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Abstract - Education expenditures are one of the largest spending
areas for state and local governments, and per—pupil expenditures
have been growing over time. We examine trends in state aid for
education and overall education spending and decompose the
existing drivers behind growing state costs. We then explore how
predicted future demographic trends will affect education spending
levels, as the percent of the population that is of school age falls. We
conclude that there will continue to be a large state role in education
funding, but demographic changes may lead to reduced political
support for schools in the future.

INTRODUCTION

Since the 1983 report A Nation at Risk, states have increased
their focus on almost all aspects of education. For example,
states on their own or in response to federal mandates devel-
oped new curriculum standards and accountability systems.
Many states have increased state aid to reduce the disparity
across school districts in per—pupil spending. And finally,
many states mandated class-size limits. Not surprisingly,
this focus has put upward pressure on education spending.
While elementary and secondary education expenditures on
a per—pupil basis have been growing over time, education
expenditures have been relatively stable as a percentage of
state budgets (about 22 percent) over the last 20 years.! This
relative stability is due in part to the fact that expenditures
for other state responsibilities have been growing both in
overall levels and as a share of state budgets. The most
notable of the growing non—education expenditures are state
Medicaid expenditures, which have grown from $56.6
billion in 1985 to $267 billion in 2005 and have surpassed
education as the largest state spending item. These trends
will likely continue as the baby-boom population ages
and is expected to live longer, putting upward pressure on
Medicaid spending and crowding out other priorities, includ-
ing education.

Changes in demographic trends across population-age
cohorts could have important implications for the need for

' Comparisons of state budget items are from the National Association of
State Budget Officers (NASBO) State Expenditure Reports, annual surveys
of state budget items (1987 and 2006).
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education spending and the political
support for education. As a share of the
population, the elderly are expected to
grow relative to the share of school-aged
children and working adults. Public
support for education spending is lower
among the elderly, who receive less direct
benefits from education than other age
groups. States’ ability to allocate funds to
education may be constrained by pressure
from other programs with greater political
support. While the percentage of the pop-
ulation that is of school age is forecasted to
fall nationwide and in all states, the num-
ber of children is expected to grow in some
states. These states, given trends in declin-
ing class sizes, can be expected to face
pressure to maintain or increase spending.
While in states with declining school-age
populations the need for overall education
spending may fall, nationwide the grow-
ing student population, coupled with an
increased share of disadvantaged and
disabled students, indicates a growing
need for education spending. However,
if demographic changes weaken the
political support for education, it may
become increasingly difficult to pay for
this additional spending.

Will education spending continue to
grow on a per—pupil basis or will it be
crowded out by other state programs? In
this paper we examine current trends in
education spending and whether these
trends are expected to continue, examin-
ing the cost components that have led to
increased per—pupil spending levels. We
present national trends in the growth and
composition of total public K-12 educa-
tion resources and compare this growth
to changes in student and total popula-
tions. We demonstrate how states have
increased their share of education spend-
ing and how this growth in education
spending compares to other state budget
items. We examine the causes behind the
shift to more state financing of educa-

tion and how states allocated the rising
expenditures across different spending
categories. We then look forward, first
describing the predicted changes in the
age and racial profile of the U.S. and then
examining how we expect existing spend-
ing trends and future demographics to
interact and affect education spending.
We think existing spending trends will
continue, putting pressure on states to
increase per—pupil spending, but political
considerations prompted by demographic
changes, especially reduced support for
schools as the population ages, might
mitigate this effect.

EDUCATION RESOURCES AND
POPULATION TRENDS

Figure 1 presents real per—pupil rev-
enues for K-12 education from the 1971
through the 2004 school years.? The top
line of the graph represents total revenues
from all sources. Real revenues per stu-
dent more than doubled over the period,
from just over $4,200 in 1971 to just over
$9,000 in 2004 (in 2003 dollars). During the
same time period, real education revenues
per capita increased less dramatically by
54 percent, reflecting smaller growth rates
in enrollments as compared to the overall
population.

Table 1 decomposes whether the
increases in per—pupil spending are
coming from increasing revenues for
education or a declining number of stu-
dents by examining levels of spending
at five—year intervals between the 1971
and 2001 school years and for the 2004
school year. Real total revenues grew 2.8
percent per year in the early 1970s, but
fell in the late 1970s by about one percent
per year before increasing continually
since the 1980s. This decline in real rev-
enues during the 1970s is largely due to
the increased level of inflation. Enroll-
ment in public schools fell in the 1970s

2 The school year refers to the year of the spring term. Thus, 1972 refers to the 1971-72 school year.
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Figure 1.
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and mid-1980s before increasing again
over the last 25 years. While spending per
pupil increased, it is important to recog-
nize that the percentage of the school-age
population was falling, while the working
age population was increasing. Thus, the
burden of spending more per student was
borne by a growing working age popula-
tion. Real revenues have grown strongly
since the 1980s, outpacing both popula-
tion and enrollment changes.

While student populations were fall-
ing in the first half of this period, Table
1 illustrates that the number of teachers
grew by an average of 1.1 percent between
1971 and 2004, with only a slight decline
between the 1976 and 1977 school years.
Consequently, student-teacher ratios
were falling for most of this period and
can partly explain spending per—pupil
growth. We further discuss the relation-
ship between spending increases and
teachers in the fourth section.

