olds who never complete high school and $610 billion in costs to society.

• Aggregate health-related losses for the estimated annual 800,000 high school drop-

outs total at least $75.2 billion, or nearly $95,000 per student.

• The country could save about $50 billion in income losses and $200 billion in social 

costs annually by improving educational attainment among all recipients of Tempo-

rary Assistance for Needy Families (TANF), food stamps, and housing assistance.

• Savings from the costs of crime total $198,410 per dropout, or over $158 billion 

per cohort.
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• Increasing the high school completion rate by just 5 percent would save this country 

as much as $32 billion in reduced costs from crime over a lifetime.

• The economic benefits of participation in model preschool programs range as high 

as $7 to $10 for each dollar invested.

• College graduates are three times more likely to vote than Americans without a 

high school degree; those who earn more are far more likely to be affiliated with a 

political organization.

In addition to these benefits, there is significant pecuniary advantage to the indi-

vidual. According to Table 1.3 (U.S. Census Bureau) and Figure 1.1 (U.S. Department 

of Commerce), economic benefits in terms of average earnings per person in the United 

States relative to education level achieved in 2015, the latest year for which data were 

available, were as follows:

• A male junior high school dropout earned $14,414 less per year than a high school 

graduate. In lifetime earnings, that difference amounts to $504,490.

• A male high school dropout earned $9,426 less per year than a high school graduate. 

In lifetime earnings, that difference equates to $329,910.

• A female high school dropout earned $9,426 less per year than a high school gradu-

ate. That difference equates to $329,910 in lifetime earnings.

• A female high school graduate earned $29,816 less annually than a college graduate 

did. That difference equals $1,043,560 in lifetime earnings.

FIGURE 1.1 Money Income of Households, Families, and Persons in the United States.20

Female

Male

Junior High

Dropout

High School

Dropout

High School

Completion

Some College,

No Degree

Associate

Bachelor’s

Master’s

Doctorate

Professional $82,473

$82,305

$62,379

$51,681

$40,186

$36,143

$31,249

$22,670

$21,054

$- $40,000.00 $80,000.00 $1,20,000.00 $1,60,000.00

$136,189

$106,467

$86,738

$71,385

$52,072

$49,672

$41,569

$32,143

$27,155
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Workers are limited because of a lack of education. The more education they 

receive, on average, the more money they make. The relationship of education and earn-

ings is positive for both males and females. Males, however, have higher median annual 

incomes than females. Also, males at the professional level make more than those with 

a doctorate. Females usually follow this same pattern; however, the disparity in incomes 

between males and females is large. Women earn about 70 percent of what men earn at 

all levels. For people with a high school degree, women earn 75 percent of men’s aver-

age earnings; this comparison is 72 percent for individuals with a college degree and 

77 percent for those with a doctorate. The disparity in earnings between men and women 

remains a key issue in twenty-first century America. Lack of parity depresses economic 

outputs and individual opportunities. However, for everyone, regardless of gender, more 

education results in high earnings, on average. The Federal Reserve chairwoman, Janet 

L. Yellen, underscored this point when she said, “[E]conomists are not certain about 

many things, but are quite certain that a college diploma or an advanced degree is a key 

to economic success.”21

Increasing Expenditures and the Economy

It is well established that human capital is more important than natural resources in 

wealth creation. Fortunate is the nation that has extensive natural resources; however, the 

nation with highly developed human resources is even more fortunate. A nation with high 

educational development will overcome to a great degree any lack of natural resources, 

but no nation having a poor educational system, even with tremendous stores of natural 

wealth, has been able to approach high individual economic productivity. Countries such 

as Japan, Taiwan, Singapore, and Finland are examples of high-income countries with 

a strong tradition of quality education and few or very limited natural resources. At the 

other extreme are countries such as Nigeria, Venezuela, Saudi Arabia, and Indonesia, 

which possess abundant natural resources but fail to provide adequate education for 

their citizens. As a result, these countries with abundant natural resources are too slow 

in improving the incomes and well-being of their citizens.

Education Expenditures Benefit Individuals and Society

It is clear that the returns on education expenditures are shared by the individual student 

as private benefits and by society at large as public benefits. The amount that society 

and the individual benefit from education varies with the amount of education. Early 

elementary education—basic reading, writing, and math skills—aids society enormously. 

Through elementary education, society acquires voters who are better informed, patients 

who are better able to take advantage of health services, and individuals who more read-

ily communicate. With regard to students, they acquire very few skills through early 

elementary education that will differentiate them in the marketplace. Instead, those mar-

ketable skills are acquired later, in secondary and higher education. As such, the returns 

to education start out favoring social returns, but in college and graduate and professional 

schools, the individual benefits by acquiring marketable skills and captures the larger 

share of the returns from education.
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It is true that many of the benefits of education cannot be measured with standard 

economic tools. For example, an individual gains social mobility, higher status, more 

appreciation for arts and culture, and the ability to participate more fully in the democratic 

process. In addition, benefits accrue to the individual’s family, neighborhood, business, 

society, and culture that cannot be measured in dollars and cents. Children of college 

graduates are more likely to attend college and be successful in college, creating a family 

education cycle. The whole of society benefits from scientific inventions and medical dis-

coveries. Business organizations benefit from more highly skilled and motivated workers.