Figure 1 and Table 1 also demonstrate
that the sources of resources changed sub-
stantially over the last three decades. The
figure reports the cumulative revenues
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from federal, state, and local govern-
ments. Although local funding increased
throughout this period, revenues from
state sources rose more quickly between
1972 and 1987 and, as a consequence, the
states’ share of total resources increased
from 38 percent in 1972 to 49 percent in
1987. Revenues from the states then grew
slowly from 1987 to 1992. By 1992, local
governments contributed only 47 percent
of all public education resources, down
from 53 percent in 1972. More recently,
as Dye and Reschovsky (2007) point
out, this pattern has tempered. After the
2001 recession, state spending grew at a
slower rate and the state share of spend-
ing actually decreased slightly between
the 2003 and 2004 school years. Local
revenues, while still a smaller share than
state revenues, have grown steadily since
2001. We believe this shift back towards
local revenues is a temporary phenom-
enon, reflecting the strength of property
values (and property taxes) during the
last recession, rather than a shift away
from long—term trends. In 2004, the state
share of education revenues was 47 per-
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cent, while the local share was 44 percent
and the federal share was nine percent.
The federal government played a small
and shrinking role in education finance
between 1972 and 1992, but in the last
decade federal participation has increased
with the passage of No Child Left Behind,
growing from seven to nine percent of
total education revenues between 2001
and 2004.

The growth in the state share of educa-
tion spending arises either at the expense
of other responsibilities of state govern-
ments or through the growth in state
revenues. As we noted in the introduction,
spending on elementary and secondary
education has been relatively stable as
a percentage of state budgets (about 22
percent) over the last 20 years (NASBO,
1987-2006). Thus, state budgets have
been growing over this period, with total
real state revenues increasing from 513
billion dollars in 1985 to 1,166 billion dol-
lars in 2005 (NASBO, 1987-2006). Other
spending areas, most notably Medicaid,
have been increasing their shares of state
budgets.

Total state and local spending has
also increased. In Table 2, we examine
the share of state and local budgets
going to education expenditures and
other spending areas, using data from
the Census of Governments.>* When we
include local budgets, we find that state
and local spending on K-12 education
as a share of total spending fell from 28
percent in 1972 to 24 percent in 1985, but
has remained relatively stable since then.
In contrast, public welfare (the category
that includes most Medicaid expenses)
was relatively stable at 12.5 percent of
spending from 1972 to 1985, but has been

increasing since and currently makes up
17.6 percent of state and local expendi-
tures.* Thus, spending on education has
maintained a relatively constant share of
state, and state and local, budgets over the
last 25 years. This has largely been due to
overall growth in state and local spending.
However, it is important to note that other
budget items, most notably Medicaid,
have been growing more quickly and are
making up an increasing share of state
(and state and local) budgets.

THE GROWING STATE ROLE IN
FUNDING SCHOOLS

There are several reasons why the
responsibility for education finance has
shifted to the states. One of the more
important ones is court cases arguing
for equalization of school finances. For
example, looking at state school finance
court cases since the landmark Serrano
decision in 1972 that equalized school
spending in California, Corcoran, Evans,
Godwin, Murray, and Schwab (2005) find
that school finance reforms mandated by
state supreme courts have increased the
state share of total education spending,
while local shares decreased or remained
the same. They find that most states lev-
eled up, thatis, increased overall spending
per pupil, by an average of 14 percent in
the six years following a supreme court
ruling on the constitutionality of a state’s
school finance system.

Decisions in the early cases were largely
based on equity arguments that relied
on evidence of disparities in tax bases
across districts in the state. The remedies
were largely aimed at correcting these
disparities. More recent cases typically

* Note that numbers in Tables 1and 2 are slightly different due to differences in accounting methodologies used
between the Census of Governments and National Center for Education Statistics.

* The Census of Governments does not separate out Medicaid spending as a category. Most Medicaid spend-
ing is part of public welfare, with the remainder largely appearing in the Hospitals category of payments
for hospital visits. The growth in public welfare spending is largely coming from increases in Medicaid. As
Marton and Wildasin (2007) and McGuire and Merriman (2006) document, standard welfare cash assistance

payments have been falling over this period.
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have taken a very different approach.
The recent cases focus on ensuring that
all students in a state have equal access
to adequate educational opportunities
(Minorini and Sugarman, 1999). The
argument in these cases is that at least
some districts do not provide students
with an adequate education and that it is
the state’s responsibility to see that they
receive the funding to allow them to do
so. In contrast to the earlier equity-based
cases, the remedy might require some dis-
tricts to spend more (perhaps significantly
more) than other districts if, for example,
districts have many students from low-
income families and from families where
English is not the first language. Cur-
rent estimates from the Education Trust
(2005) assume that the cost of educating
students from low—income families is 1.2
to 1.4 times the average cost. Thus, the
trend toward addressing adequacy would
suggest larger increases in revenues
for districts and schools serving at-risk
students than was the experience under
equity-based cases.

The influence of the federal government
in education has broadened over time and
has increased the responsibilities for state
governments. The federal government’s
role in education primarily comes through
the reauthorizations of the Elementary
and Secondary Education Act (ESEA) of
1965 and the Individuals with Disabilities
Education Act (IDEA) of 1975. Prior to the
1994 reauthorization, the federal govern-
ment focused on “at-risk” students, about
25 percent of students. States and districts
were able to opt out of the federal program
if they wished. However, the 1994 legis-
lation adopted under President Clinton
affected all public schools in the country,
regardless of whether they receive any
federal aid and regardless of how many
“at-risk” students they have. The 1994
reauthorization required states to imple-
ment curriculum standards and account-
ability systems. Federal mandates were
further expanded after passage of the
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2002 reauthorization, which is commonly
known as No Child Left Behind (NCLB).
To receive federal funds under NCLB,
states now must test all public-school
students in grades three through eight and
each student once in high school; states
must release test scores for every school
and by racial, ethnic, economic, and other
subgroups within each school; and they
must impose sanctions on schools that fail
to make adequate yearly progress for two
consecutive years.

Prior to the recent reauthorizations,
only a few states had such accountability
systems. Thus, under NCLB many states
had to find new resources to establish and
maintain the state’s academic standards,
assessment programs, and accountability
system. States also faced increased teacher
salary and training costs to satisfy the
NCLB requirement that all public schools
have “highly qualified” teachers in core
academic subjects.

Estimates for these costs are not reported
by the federal government or state govern-
ments. A few studies have estimated the
costs of the testing systems needed to
implement NCLB rules. For example,
Hoxby (2002) analyzes the educational
accountability costs of 25 states. Her esti-
mates of these costs range from a low of
$1.79 per pupil (South Carolina) to a high
of $34.02 per pupil (Delaware). Hoxby
asserts that if all states spent as much as
Delaware, the costs of the accountability
system would only amount to less than
one half of one percent of per—pupil costs.
These costs, however, do not reflect the
costs of the remediation for schools with
sanctions or the costs of meeting higher
teacher standards.

More recently, there has been a move-
ment on the part of states to calculate
the costs of implementing new data
systems and the costs of NCLB. In 2004,
12 states, in concert with the Council of
Chief State School Officers, set about to
measure expected costs using a com-
mon framework. In contrast to Hoxby’s
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measures that determine the costs of
implementing an accountability program
from state-level administrative data,
these states” estimates begin by asking
a sample of school district teachers and
administrators what resources (both
time and materials) would be needed
to meet the NCLB requirements. These
activity-based cost estimates are much
larger than those estimated by Hoxby. For
example, the estimate for New Mexico
includes a cost per year of $260 to $385 per
pupil, an order of magnitude larger than
the Hoxby estimate (Palaich, Augenblick,
Silverstein, and Brown, 2005). States stress
that much of the cost of compliance with
NCLB identified by this method is not met
by federal funds.

The federal Individuals with Disabili-
ties Education Act (IDEA) first passed by
Congress in 1975 requires school districts
to develop an individual education
program (IEP) for each student with a
disability and provide those services
specified in the IEP. The costs of the IEP
are shared among the federal, state and
local governments.

Between the 1978 and 2003 school years,
the number of special education students
increased 186 percent, an average annual

rate of growth of 2.4 percent.> Special
education enrollments grew most rapidly
from 1978 to 1982 and from 1992 to 1998.
Compared to enrollments of all students,
special education enrollments grew much
faster; for example, between 1989 and
2003, special education enrollments grew
more than two and half times as fast as
total enrollments (53 percent versus 20
percent).

Data on special education revenues are
not reported annually by the U.S. Depart-
ment of Education. However, under con-
tract for the department, the American
Institute for Research (AIR), Center for
Special Education Finance has compiled
estimates of revenues and expenditures
from surveys of state governments and
other published sources. Table 3 reports
the most recent estimates from these col-
lections (Parrish, forthcoming). As Table
3 shows, total special education spending,
which represents additional spending on
special education students over and above
regular education funds, is rising faster
than regular education spending. Real
(2003 dollars) special education spending
increased 117 percent from 1983 to 1999,
while real general education spending
increased only 69 percent. The faster

TABLE 3
TRENDS IN SPECIAL EDUCATION FUNDING
1983 1988 1994 1999

Special Education (billions 2003%$) 23.6 30.2 37.3 51.0
General Education (billions 2003$) 200.7 247.3 287.8 338.2
Eligible Pupils (thousands) 3,990 4,167 4,896 5,978
Total Enrollment (thousands) 39,223 39,649 43,078 46,143
Special Ed Expenditure Per Pupil (2003$) 5911 7,254 7,622 8,540
Percentage of Students in Special Ed 10.2% 10.5% 11.4% 13.0%
Share of Special Education Revenues (Percentage)

Federal 7 6 6 8

State 56 58 55 47

Local 37 36 39 45

Source: Parrish (forthcoming). The numbers of eligible pupils are taken from Parrish, Harr, Wolman, Anthony,

Merickel, and Esra (2004).

5 Information on costs and spending of special education programs can be difficult to find on an annual basis and
differentiating total costs of educating special education students from the additional costs of educating these
students above regular education costs can be difficult. To ensure consistency in our over—time comparisons,
we limit our attention to Parrish’s time series, which examine the additional costs of educating students with

IEPs.
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growth in special education spending is
dueinlarge part to expanding special edu-
cation enrollments. Much of the increased
costs of special education are falling on
local school districts, although the share of
special education spending coming from
the federal government has increased
slightly from six percent in 1994 to eight
percent in 1999, while the state share has
decreased from 55 percent in 1994 to 47
percent in 1999. Parrish (forthcoming)
suggests that the decline in the state share
is a result of capping special education
funds and, thus, shifting the burden to
local governments.

Parrish finds that the majority of new
special education enrollments came from
students in less severe categories of dis-
ability and this had the effect of increasing
the ratio of special education students to
teachers (shown in Table 4). He also finds
that the ratio of spending per special
education student to spending per regular
education student fell over time, from 2.28
in 1985 to 1.90 in 1999. Thus, spending on
special education is growing faster than
that for general education because of
increased enrollments rather than relative
increases in spending per special educa-
tion student.

The shift toward state responsibility for
financing education (from 39 percent in
1971 to 50 percent in 2001) can largely be
accounted for by court mandates to equal-
ize spending across districts and to new
federal rules and mandates. NCLB has
increased the need for state accountability
and testing systems and has increased
the state role in compliance. Growing
numbers of special education students
have also increased state costs, though a
larger percentage of these costs are borne
by local districts.