Generally, the more education people attain, the more income they will have. As 

income rises, so do property and income taxes. Therefore, more resources become avail-

able for government-provided goods and services such as education. As income increases, 

more services can be provided even without increasing the tax burden on individuals.

Education expenditures, particularly those for teacher and administrative salaries 

(75 to 80 percent of current expenditures), quickly find their way back into the private 

economy through normal flow in the economic system. Thus, the withdrawal from the 

private sector in the form of taxes paid, their passage into and through the public sector 

via the payroll, and their return to the sector of their beginnings usually forms a cycle 

that is operative in such a short period of time that the original withdrawal effect on the 

economy is minimal.

NONECONOMIC BENEFITS OF EDUCATION

The positive economic effects of good education are extremely important. Much is said 

and written about education as an investment in people. Sometimes, however, in an effort 

to show its economic investment characteristics, people may inadvertently overlook the 

public and social benefits—that is, the noneconomic benefits—of education. A repub-

lic must stake its chances for a free democratic society on a viable education  system. 

 Uninformed and illiterate people are not able to govern themselves. Students must under-

stand the philosophical foundation and the rights and responsibilities of the U.S. Constitu-

tion, the framework of government, their role in continuing the nation’s political system, 

and the dangers of anarchy. The foundation of representative government is a population 

of well-informed and responsible citizens with knowledge to cast a rational vote for can-

didates for public office. Those for whom they vote must make decisions about the edu-

cation system, national defense, communication, and international affairs, which makes 

it clear that an educated citizenry is essential in a democratic system of government. As 

Horace Mann pointed out as early as 1848, “Education then, beyond all other devices of 

human origin, is a great equalizer of the conditions of [all]—the balance-wheel of the 

social machinery. . . . [A]nd, if this education should be universal and complete, it would 

do more than all things else to obliterate factitious distinctions in society.”22

Perpetuating our form of government is just one of the many noneconomic benefits 

of education. Another is that schools are a source of civic and moral values. The prin-

ciples of honesty, integrity, morality, compassion, and adherence to rules and laws are still 

taught, both directly and indirectly, in the schools. Although religious instruction is left 
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for churches, other values such as tolerance, rejecting prejudice, and equality are studied 

in school classrooms. Informed and perceptive minds are nurtured in the school setting.

Individuals also learn to appreciate and patronize the arts and participate in govern-

ment, which benefits all members of society. Education preserves a nation’s culture and 

a people’s sense of identity. Only through education can the history and traditions of a 

people be preserved and the standard of living (as measured by quantity of money and 

quality of life) be enhanced.

Education Produces External Benefits

As previously stated, education produces benefits for society beyond (external to) the 

benefits obtained by its recipients. Therefore, it is said that education creates externalities.

Externalities may be either positive or negative. A negative externality is something 

like pollution. For example, individuals value steel and, therefore, companies produce 

it for consumers; however, iron ore and coal must be mined, which scars the landscape 

and creates pollution, and steel is transported to consumers on trains or trucks that emit 

pollution. The consumer of steel does not pay for the pollution generated in the produc-

tion of steel. Rather, society as a whole pays the cost of this pollution.

Education, in contrast, is a good example of a positive externality. The benefits 

that are produced from education are not all captured by the student. That is, a healthier 

society, a more informed electorate, and a more productive labor force are a few of the 

benefits that the student shares with society at large.

This positive externality is used to justify financing education through taxation 

rather than by collecting fees, using rate bills, or charging tuition. All members of  society 

benefit from an education, so all must pay for it. Also, the purchaser of elementary 

 education would not be the student but rather the student’s parents or guardians. One 

cannot always assume that parents and guardians would always take into account the 

best interest of the student or be able to provide for it. Some parents or guardians would 

purchase little or no education if allowed to exercise their individual options. The large 

societal benefit of elementary education is such, however, that society does not permit 

individuals to refrain from purchasing it. Society, through government, sets a minimum 

level of education that every child should acquire.

To ensure that an adequate amount of education is produced and consumed, edu-

cation is supported financially by taxation. Income taxes are based on some measure 

of a person’s ability to pay. Property taxes are based on the value of real estate. Sales 

taxes depend on the level of consumption. These tax systems presume no direct relation 

between the amount of taxes paid and the amount of public goods or services that are 

received by the taxpayer. To a great degree, the systems deny individuals the right of 

choice about the type, amount, or method of educational services they are required to 

assume except through representatives such as school boards, legislators, and congres-

sional representatives.

It is evident that individuals are concerned not only with the amount of educa-

tion they consume but also the extent of education others consume. Standards of living 

are raised and economic growth is enhanced by the externalities that are generated by 
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education. Individuals will reap additional personal benefits when most citizens have 

an adequate education. If only a few people in society obtain adequate education, many 

others in that society will suffer lost income and well-being.

Exclusion or Free Rider Principle

The ability of a consumer to enjoy exclusively a good or service is commonly referred to 

as the exclusion principle. Most goods and services produced by the private market can-

not be consumed simultaneously by others. An apple bought at the grocery store can be 

eaten only once; a barber cannot cut the hair of two heads at the same time. The private 

sector is very adept at producing these types of goods. Such goods and services provide 

benefits only to the consumer and cannot be enjoyed by others.

Other types of goods, called pure public goods by economists, can be enjoyed by 

many people simultaneously. The community police force provides benefits for every 

citizen in the community by reducing crime. Clean air benefits every citizen of the com-

munity. Examples of public goods include defense, police, vaccinations, and the courts. 