DECOMPOSING SPENDING CHANGES

Demographic, institutional and pol-
icy pressures have led to increases in
per—-pupil education spending that have
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often been the responsibility of state
governments. Hanushek and Rivkin’s
1997 analysis into the components of the
growth in spending in the period up to
1990 offers insights on the key drivers of
future education costs. Focusing on the
effects of the “baby bust,” their estimates
suggest that the decline in enrollments
between 1970 and 1990 accounted for
nearly 25 percent of the increase in real
expenditures per student during that
time period. The authors point out that,
despite the declining enrollments, the
number of teachers actually grew in the
post-1970 period. They find that much of
the spending growth was attributable to
increased instructional costs that resulted
from a combination of falling pupil-staff
ratios and rising teacher salaries.

In Table 4, we present selected teacher
characteristics from the 1971 to the
2004 school year. Hanushek and Rivkin
(1997) find that average teacher salaries
increased by 27 percent between 1970 and
1990, largely due to increases in average
number of years of experience and in
the number of teachers with a master’s
degree. Over the last 15 years, however,
teacher salaries have been largely constant
in real terms at about $46,000 per year.
Table 4 also shows that teacher experi-
ence was relatively constant in the 1990s,
though the percentage of teachers with a
master’s degree continued to grow.

Hanushek and Rivkin (1997) find that,
although teacher salaries grew between
1970 and 1990, earnings for female
teachers eroded as compared to other
college-educated women by about ten
percent once changes in education and
experience were controlled for. In con-
trast, relative earnings for male teachers
increased slightly. Most of these changes
took place in the 1970s, with far less ero-
sion of wages in the 1980s. Growth in the
difference in relative salaries for teachers
as compared to other similarly educated
workers has reoccurred in the last decade.
Allegretto, Corcoran, and Mishel (2004)
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examine relative teacher wages using a
number of datasets and find that teachers
earn considerably less than comparable
workers in other fields and that this dif-
ference has grown over time. Examining
data from the Current Population Survey
(Allegretto et al., 2004), the authors find
that, since 1979, teacher wages relative
to those of other workers with similar
education and experience have fallen
by 18.5 percent among women and 9.3
percent among men, though the authors
do find that teachers have better health
and pension benefits. These changes in
relative salaries could be expected to limit
the supply of new teachers going forward,
or require significant increases in teacher
salaries to meet expected demand.

Table 4 also shows that the demand
for teachers has increased steadily and
student-teacher ratios have decreased
since the 1971 school year. Hanushek
and Rivkin (1997) note that the growth
in the special education population and
the increased staff for these students put
upward pressure on total education costs.
In particular, they find that 36 percent of
the decline in overall pupil-teacher ratios
between 1980 and 1990 was caused by
changes in special education programs.
Between 1980 and 1990, student teacher
ratios for special education students fell
from 18.3 to 15.2 (see Table 4). However,
staffing requirements for special educa-
tion are not driving current reductions in
overall student—teacher ratios. Increased
enrollments of special education students
from 1990 to 2000 were offset by expand-
ing special education student-teacher
ratios. As shown in Table 4, special educa-
tion student—teacher ratios increased from
15.2 to 15.6 over the period, while overall

student-teacher ratios decreased from
17.3 in 1990 to 16.1 in 2000.

The increase in teachers employed is
due in part to school districts moving to
smaller class sizes, often at the urging of
states in the aftermath of evaluations of
Tennessee’s class size reduction program
in 1985 (summarized, for example, in
Krueger (2003)). For example, in 1996 Cali-
fornia implemented a class-size reduction
program that offered school districts $650
per pupil in additional funding for classes
in grades K-3 where the student-teacher
ratio was kept to 20 students or less. This
program costs the state about $1.6 billion
per year and has reduced student—teacher
ratios for the given classrooms by about
one-third (Reed, Rueben, and Barbour,
2006).

About one quarter of the increase in
per-pupil spending from 1980 to 2000
is due to the increase in the total teacher
wage bill, with about half of this increase
coming from higher salaries, and half,
due to smaller student-teacher ratios.®
The rising salaries for teachers are not
unexpected given the rising salaries of
college graduates in other sectors of the
economy. It is somewhat surprising that
states increased the intensity with which
teachers were used given that they became
relatively more expensive.

School districts have been slow to adjust
inputs (and, thus, spending) down in
response to declining enrollments.” This
could be due to difficulties of decreasing
teaching staffs and consolidating schools
or due to the costs of per-pupil spending
becoming cheaper on a per—capita basis
as the rest of the population grows. How
do these patterns vary across states, and
is it the changes in the number of students

EN

Hanushek and Rivkin (1997) found that per—pupil spending increases were also related to falling student—other

staff ratios and to additional out-of—classroom expenses. That is, the number of district staff and other school
staff was also increasing relative to the number of students. We find that student-staff ratios are still falling and
expect other non—classroom expenses, most notably state accountability and testing systems to also increase

per-pupil spending levels.

~

Serrano decision.

Ladd (1997) makes this point, as do Silva and Sonstelie (1995), when examining California finances after the
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that seem to affect spending levels? In
the next section, we examine current and
future changes in the composition of the
population, but we first investigate simple
correlations between changes in spending
per pupil and changes in demographics
across states.

We start by examining correlations
across states between changing numbers
and percentages of students, overall popu-
lation, and the elderly between 1985 and
2000. We find a small negative correlation
(-0.11) between changes in real spending
per pupil and changes in the number of
people of school age. We find a stronger
negative correlation (-0.51) between
changes in the percentage of the popula-
tion that is school-aged and changes in
real per—pupil spending, implying that
spending per pupil increases as the num-
ber of students declines. We also find a
negative correlation between changes in
spending per pupil and changes in the
percent of the population that is elderly
(-0.28), but a positive correlation between
spending per pupil and changes in the
percent of the population that is of work-
ing age (0.18).

Additionally, we find positive cor-
relations between changes in the num-
ber and share of the population that is
school-aged and the share of state and
local spending that goes to education (0.26
and 0.21, respectively). This correlation is
stronger (0.29) if we examine changes in
the child dependency ratio—or changes
in the school-age population as compared
to the working age population. There is
a negative relationship (-0.28) between
changes in the share of the budget going
to education and changes in the percent
of the population that is elderly. Thus, it
seems states are willing to spend more
money on children when they make up
a larger share of the population, but this
support erodes as the share of the popula-
tion over 65 grows.

Finally, we examine the relationship
between changes in class size and spend-
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ing per pupil. Not surprisingly, given the
large percentage of education budgets that
goes to teachers, we find a strong negative
correlation (—0.63) between changes in
student-teacher ratios and spending per
pupil. That is, states with larger declines
in student-teacher ratios have higher
increases in per—pupil spending.

We find that much of the increase in
education spending per pupil from 1980
to 2004 can be attributed to increases in
teacher wages and shrinkages in student
teacher ratios. Given wage growth for
other college—educated workers, it is not
surprising that teacher salaries would also
rise. The fact that student-teacher ratios
were also falling means that districts were
relying more on a relatively more expen-
sive resource. This decline in student—
teacher ratios was in part due to explicit
policies (such as the class size reduction
policy in California), but was more gen-
erally due to falling enrollments. We find
that increases in spending per pupil and
declines in student-teacher ratios were
strongest in states with a declining num-
ber of school-age children.

CHANGING DEMOGRAPHIC TRENDS

How do prior demographic changes
compare to expected future changes?
Support for spending per pupil seems
to have declined in the past in places
with larger increases in the percentage
of the population that is elderly. We now
examine projected demographic changes
to see how they can be expected to affect
education spending going forward. Figure
2 shows trends in the U.S. population from
1980 through 2025, using U.S. Census
Bureau estimates. While we are interested
in looking forward, it is appropriate to
examine how future patterns compare
to current demographic patterns and
previous changes in the population. Over
this period, the population is expected
to increase by 54 percent from a little
over 226 million people to just under 350
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Figure 2. U.S. Population, 1980-2025
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million people. Those 65 and older will
account for most of the growth—increas-
ing from 11.3 percent of the population
in 1980 to 18.2 percent in 2025. During
this time period, the percentage of the
population that is 19 or under is expected
to decline from 32 to 26.3 percent and the
school-age population (those aged five
to 19) is expected to decline from 24.8
to 19.6 percent. However, this decline
in the percentage of the population
does not mean that there will be fewer
children in 2025—indeed, there will be 22
percent more school-age children—but
that this increase is slower than the
overall increase in the population. The
working-age population, those individu-
als aged 20 to 64, is also shrinking as a
percent of the overall population and is
relatively constant in absolute numbers,
increasing from 165 million in 2000 to 194
million in 2025. The slow growth in the
working-age population combined with
the growing elderly population means
that the ratio of non-working to work-
ing populations is expected to increase
dramatically.

337

2010
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The change in the absolute and relative
number of children expected in the popu-
lation varies by region and state. Table 5
presents information on regional changes
in the number of school-age children,
the total population and the percentage
of the population that is school-aged.
The number of students in the Northeast
and Midwest declined in the period from
1980 to 2000 and is expected to continue
falling in the future. In contrast, states
in the South had declines in the number
of students until about 1990 and have
since had increased enrollments, while
states in the West have had increasing
numbers of students (as well as overall
population growth) and are expected to
continue to have growth in the number of
school-age children. However, all regions
are expected to face a declining percentage
of their population that is of school age.

The changes in expected growth rates
across states are even more dramatic.
Arizona and Nevada are expected to
have an over—40-percent increase in the
number of five— to 19—year—olds between
2010 and 2025, and Florida and Texas
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TABLE 5
REGIONAL CHANGES IN POPULATION GROWTH RATES

Percent change from 1980 Level Percent change from 2000
Region 1985 1990 2000 2000 2005 2010 2020 2025
A. Total Children 5-19
Northeast -9.8% -16.2% —-6.0% 11,099 -1.3% —4.5% —6.5% -5.7%
Midwest —9.4% -12.4% —4.2% 14,219 —2.6% —4.5% -3.8% -3.1%
South -3.9% -2.6% 13.8% 21,665 2.0% 5.7% 18.4% 24.2%
West -1.1% 11.2% 37.2% 14,315 1.9% 2.8% 13.5% 21.2%
Total —6.0% -5.5% 9.2% 61,297 0.3% 0.8% 7.6% 11.8%
B. Total Population
Northeast 1.2% 3.5% 9.1% 53,594 2.3% 4.1% 6.6% 7.2%
Midwest -0.2% 1.5% 9.4% 64,393 2.5% 4.7% 7.9% 8.8%
South 6.7% 13.7% 33.0% 100,237 6.7% 13.3% 27.3% 34.8%
West 8.7% 23.0% 46.4% 63,198 7.3% 14.2% 29.2% 37.3%
Total 4.1% 10.1% 24.2% 281,422 5.0% 7.3% 19.3% 24.2%
C. Total Children 5-19—Percent of Population

Northeast -10.8% -19.0% -13.8% 20.7% -3.5% -8.3% -12.3% -12.0%
Midwest -9.2% -13.8% -12.4% 22.1% -5.0% —-8.7% -10.8% -10.9%
South —9.9% —14.4% -14.4% 21.6% —4.4% —6.7% —7.0% —7.9%
West -9.0% -9.6% —6.3% 22.7% -5.0% -10.0% -12.1% -11.7%
Total -9.7% -14.2% -12.1% 21.8% —4.5% -8.1% -9.8% -10.0%