A consumer who enjoys a good or service that is paid for and provided to the community 

as a whole, without paying for that service, is known as a free rider.

Education is a public good and allows for free riders. There is a large social benefit 

if the vast majority of individuals acquire adequate education. Individuals may garner 

many of these benefits without spending their income or foregoing income to continue 

schooling. Everyone benefits from education when the results are lower social costs, 

increased wealth, greater income and sales tax revenue, and development of the five ele-

ments that expand the economy: resources, labor, capital, technology, and management. 

It is therefore impossible to assess the costs of education in terms of potential benefits to 

purchasers and at the same time exclude nonpurchasers from similar benefits.

Externalities Justify the Ability Principle

The problem of financing education is different from that of most other goods and ser-

vices. Notably, the recognition of the existence of externalities and free riders over time 

changed the method of financing education from the benefit principle—providing ben-

efits to those who pay—to the ability principle—basing payments on an individual’s 

economic ability but benefits based on need (see Chapter 5). The lessons learned in the 

prepublic school era in this matter should not be forgotten. Unfortunately, some indi-

viduals in every society would not be partakers of education if it were purchasable only 

on a voluntary basis. Instead, these persons must be required by government to obtain it 

in some minimum quantity by compulsory school attendance laws. A second important 

factor is that not only does education benefit individuals but it also pervades society and 

indirectly affects all citizens. These effects lead to higher standards of living and allow 

greater consumption of cultural goods and services.

It is impossible to measure the benefits that come to the person or to society 

from individual purchases of educational services and to assess costs based on benefits 

received. That being true, the most defensible approach is to assume that all individuals 
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in society benefit about the same degree or extent. On that basis, the costs of education 

should be paid by all members of society in terms of their ability to pay (economic 

well-being). Under this ability-to-pay principle, the wealthy pay more for the services of 

government, but their comparative burden (as a percentage of income) is no greater than 

that borne by the less affluent.

COST–QUALITY RELATIONSHIP IN EDUCATION: DOES MONEY 

MATTER?

Economic, political, and educational leaders are concerned with the question of how the 

amount of money spent for education relates to the quality of the educational product. 

Various reform movements have sought more productivity from instructional staff, lower 

administration costs, better utilization of buildings, and other cost-saving remedies, with 

the anticipation that the quality of services would not be affected by these cost-cutting 

efforts. It is difficult to obtain data and other available evidence to characterize all such 

cost–quality relationships.

The difficulty of solving the cost–quality problem in education is increased by 

the fact that the term high quality has not been defined in ways that are measurable and 

acceptable to all concerned. Is high-quality education something that can be measured by 

scores on achievement and other tests? What relation does it have to vocational training 

or to the kinds of attitudes and habits developed by students? Is a student’s score of 95 

on an examination compared with another student’s score of 80 a measure of a difference 

in quality or quantity of education or some other factor? Does extending the school year 

provide for potentially greater quality of education, or is quantity the variable affected 

by this change? These and many other similar questions make the resolution of this 

important problem difficult, if not impossible.

The goals of education have been under almost continuous critical evaluation, 

resulting in frequent restatements. Quality of education should be a measurement of 

the extent to which the recipients of educational offerings have attained established 

goals and outcomes. But therein lies the difficulty: The “goals” of education vary from 

place to place and from time to time; even if they are agreed on, there is no way to 

measure all the changes in human behavior that are the products of formal education. 

Although advances in scholarship and academic achievement can be measured objec-

tively, there have always been other goals of varying importance, for which only the 

crudest methods are available to determine their degree of inculcation in the lives of a 

school’s clientele.

The cost–quality relationship—in reality a matter of the efficiency with which 

schools reach their objectives with the smallest outlay of money—is not unique to edu-

cation, of course. All institutions that are financed with public funds are, to some degree, 

concerned with maintaining maximum efficiency if it can be attained. This must always 

be true with the institutions and agencies of government responsible for wise and defen-

sible expenditures of limited tax dollars. A lack of concern for efficiency tends to destroy 

public confidence in social and governmental institutions.
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Studies show that communities that spend more tend to be more adaptable and 

to utilize improved methods more quickly. In addition, higher-expenditure schools are 

characterized by different behavior patterns than lower-expenditure schools: Skills and 

knowledge are taught more in line with the best understanding of how human beings 

learn; more attention is given to the discovery and development of special aptitudes; and 

more attention is given to the positive unfolding in individual boys and girls of stronger 

patterns of behavior, citizenship, personality, and character.23

The relationship between cost and quality in education has been questioned more 

critically as a result of studies by Coleman and colleagues24 and Jencks and colleagues.25 

The results of these early studies seemed to indicate that costs (as evidenced in such 

things as salaries and facilities) have only a minor effect on achievement of students when 

compared with the much larger effect of their peers and family. The net effect of these 

studies has been to raise doubts and controversy concerning the input–output relationship 

in education and the methods used to examine it. Perhaps Coons, Clune, and Sugarman 

best summarized the debate in the 1960s in the following passage:

There are similar studies suggesting stronger positive consequences from dol-

lar increments, and there are others suggesting only trivial consequences, but 

the basic lesson to be drawn from the experts at this point is the current inad-

equacy of social science to delineate with any clarity the relation between cost 

and quality. We are unwilling to postpone reform while we await the hoped-for 

refinements in methodology which will settle the issue. We regard the fierce 

resistance by rich districts to reform as adequate testimonial to the relevance 

of money. Whatever it is that money may be thought to contribute to the edu-

cation of children, that commodity is something highly prized by those who 

enjoy the greatest measure of it. If money is inadequate to improve education, 

the residents of poor districts should at least have an equal opportunity to be 

disappointed by its failure.26

There is a need for members of the public and school personnel alike to recognize 

that a positive relationship exists between cost and quality in education. Coons, Clune, 

and Sugarman stated a practical and reasonable rationale concerning that point of view:

The statutes creating district authority to tax and spend are the legal embodi-

ment of the principle that money is quality in education. The power to raise 

dollars by taxation is the very source of education as far as the state is con-

cerned. By regulating the rates of taxation, typically from a minimum to a 

maximum, the state is in effect stating that dollars count (at least within this 

range) and that the district has some freedom to choose better or worse edu-

cation. If dollars are not assumed to buy education, whence the justification 

for the tax?27

It is apparent that definitive statistical evidence linking spending and student out-

comes is difficult to measure because of the many different variables that influence 
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student achievement. Money is only one element; one must also consider the character-

istics of a family, the effectiveness of the school, the expertise of the teacher, the native 

intelligence and hard work of the child, and the multiple talents of diverse human beings. 

Although Hanushek has stated that there is no strong or systematic relationship between 

school expenditures and student performance,28 improvements in measurement over time 

have resulted in research that, according to Hedges, Laine, and Greenwald, has found 

that relying on the data most often used yields the following conclusion: “We find that 

money does matter after all.”29

Verstegen and King, reviewing 35 years of research following Coleman, wrote that 

“a large and growing body of research—that has taken advantage of improvements in 

technology, better databases and advances in methodologies and measurements—pro-

vides further evidence that school inputs can and do make a difference in education and 

are positively associated with both enhanced student achievement and labor market earn-

ings.”30 They find : “There are clear relationships between funding and achievement.”31 

Their basis for these conclusions was the work of several investigators who used different 

research technologies, databases, and methodology to study cost–quality relationships in 

education. These researchers found:

• Teacher quality relates positively to student performance (Darling-Hammond).

• Significant relationships exist between school resources and student outcomes 

(Ferguson).

• Significant relationships exist between schooling inputs and students’ success (Coo-

per and associates).

• A teacher’s education is linked to positive student outcomes (Monk).

• Smaller class sizes in the early grades are associated with higher student outcomes 

(Finn and Achilles).

• School funding accounts for one-third of the variation in proficiency test scores but 

money matters most for children and youths in poverty (Verstegen).

• The proportion of teachers with master’s degrees and class sizes affect student 

learning (as measured by ACT scores); because these variables cost money, this 

relationship suggests that money matters (Ferguson and Ladd).

• The more money schools spend, the higher the achievement of their students (Baker).

• Significant relationships exist between spending on education and labor market 

outcomes (Card and Krueger; they used earnings as the outcome measures rather 

than test scores).32

Even though profound improvements have been made in recent research techniques 

and data availability, and new approaches are being used to address the cost–quality 

relationship in education, studies are still two-edged. Picus concluded, “There is still 

a great deal of debate as to whether or not money makes a difference in education. . . . 

Everyone agrees that high spending provides better opportunities for learning and seem-

ingly higher student achievement, [but] statistical conformation . . . has been hard to 

develop.”33 Other variables that affect student outcomes exist as well. A 15-year analysis 

of studies done by the National Institute of Education noted that the place called school 
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makes a difference if it has instructional leadership from the principal, a safe and secure 

environment, high expectations of students, a good monitoring system, and commit-

ment to basic skills instruction. Leadership, money, teacher attributes, pedagogy, climate, 

research  methodology—all are important when attempting to unravel the variables in 

scientific research as it relates to cost–quality relationships. Still, new research is begin-

ning to distill the results of funding in education and student achievement, and the results 

are positive.

These earlier results have been confirmed and extended by Knoeppel, Verstegen, 

and Rinehart. According to these authors, “Resource inputs are powerful predictors of 

multiple student outcomes.” Their new analytical methodology (canonical correlation) 

“has helped confirm the results of previous research studies linking inputs to schooling 

with measures of student achievement and other important outputs of schools: perfor-

mance on standardized exams, graduation rates, participation in higher education, and 

citizenship” (voting).34

Two additional recent studies, which also use a fresh statistical approach for exam-

ining the cost–quality relationship in education, agree. These studies found that “it turns 

out spending more probably does improve education.” 35 The first concluded unequivo-

cally that money really does matter in education. Researchers Julien LaFortune, Jesse 

Rothstein, and Diane Whitmore examined student achievement in National Assessment 

of Educational Progress (NAEP) test scores in states that changed their funding system 

after 1990 in response to a lawsuit, and compared them to those that did not. The year 

1990 was selected because it was a turning point in education finance litigation, given the 

focus on whether states provided enough money for education (that is, whether funding 

was adequate), rather than a singular concern over on whether funding was equitable. 

The study, published by the National Bureau of Economic Research, found that over time 

“states that send more money to their lowest income school districts see more academic 

improvement in those districts than states that don’t.”36 The results were significant 

and consistent. The second study examined funding and long-term outcomes, such as 

students’ adult earnings and the length of time they stayed in school, in school districts 

with and without court-ordered funding changes. Findings were dramatic. Researchers C. 

Kirabo Jackson, Rucker C. Johnson, and Claudia Persico reported in the 2016 Quarterly 

Journal of Economics that a 10 percent increase in funding per pupil for each year of 

schooling resulted in “wages that were almost 10 percent higher, a drop in the incidence 

of adult poverty and roughly six additional months of schooling.”37

Synthesizing research to date, Bruce Baker, in a 2017 review of available evi-

dence on the question of whether money matters in creating higher student learning 

outcomes, is clear: Money, and what it buys, matters. He concludes: “For decades, some 

politicians and pundits have argued that ‘money does not make a difference’ for school 

outcomes. . . .[but] this viewpoint is contradicted by a large body of evidence from rig-

orous empirical research.”38 According to Linda Darling-Hammond, summarizing the 

research to date, “Clearly, money well spent does make a difference. Equalizing access 

to resources creates the possibility that all students will receive what should be their 

birthright: a genuine opportunity to learn.”39
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Summary

Economists regard education as an investment 

in human capital. Resource allocations to edu-

cation are a responsibility of government at all 

levels—federal, state, and local. The scope of 

services provided is determined by the value of 

those services as compared to the value of other 

services at the same cost. Funding the costs of 

education is a serious challenge for Americans 

in the twenty-first century. Education requires 

additional resources to accommodate population 

growth and the continual increase in spending per 

pupil. Funding is problematic because it is diffi-

cult to prove definitively that gains in output are 

commensurate with increases in financial inputs 

and because not all benefits of education can be 

directly measured. It is problematic even to define 

education outputs.

Economists and politicians from a broad 

ideological spectrum value education. Not only 

does the individual benefit from an investment in 

an organization (individual benefit) but society as 

a whole also benefits when goods and services 

are produced for all (public benefits). When seek-

ing financial support for schools, educators need 

insight to understand various philosophies related 

to allocation.

Education is recognized as an important 

stimulator of economic growth. In the United 

States, its sponsorship and financing are public-

sector responsibilities. Its services should be 

provided equitably. Although expenditures for 

education continue to increase annually, the bur-

den is eased by the fact that most school costs 

involve money, particularly in salaries, that is 

returned quickly to the private sector. In other 

words, this money is not removed from the 

marketplace.

Education provides many benefits to both 

individuals and the public—economic, social, 

and political. Because it provides external ben-

efits beyond those provided to its consumers, it 

must be financed by those persons with the ability 

to pay rather than based on the benefits received. 

The relationship between cost and quality in edu-

cation is strong, but there is a difference of opin-

ion among researchers about how best to define 

and measure educational quality. Recent research 

finds that money matters.

Assignment Projects

1. Discuss the following key concepts: human capital, 

virtuous circle, taxation, equity, opportunity costs, 

diminishing marginal utility, value added, external-

ity, free rider, benefit principle, private benefits, 

public benefits, and cost–quality relationship.

2. Prepare a paper to be presented to a state legis-

lature to aid it in determining the extent of state 

resources that should be allocated to public educa-

tion in comparison with the resources allocated to 

other services of state government.

3. Prepare a feature article for a local newspaper in 

support of an upcoming school election, arguing 

for an increase in the local taxes for education. Dis-

cuss education as an investment in—not a drain 

on—the local economy.

4. Choose a prominent economist and study his or her 

economic theories. Relate those theories to educa-

tion and the role of government in education.
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The delivery of a system of public education is a large enterprise; states are tasked with 

the provision of an adequate educational system so that all children can be afforded the 

equality of educational opportunity.1 The costs associated with an adequate system of 

public education are variable and can be impacted by the number of children to be edu-

cated, the needs of the children who attend public schools, and the outcome goals enu-

merated in state educational policy and law. Scholars, lawmakers, and practitioners have 

the difficult task of balancing cost estimates and allocating sufficient resources to meet 

the demand for education with taxpayers bearing the costs associated with the provision 

of a system of public education. Taxpayer support for public schools is critical to provide 

adequate funding for education.

ADEQUACY AND THE FACTORS IMPACTING IT

The development and refinement of state systems of public education can be guided and 

informed by reliable analyses that estimate the cost of an adequate education.2 Moreover, 

a growing body of literature exists to support the conclusion that school finance reform 

can have a positive effect on student outcomes, both in raising overall achievement and 

2 THE NEED FOR ADEQUATE FUNDS

Learning Outcomes

When you have finished this chapter, you should be able to:

• Understand the concepts of adequacy and equality of educational opportunity.

• Explain the factors that impact adequacy.

• Outline the methods to calculate adequacy.

• Discuss the demographic changes in schools and the challenges these changes pose to the 

provision of an adequate system of education.

• Describe the variation in spending for schooling across the states.

A central problem for education finance is that there are long lags before most of 

the impacts occur, sometimes very long lags. But in the end education determines 

the future.