Northeast includes Connecticut, Maine, Massachusetts, New Hampshire, New Jersey, New York, Pennsylvania,
Rhode Island, and Vermont. Midwest includes Illinois, Indiana, Iowa, Kansas, Michigan, Minnesota, Missouri,
Nebraska, North Dakota, Ohio, South Dakota, and Wisconsin. South includes Alabama, Arkansas, Delaware, the
District of Columbia, Florida, Georgia, Kentucky, Louisiana, Maryland, Mississippi, North Carolina, Oklahoma,
South Carolina, Tennessee, Texas, Virginia, and West Virginia. West includes Alaska, Arizona, California, Colorado,
Hawaii, Idaho, Montana, Nevada, New Mexico, Oregon, Utah, Washington, and Wyoming.

Source: Bureau of the Census (1995, 2000, 2004).

are projected to have a 30 percent and 28
percent increase in the number of children
aged five to 19. In contrast, the number of
five— to 19-year-olds in West Virginia is
projected to decrease by ten percent and
Wyoming is projected to have five percent
fewer school-age children in 2025 than in
2010. About half of all states are expected
to have growing numbers of students
between 2005 and 2009. Fewer states will
see increases in subsequent years, but by
2016 over 80 percent of states are expected
again to face growing student popula-
tions. Nearly all states face a declining
percentage of their youth (age five-19)
populations until 2013; after this, however,
the percentage of the population that is
school age is expected to grow in over half
of the states, though virtually all states are
still expected to have a lower percentage
of school-age population than in 2000.
These patterns are not dissimilar to
previous changes in the number and

338

percentages of the population that is of
school age that occurred at the end of the
twentieth century. From 1980 to 2000, the
percentage of the population that was
school-aged fell in virtually all states,
while the number of children varied
across different areas. The story is starker
when we examine changes in the elderly
population. Most states are expected to
increase the number of elderly by over
60 percent. Interestingly, the states with
the largest growth rates in the number of
elderly also are the places with increas-
ing numbers of kids. If we examine the
growth rates in the percentage of the
population that is elderly, we find that all
states are expected to have growth rates
of more than 21 percent. Indeed, the aver-
age percentage change in the share of the
population that is over 65 is 51 percent.
We expect the increases in those over 65
to exert a significant effect on education
spending in the future in virtually every



Forum on State Spending Pressures

state. The growing role of the elderly is
especially important when coupled with
the relatively constant number of people
between 20 and 64. The projected national
old-age dependency ratio is expected to
increase from 0.22 in 2010 to 0.33 in 2025.
If we combine the school-age and old-age
ratio we find a total dependency ratio
of 0.68, much higher than in the recent
past. This would imply a smaller share of
people working and providing revenues
for government services.

In addition to differences in the age
makeup of the population, there are
changing trends in the racial and ethnic
composition of the population going for-
ward. Due to differences in migration and
fertility patterns, the country is becoming
more racially diverse, with school-age
populations more non-white than the
overall population. Table 6 compares the
ethnic makeup of the school-age popula-
tion with that of the elderly and overall
population over time. In 1995, the overall
population was 74 percent white, while
the school-age population was 68 percent
white, and the over-65 population was

over 85 percent white. By 2025, the over-
all population is forecast to be 62 percent
white, while the school-age population
is expected to be 53 percent white, and
the elderly population is expected to be
75 percent white. Thus, the difference in
the racial makeup is growing across age
groups. This widening disparity is espe-
cially strong in states that are expected
to have the highest growth in the num-
ber of school-aged children. We find a
strong positive correlation (0.61) between
the projected growth in the number of
school-age children between 2005 and
2025 and the difference in the percentage
of the school age and elderly population
that is non-white.

Much of the difference in the racial mix
by age comes from the increase in the
number of Hispanic children compared to
seniors. The percentage of the school-age
population that was Hispanic in 1995 was
13 percent, while the percentage of the
elderly that is Hispanic was five percent.
In contrast, by 2025, it is estimated that
23 percent of the school-age population
will be Hispanic, while the percentage

TABLE 6
PERCENTAGE DISTRIBUTION OF US POPULATION BY AGE GROUP, 1995-2025
1995 2000 2005 2010 2015 2020 2025
5 to 19—Share of Population 21.4% 21.8% 21.4% 20.7% 20.0% 19.9% 20.1%
White Non-Hispanic 67.5% 65.1% 62.5% 59.9% 57.6% 55.3% 53.4%
Hispanic 13.1% 14.9% 16.6% 18.3% 19.7% 21.4% 22.9%
Black 14.7% 14.8% 15.1% 15.3% 15.6% 15.7% 15.7%
Asian and Pacific Islander 3.6% 42% 4.8% 5.5% 6.1% 6.5% 6.9%
American Indian 1.0% 1.0% 1.0% 1.0% 1.0% 1.1% 1.1%
Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%  100.0%
65 and Over—Share of Population ~ 12.8% 12.6% 12.6% 13.2% 14.7% 16.5% 18.5%
White Non-Hispanic 85.4% 83.9% 82.2% 80.8% 79.4% 77.9% 76.4%
Hispanic 4.5% 5.4% 6.4% 7.2% 8.0% 8.9% 9.9%
Black 7.9% 8.0% 8.2% 8.2% 8.4% 8.7% 9.0%
Asian and Pacific Islander 1.8% 2.3% 2.8% 3.2% 3.7% 4.0% 4.2%
American Indian 0.4% 0.4% 0.5% 0.5% 0.5% 0.5% 0.5%
Total 100.0%  100.0%  100.0% 100.0%  100.0%  100.0%  100.0%
Total
White Non-Hispanic 73.7% 71.8% 69.9% 68.0% 66.1% 64.3% 62.4%
Hispanic 10.2% 11.4% 12.6% 13.8% 15.1% 16.3% 17.6%
Black 12.0% 12.2% 12.4% 12.6% 12.7% 12.9% 13.0%
Asian and Pacific Islander 3.3% 3.9% 4.4% 4.8% 5.3% 5.7% 6.2%
American Indian 0.7% 0.7% 0.8% 0.8% 0.8% 0.8% 0.8%
Total 100.0%  100.0%  100.0% 100.0%  100.0%  100.0%  100.0%