—Walter W. McMahon
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in reducing gaps in student outcomes. The definition of adequacy has been an iterative 

process. Current thinking is that state finance systems should be designed to provide all 

children, regardless of where they live and attend school, with an equal opportunity to 

achieve some defined level of outcome.3

Many factors impact adequacy. Chief among these factors is the establishment of 

outcome standards, or the adequacy target. Scholars have argued that connecting state 

aid formulae to outcome goals is a critical step toward understanding how much money is 

required to adequately fund education. State funding formulae must include key features 

that ensure the sufficiency and equity of the system. For example, scholars suggest that 

an adequacy study should be conducted at regular intervals in order to determine fund-

ing levels; states should adjust basic state aid by student need factors such as poverty, 

limited English proficiency, and disability status; state aid should be adjusted based on 

the ability of the school district to raise revenues locally and for regional cost differ-

ences; states should adopt two-year budgets to help school districts to predict revenues; 

and hold-harmless provisions should be included to protect school districts against loss.4

EDUCATION DESERVES HIGH PRIORITY

Unfortunately, not all citizens of this country have given education the high priority it 

deserves and requires if schools are to accomplish their objectives. Formal education has 

made a large contribution to the social, political, and economic achievement of the United 

States. Attention has waxed and waned. Most recently, the nation’s attention turned to 

educational improvement with the publication of the landmark report A Nation at Risk, 

which warned of a “rising tide of mediocrity that threatens our very future.” The report 

stated, “We recommend that citizens across the nation hold educators and elected officials 

responsible for providing the leadership necessary to achieve these reforms and that citi-

zens provide the support and stability required to bring about the reforms we propose.”5

At different milestone years since the publication of this report, policy analysts and 

scholars have published updates on efforts to improve educational outcomes for chil-

dren. For example, twenty-five years following the release of A Nation at Risk, the U.S. 

Department of Education published their report, A Nation Accountable.6 This publica-

tion reported improved implementation of high school graduation standards and access 

to courses in core content areas such as English, Math, Science, Social Studies, and 

Foreign Language; stagnant scores on normed referenced tests for high school students; 

slight improvements on normed referenced tests for children in elementary and middle 

schools; the adoption of increasingly rigorous content standards in all of the states; and 

better systems of capturing data to draw conclusions about educational improvement. 

However, the report cautioned that much work is still needed. It pointed out:

• If we were “at risk” in 1983, we are at even greater risk now. The rising 

demands of our global economy, together with demographic shifts, require 

that we educate more students to higher levels than ever before. Yet, our edu-

cation system is not keeping pace with these growing demands.

[ . . . ]
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• We simply cannot  .  .  . stick our heads in the sand while grave problems 

threaten our education system, our civic society, and our economic pros-

perity. We must consider structural reforms that go well beyond current 

efforts, as today’s students require a better education than ever before to be 

successful.7

Building on this idea, the American Institutes for Research8 and others9 published 

summary reports on progress made thirty years after the publication of A Nation at Risk. 

One positive finding from these reports is that high school students are taking more rig-

orous courses: 88 percent of students completed a course in geometry, while 70 percent 

completed a course in chemistry. In addition, the high school graduation rate improved 

from 74 to 78 percent nationally. These reports found that National Assessment of Edu-

cational Progress (NAEP) scores had not improved significantly since the 1980s. Large 

gains were made in NAEP scores for Black and Hispanic students, but opportunity gaps 

remained large between subgroups and their White counterparts. These gaps are particu-

larly troubling given projections for an increasingly diverse population of students to be 

entering school in the next two decades.

School authorities continue to request the necessary funds to operate and maintain 

educational programs. Citizens of the United States need to react positively and give 

education the high priority that it requires. Groups who oppose taxes may hinder the 

progress needed to improve education in the public schools. Although some taxpayer 

relief may be necessary and overdue, the field of education in particular stands to lose 

much—and the nation stands to lose more—if tax revolts have a harmful effect on the 

future of the public school system.

THE PUBLIC WANTS GOOD SCHOOLS

Recent polling10 on public opinion about public education reveals that Americans want 

schools to prepare children academically, but they also want schools to focus on career 

preparation and to develop students’ interpersonal skills. According to survey results, less 

than half the respondents believed that academic preparation should be the only goal of 

public schools. Results showed that 82 percent believed that students should be enrolled 

in job or career skills classes, even if that meant students would spend less time in an 

academic core subject, while 86 percent expressed the opinion that their local schools 

should offer a certificate or licensing program that would qualify students for employ-

ment. Soft skills were also seen as an important aspect of schooling. Of survey respon-

dents, 82 percent believed that it was highly important for schools to teach interpersonal 

skills such as being cooperative, showing respect, and problem solving. The public saw 

the inclusion of career preparation and the development of soft skills as complimentary to 

academic preparation. According to the survey results, 76 percent of Americans believed 

that advanced coursework is a strong indicator of school quality. The public favored a 

balanced approach to education, with 70 percent supporting the inclusion of extracur-

ricular activities and 71 percent believing that art and music classes were indicators of 

a quality school.
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Merely 42 percent of Americans felt that performance on standardized testing was 

an indicator of school quality. In fact, survey respondents rated every other measure 

of school quality (extracurricular activities, art and music classes, advanced academic 

classes, technology and engineering classes, and interpersonal skills) as more important. 

Interestingly, the public felt that schools should assess students on interpersonal skills 

and that those assessments should be part of a school’s accountability score.

When survey respondents were asked to grade public schools, the results showed 

that not much has changed over the past five decades. Consistent with previous results, 

the public tends to rate schools in their communities higher than the nation’s public 

schools. Of survey respondents, 49 percent rated their local school as an A or B, which 

is the highest grade since 1999. This number grew to 62 percent when limiting responses 

to parents who had children enrolled in the public schools. When grading the nation’s 

schools, only 24 percent rated schools as an A or B. The lowest ratings were found in the 

most densely populated cities.