Source: Bureau of the Census (1996).
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of the population that is over 65 that is
Hispanic only increases to ten percent
of the elderly population. Historically,
minority students have typically been
from lower—income families and Hispanic
students are more likely to be immigrants
or the children of immigrants and have
some language needs. We explore the cost
implications of these trends below.

LOOKING FORWARD

What can we learn about future educa-
tion funding by examining the patterns
in education spending and demograph-
ics over the last 20 to 25 years? Does it
matter whether populations other than
the school-age population are growing
or shrinking? The school-age population
is expected to grow, which will create
upward pressure on nationwide educa-
tion spending. In states with decreasing
enrollments, however, there is the poten-
tial for a decline in spending. If spending
per pupil is kept constant in states with
a declining number of students, fewer
resources will be needed on a per—capita
basis and, thus, a smaller burden will need
to be placed on taxpayers to provide for
education spending.

The number of special education stu-
dents is expected to continue to increase
and the school-age population will
come increasingly from higher—poverty
households. School finance cases have
increased the pressure on states to provide
adequate and appropriate education for
all students. As the number of special
needs students (students with disabilities,
with limited English proficiency, and from
poorer households) increases, per-pupil
costs are expected to increase. Special
education costs could rise further as all
students must meet accountability and
achievement requirements under NCLB.
The growing share of resource-intensive
students in the school-age population is,
thus, expected to exert upward pressure
on per—pupil education spending.

340

The Department of Education predicts
that student—teacher ratios will continue
to decline from current levels of 15.9 in
2003 to 14.5 by 2014. We would expect
teacher salaries also to increase due to
growing wage premiums for workers with
a college education. However, the demo-
graphic changes affecting the population
as a whole are also affecting the teacher
labor force. Hussar (2007) estimates that
teacher age and experience levels will
decline as teachers retire. He estimates
that the percentage of teachers in their
50s will decline from 29 percent in 2004
to 22 percent in 2016, with an increase in
the percent of teachers in their forties. He
also projects that the number of newly
hired teachers will increase steadily from
236,000 in 2004 to 393,000 in 2016. Thus,
the teaching force will be lower down on
the salary scale (lower levels of experi-
ence), which could temper wages. How-
ever, we expect that, in order to attract this
growing number of teachers from other
occupations, salaries will need to increase.
This increased need for teachers and ris-
ing salaries will put upward pressure on
per—pupil spending.

Unlike demographic changes that
occurred between 1980 and 2000—when
the decline in the school-age population
was accompanied by increases in the
working-age population—future shifts
in the population will be toward the
elderly, who often, like children, are net
recipients of government services, espe-
cially Medicaid. Our examination of past
spending patterns suggests that states
with the highest increases in the number
and share of their population over 65 had
lower growth rates in per—pupil spending.
It is projected that all states will see an
increase of more than 20 percent in the
share of their populations 65 and over.
The pressure for other state and local
services can be especially acute for states
with large increases in those 85 and over,
a group whose share of the population is
rapidly increasing. The number of people
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over 85 has increased from 2.2 million in
1980 to 4.2 million in 2000 and is expected
torise to over eight million by 2025. While
those over 85 still represent a small share
of the population, this growth is expected
to exert pressure on state budgets through
rising health care costs, in particular for
state expenditures on Medicaid insurance
to cover the costs of nursing—home care.
Thus, while we would expect per—pupil
costs to continue increasing, the coun-
tervailing pressure of health care for the
elderly might limit the availability of state
resources for education.

The aging of the baby-boom population
in the U.S. poses an increasing intergen-
erational conflict over the disposition of
limited resources. One potential implica-
tion of the shift in political power from the
working population to the elderly is the
possibility that disproportionately fewer
public resources will be available for ser-
vices for children, including elementary
and secondary education. The elderly
receive fewer direct benefits from educa-
tion spending than other age groups. To
the extent that older people vote in their
narrowly defined self-interest, we would
expect public support for education
spending to fall as the population ages.
Various researchers have documented
that, compared to younger groups, the
elderly appear to have weaker prefer-
ences for K-12 education (Rubinfeld, 1977;
Vinovskis, 1993); that they are less willing
to vote favorably on certain school bond
referenda (Button, 1992) or more willing
to support property tax limitations (Ladd
and Wilson, 1983); and that, other factors
held constant, in school districts in New
York with larger shares of the elderly in
their populations, less is spent per pupil on
education than in other districts (Inman,
1978). Elderly support for schools in the
past may have reflected the capitalization
of school quality or spending into house

prices; as school spending is less related to
property values (as reliance on property
taxes falls), we might find additional
reluctance of the elderly to support school
spending.

Poterba (1997 and 1998) has considered
the experiences of all states between 1961
and 1991 to examine how the changing
share of the elderly affects the willing-
ness of states to support elementary and
secondary education. He found that, other
factors held constant, the higher is the
proportion of people over 65 in a state,
the lower is the amount the state spends
(including both state and local spending)
per child on K-12 education. Poterba
(1998) estimated that the increase in the
aged population expected between 1996
and 2030 could lead to a spending reduc-
tion of 12 percent.