Finally, and most importantly for the purposes of this text, Americans expressed the 

opinion that raising adequate funds was the biggest challenge facing local schools. This 

ranking has persisted for more than a decade. While the percentage naming finances as 

the largest problem is down slightly from the economic downturn of 2008, the finding 

has implications for policymakers and educators who are concerned with the provision 

of an adequate system of schooling for all children and youths.

THE INCREASING COSTS OF EDUCATION

Education is most meaningful when it is fashioned in terms of goals or objectives, 

whether they are implied or formally stated in the literature. Education without purpose 

or philosophical commitment would have little value and would stimulate little, if any, 

support or dedication. The purposes of education have much to do with the cost of the 

program that is established and operated to achieve those objectives. To compare the 

problems of financing a three R’s curriculum with those of financing a program con-

structed to achieve ambitious learning goals of present-day education is a futile exercise, 

guaranteed to result in frustration. As the schools reach out to supply new curricula and 

provide new methods of attaining increasingly complex and comprehensive goals for 

their clientele, the costs multiply, and taxpayers are forced to reach into their treasuries 

to pay the bills.

The revenues made available for financing public elementary, secondary, and post-

secondary institutions from local, state, and federal sources have increased dramatically, 

as have the responsibilities, the number of students to be served, and the costs of opera-

tion. Education problems do not belong to educators alone, of course; institutions and 

the family must share in the process of preparing children for the future. When deciding 

how much should be spent for education, educators and legislators must agree on what 

the schools are expected to do. As the goals and objectives of education become more 

inclusive and more difficult to achieve, the taxpayers must face the stark fact that costs 

will likewise increase.
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Goals Have Increased

The persistent but irregular march of change and innovation in the public schools is 

shown by the many successive changes in the goals and objectives of education. Such 

redefinitions have usually come after serious study, based on changing needs. Not all 

resultant statements have made an indelible imprint on education in the United States, but 

a few have. Prior to the adoption of standards-based education reform policies, statements 

of the objectives of education were limited, easy to achieve, and correspondingly inex-

pensive. Over the course of the last four decades, goals of the schools became more com-

prehensive and costly as the schools improved and public confidence in them increased. 

As noted earlier in the chapter, an important change in education after the publication of 

A Nation at Risk was the adoption of more rigorous content standards. As of the printing 

of this text, 42 states, the District of Columbia, 4 U.S. territories, and the Department of 

Defense schools have adopted the Common Core State Standards. The Common Core 

State Standards have been described as college- and career-ready standards for children 

in kindergarten through twelfth grade in English/language arts, literacy, and mathematics. 

The standards were designed by educational leaders in each of the states with the goal 

that all students graduating from high school would be prepared to take introductory 

credit-bearing courses at institutions of higher education or enter the workforce.11

Just as the costs of education have increased almost exponentially, so have the 

demands placed on schools. Each level of government, each important social organiza-

tion, and almost every individual continues to increase the expectations with which the 

school is confronted and on which its achievements are evaluated. Citizens of the United 

States continue to make large investments in the educational enterprise in spite of its 

alleged inadequacy in many states and school districts. The reasons for these peren-

nial increases are often beyond the power of school boards or administrators to change. 

However justified these cost increases become when viewed in proper perspective and in 

comparison with the alternatives, they tend to irritate the overburdened taxpayer, whose 

resistance often becomes a cumulative matter and often one of deep personal concern.

SPENDING ON EDUCATION AND THE SIZE OF THE ENTERPRISE

Data from the National Education Association, published in 2017, indicated that the 

total expenditures for public and private education from prekindergarten through gradu-

ate school totaled more than $1.25 trillion.12 The average spending per student in public 

schools at the K–12 levels was $11,984, ranging from a high of $24,421 in Vermont to a 

low of $6,515 in Idaho. (See Table 2.1).

Other data from the Digest of Education Statistics indicate that some 55.6 million 

students were enrolled in K–12 programs in more than 98,000 public school facilities. 

Approximately 3.6 million teachers were employed in the system; projections indicate 

that 3.8 million teachers will be needed by the year 2025. Perhaps the greatest change in 

school staffing can be seen in professional administrative and support staff at educational 

institutions, who added another 4.1 million positions to the total number of education 

employees. The large increase in this category of employees over time can be seen in the 
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TABLE 2.1  Current Expenditures for Public K–12 Schools per Student  

in Fall Enrollment, 2017 (Revised) (in dollars)13

United States 11,984

  1. Vermont $24,421

  2. New York 22,659

  3. Alaska 21,261

  4. Connecticut 20,861

  5. District of Columbia 20,640

  6. New Jersey 20,556

  7. Massachusetts 18,072

  8. Wyoming 17,052

  9. Rhode Island 16,401

10. New Hampshire 16,200

11. Michigan 15,981

12. Pennsylvania 15,139

13. Maryland 14,768

14. Delaware 14,462

15. Illinois 13,875

16. Minnesota 12,522

17. Kentucky 12,257

18. Oregon 12,161

19. West Virginia 12,127

20. Hawaii 11,964

21. California 11,743

22. Wisconsin 11,533

23. Louisiana 11,495

24. Montana 11,195

25. Colorado 11,169

26. Virginia 11,141

27. South Carolina 11,039

28. Iowa 10,891

29. Missouri 10,828

30. New Mexico 10,785

31. Nebraska 10,367

32. Ohio 10,333

33. Kansas 10,240

34. Washington 10,119

35. Arkansas 9,749

36. Texas 9,336

37. Florida 9,277

38. Alabama 9,255

39. Tennessee 9,148

40. Georgia 9,013
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addition of instructional coaches.14 The number of teachers and support staff in education 

plus the number of students in prekindergarten through graduate school indicates that 

the primary activity of about one in every four persons in the United States is involved 

in an education endeavor.

Between 1990 and 2014, elementary enrollment in prekindergarten through grade 8 

increased by 14 percent. A large percentage of this growth was attributed to the increase 

in prekindergarten programs organized in districts throughout the nation. There was an 

increase of 30 percent in secondary enrollment in the 1990–2014 period. Overall, public 

school enrollment rose 19 percent between 1990 and 2014.

Enrollment in public schools is projected to reach 56.8 million by 2026, a 2 percent 

increase from the number of students enrolled in 2014. New records of total enrollment are 

expected every year through 2026.15 The greatest school population increase will occur in 

the West, where enrollment is predicted to increase by 12 percent. Enrollment in the South 

will increase 9 percent, whereas the Midwest will show only a slight increase of 1 percent in 

school enrollment; similarly, the Northeast is projected to have a growth rate of 1 percent.16

These growth rates are very significant, as they have a great impact on school finance. 

Consider the number of new schools that will need to be constructed, the number of teachers 

and support staff who will be needed to staff them, the decisions to be made related to 

demographic changes associated with a shifting population, and the challenges inherent in 

meeting the needs of an increasingly diverse clientele. Basically the increases in spending 

are related to four factors: (1) changing enrollments and diversity of students, (2) additional 

programs and services provided, (3) changing rates of inflation, and (4) inequities in the 

quantity and quality of services provided in the country’s thousands of school districts.

In 1946, the baby boom began as families were reunited after World War II. The rise 

in the number of births continued for 18 years, until 1964. Today, those children (now 

41. South Dakota 8.961

42. Maine 8,956

43. North Carolina 8,940

44. Mississippi 8,361

45. Nevada 8,165

46. Oklahoma 8,164

47. North Dakota 8,077

48. Arizona 7,501

49. Indiana 7,267

50. Utah 6,906

51. Idaho 6,515

Median 11,141

Range 17,906

SDev 4,178

CV .34
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mature adults) range in age from 54 to 72 years old. It is estimated that 80 million baby 

boomers will exit the workforce during this and the next decade.

The 1960s created a new track for household change, with fewer children being 

born—creating the “baby bust.” In the 1970s, women joined the labor force in heretofore-

untold numbers, divorce rates increased rapidly, marriage rates declined, and married 

couples postponed childbearing, thereby continuing the baby bust. The 1980s were a time 

characterized by an influx of immigrants from Asia and Latin America; the poor and the 

wealthy grew in number, while the middle class shrank.

In the 1990s, divorce rates declined and a “baby boomlet” (sometimes referred 

to as an “echo baby boom”) occurred. The number of children ages 5 to 14 increased 

17 percent between 1990 and 2000. Commensurate with the increase in births, school 

enrollment began to rise in the fall of 1985 and reached record levels in the 1990s, with 

the growth in student enrollment leveling out in 2006.

In 2002, the birth rate in the United States fell to a record low since national data 

have been available. In 2007, there were more births than any other year in American his-

tory. “The increase reflected a slight rise in childbearing by women of all ages including 

those in their 30s and 40s, and a record share of births to unmarried women.”17 Births 

decreased by 2 percent in 2009, with some indication that the drop was consistent with 

previous periods of bad economic conditions. In 2012, there were 3,952,841 births in 

the United States—slightly fewer than recorded in 2011. “Births declined 1% for non-

Hispanic white and Hispanic women and were essentially unchanged for non-Hispanic 

black women from 2011 to 2012.”18 These factors led to a period of time that the National 

Center for Education Statistics has characterized as a period of slight declines or stable 

enrollment in public schools.19

The United States underwent significant changes during the 2000–2010 decade. 

Information from the U.S. Census Bureau paints a picture of an interesting new social 

structure in our country. The fluctuating employment figures embarked on a steep decline 

beginning in 2008 and continuing through 2010. More professional, high-salaried persons 

were out of work, and a greater number of men were unemployed than women during 

this period. The size of the unemployed or underemployed population—those persons 

unable to find full-time work or working part-time or not at all—grew to reach 17 percent 

of the total U.S. population.20

Data show that in the latter part of the decade (2007–2010) businesses were strug-

gling, the real estate market was flat, and tax revenues were slipping. School districts 

needed to consider ways to trim budgets, including such drastic measures as cutting the 

number of school days in the year and reducing the number of teaching/staff positions. 

The federal government provided revenues to save large banks and bail out a failing auto 

industry. States had difficulty managing their budgets, and schools received incentive 

grants of various types in an effort to save teachers’ jobs and to stimulate the economy.

The decade beginning in 2010 has been characterized as the “decade of the city.”21 

This decade saw growth in cities outpacing suburban population growth. All cities out-

grew their respective surrounding suburbs, which is contrary to a longstanding pattern of 

population migration to the suburbs. The largest population growth was seen in cities with 