However, other researchers have found
a more nuanced story when examining
elderly support for education. Ladd and
Murray (2001) analyze the model posed
by Poterba using county-level rather than
state-level data. In contrast to Poterba’s
findings, they find that the effect of the
elderly share of the population on educa-
tion spending is small and not statisti-
cally different from zero. However, like
Poterba, Ladd and Murray (2001) find a
reduction in per—child education spend-
ing when the elderly and the school-age
populations are members of different
racial groups.® Given the states with the
highest growth rates in the number of
children are those that face the largest
mismatch in the racial makeup of their
elderly and school age populations, this
could imply declining political support
for education spending.

Other studies have investigated this
relationship with respect to state-level
spending on education. For example, Bals-
don and Brunner (2004) have analyzed
surveys of California elderly voters and

8 Specifically, they find that the greater is the difference between the share of the elderly who are white in the
state and the share of the youth who are a minority, the lower is the support for education.
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found that the elderly prefer local to state
spending on education. This is especially
telling as California has centralized deci-
sion—-making on spending levels more
than most other states, and suggests that
centralization of funding could erode sup-
port. Using a national sample of school
districts with observations on educa-
tion spending and demographics from
1972 to 1992, Harris, Evans, and Schwab
(2001) find that the share of elderly in the
population had a larger negative effect
on state spending than on local spending.
These results and the current trend of the
increasing state role in education finance
may indicate further erosion of education
support going forward.

The experiences in California during
the past three decades offer insights to the
future for other states. The past growth in
the school-aged and elderly in California
foreshadow the projected trends for the rest
of the country. School finance equalization
coupled with the effect of Proposition 13
led to slower growth in spending per pupil
than in other states. Researchers have also
found declining support for state-level
education spending. This would suggest
that education spending would decrease
as a priority. However, past policy experi-
ences would suggest that this conclusion
is not a fait accompli. California has been a
leading state in school finance equaliza-
tion, accountability programs, class size
reduction, charter schooling and a host of
categorical programs intended to address
educational needs and has had a stable
share of its state and local revenues going
to education since 1990. The stable share
was essentially mandated in 1988 with
the passage of a state constitutional initia-
tive requiring that a minimum spending
level and share of the state budget go to
education.

In summary, we expect current patterns
of court cases and federal mandates to
increase pressure for spending, but the
centralization of financing at the state
level might undermine political support
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for these increases. Similarly, changes in
the demographic makeup of students is
expected to increase the costs of provid-
ing an adequate education per pupil.
The need to hire more teachers, due to
teacher retirements and declining stu-
dent-teacher ratios, is further expected
to increase per—pupil costs in the future.
Declining numbers of students would also
be expected to increase per—pupil spend-
ing given historical patterns. However,
increases in the share of the population
that is elderly, especially when paired with
changes in the ethnic makeup of the elderly
and student populations, is expected to
erode support for education spending.
Therefore, we expect there to be increases
in per—pupil spending going forward, but
likely declines in the share of state and local
budgets going to K-12 education.

CONCLUSIONS AND DIRECTIONS
FOR FUTURE RESEARCH

We have examined the past growth
in educational spending and a shift of
responsibility to state governments away
from local governments for education
spending in the past three decades. Much
of the increased responsibility is due to
institutional pressure from court-man-
dated school finance reforms and policy
pressures from federal mandates. Looking
forward another two decades, we presented
data on the age profile of the United States.
The echo of the baby boom and sharply
higher immigration together will increase
the number of school-aged children by 22
percent by 2025. As a share of the popula-
tion, however, school-aged children will
decline from 24.8 percent in 1980 to 19.6
percent in 2025. Trends in the working-age
and elderly populations suggest a decrease
in support for education spending. In 1980,
slightly more than 11 percent of the popu-
lation was at least 65 years old; in sharp
contrast, forecasts anticipate that over 18
percent of the population will be at least 65
in 2025. This pattern reflects the confluence
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of a number of trends, including the aging
of the baby-boom generation and increased
longevity stemming from improvements in
medical care.

The changing age profile of the popula-
tion has a number of obvious implications
for public policy at the state level. Medic-
aid, for example, will undoubtedly be a key
pressure on states in the years to come. In
addition, demographics will likely have
important effects on policy at the state
and local level that warrant additional
research. Public support for education is
a particular concern. Seniors realize fewer
direct benefits from education spending
than do other age groups. Consequently,
as the population ages and political power
shifts toward the elderly, we might expect
spending on education to fall. Previous
research has consistently demonstrated
that the elderly are less likely to support
increases in school spending when the
children in their community are of a dif-
ference race and, as the racial makeup of
the school-age and elderly populations
diverges, we would expect neighborhoods
to reflect this divergence. Reduced support
for education could then lead to sharp
decreases in per—pupil spending as the
school-age population continues to grow.
Although previous research and earlier
trends do not support a prognosis of wide-
spread intergenerational competition over
resources, dramatic changes in the share of
the elderly could reverse the longstanding
trend toward rising spending per student.
This political pressure could reverse cur-
rent trends that have led to increased
spending per pupil, including the growing
special education and compensatory edu-
cation systems, the gearing—up of account-
ability systems, the implementation of class
size limitations, and the increasing focus in
the courts on states providing an adequate
education. In the past, rising costs per pupil
were spread across a growing working-age
population. In the future, it is likely that
calls for education spending will need to
compete with calls for spending on public
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programs preferred by a growing elderly
population.
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