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, Most states are in the best fmancxal shape they’have been in for years. Revenues and
RO e expendltures were higher thar originally. budgeted for in; most states durmg 1993"and 1994,
Lo and strong revenue growth has ailowed some states. to buﬂd reserves to’ theeir h1ghest levels
LT smce 1980 Yet changmg demographlc and emnonuc condihons, as. well as a changmg pohcy
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. Agamst ttus backdrop, The Fmance Project has conducted a series’ of studtes of: state;- R
fmancmg for educatron and other chﬂdrens servxces These mclude S
. iy ; i ‘ ;_Fiscal. Pro 3 !

Sia_c&-—state-by-state proﬁles of pattems of spendmg on educatxon and other key S :
health, welfare, and social servnces, and of significant economic and demographxc
factors’ mﬂuencmg spendmg, .

A@é—-an analyszs of factors affectmg spending and their future unphcatxons given
 the changmg demographxc econorruc, and pohcy context and
e State Investm_ents in Educatio i : )
o -;jnmvatzgns-exammanons of the expenences of seven . states that have launched 8
» Armttatrves to, unprove fmancmg P LT e
Taken together these studies paint a- vwrd plcture of the flscal and budgetary dmllenges..t
that states. wxll face over the commg several y years ’I’hey clanfy a number of the critical pohcy:l &

' and’ pohtmal issues that will confront govemors, state legtslatures educators and others whoff i
mn programs to serve chﬂdren and theu' farmheS‘ And they tughhght a vanety of nascent . ';'
efforts m—states natronw1de to mprove pubhc ﬁnancmg for educatron and other chrldren s

',servrces o ; : ’ :

icting ambxtxous agenda of pohcy :
aker forums and pubhc educatlon

T BxecutnveD:rector
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;-elevance The unpendmg devolutxon of program respon51b1hty and anthonty from ’
; Washmgton to states and . localities means : that. these govemments willi be’ mcreasmgly
) expected to desxgn and fund strategies for serving children and. thexr fanu.hes. What
flnancmg challenges are they likely to face in ‘addressing these responsxbxhtxes” What pohcy
mehcatlons are suggested by this financing outlook" ‘ o
" Answeérs to questxons like these are central to current dnscussmns surroundmg the hkely
.. Shlft to federal block grants for programs. s such as Axd to Families w1th Dependent Chddren
(AFDC) and Medxcaxd Supporters and opponents of : ‘block . grants -posit: dramahcally
dxfferent assumptxons about the: degree to- which states, count:es, and mumcxpahues wx.ll
'. serve "at- k” populahons (mcludmg chlldren) m the absence of federally secured
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spendmg contrasts hke these, and what they portend for future spendmg on. educatlon and ‘:A o
:'other chlldrens services. . We do thxs by fnrst systemaucally assoexatmg state spendmg o

A the need for educatxon and other: chﬂdren s servxces m the states, .
: o the abzhty to pay (or the ﬁscal capacxty) of states fo provxde children’s services, and
. e the wzllmgness to pay (or the fiscal effort) of states and locahtles in support of such

serwces : . : :
. We then- use ‘this context to draw unphcahons with’ regard to state spendmg for'
o .educatlon and. other children’s services in the near future and beyond. It is our “hope that
“.'-:“.- . L -‘these analyses wﬂl enable pohcymakers at all levels to make more informed deClSlOIlS on
L ;spendmg for educaﬁon and other chﬂdren s servn:es, and to better prepare for the future. -

:Key Findingé and Implicatiiin”s“* i -

_State Spendmg on. Educat:on G . e e T ‘
'Tl'us report addresses%he followmg key questlons regardmg pattems and trends in state -
‘Veducanon spendmg and their implications for the future: - Lo k'

1. How has the lév 'l;of state edk :catum spemimg ckanged in recent years’ .

st o . Per-pupﬂf educahon spending: m'all sté 'tes grew snbstanhaﬁy in real terms between :
S 1970and 1992 | SRR

. Co R ofit ’exr tbta "revenue 4base to support educahon in 1992 ‘
I co X roportion of in '.v1dual mcome gomg to educanon over the'::"' .

. states are able to’ pmvxde the ' generous levels of support by makmg only modest o -

2. THE FINANCE PROJECT




Our fmdmgs suggest that growth in. per-pupﬂ educatron ’spendmg is unhkely to
contmue at its, '1970-t0-1992 rates. The prmcrpal factors assocrated wrth strong spendmg
1 mcreases smce 1970 (i.e., economic growth and dechnmg school enrollments) are changmg

Econonuc pro;echons anticipate generally lower levels of econormc growth in the years
"‘ahead Demographic forecasts. predict ‘school ‘enrollment mcreases in most states In
.:,‘addlhon, greater demands on state and local budgets can be: expected from other government

| " service sectors as a consequence of reduced federal fmancmg Such condltxons will make it
Vs exceedmgly difficult for most states to continue making per-pupll education spendlng
L mcreases comparable to those of the past two decades. Recent spending data trom 1990 to °
3 1994 reveal that a marked slowdown has probably already begun

o State Spendmg on Non-Edncahon thldren s Sermces

- education spendmg on chrldren and therr unphcatrons for the future
1. What-is. the level of state spendmg for non»educatzon chzldren s serozces, and how has zt changed m
"j;"‘:.,,ece,,,gyearsv L o T S 0 A P S A A :
L Loeit State spendmg on non-educatxon chﬂdren s programs is conslderably smaller than
B " state educatxon spendmg In 1992, states spent roughly one~tenth the amount they

L spent on educatlon for theu' contnbutxons to' the rune largest federal matchmg

o programs for. chlldren, mcludmg AFDC and Medlcaxd e e '
¢. . The vananon ,among, states in spendmg ori non-educatlon programs d1ffers among 5 -

k programs, but overall 1s much greater than the vananon m educahon spendmg
State’ spendmg per poor Chlld m the hrghest-spendmg state was over. 9 times, the:,

- AFDC and over 11 tunes the amount for all programs combmed EEE S :
ce Whﬂe growth m real state spendmg per poor child on non-educatron chﬂdren s
o programs between 985 and 1992 has been substantral overall the growth rates

. vaned greatly among - state"' a7 2 : '
k . State spendmg per poor chrld on Medlcaxd for chrldren grew rapldly between 1985
A 'and 1992 in nearly every state However, many of the states w:th above—average

percentage mcreases stdl had below-average levels of spendmg per poot- chxld in" -

1992. ' : - ’
. Compared wrth the growth of Medrcald spendmg on’ chﬂdren, growth in real
AFDC: spendmg per. poor” chﬂd between 1985 and 1992 was relatrvely small.
However, spendmg trends vaned greatly, w1th many states expenencmg Iarge

- increases and others: (mostly the largest states) decreasmg the;r real spendmg ‘

..

. levels SRR C
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{“We address a similar set of key questrons regardmg pattems and trends m state non- -

amount i the lowest-spendmg state for Medrcald over 20 tunes the amount for e
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2 What factors mﬂuence state non—educatton spendmg on chzldren?

. ~e  States spendmg the most per poor chrld on non-educatlon chrldren s programs":‘ -J;;:'i.l S '
4 . usually have, relatlvely high incomes and/ or low levels of need- for these services.
‘Similarly, states thh relatrvely Tow" mcomes and hlgh overall needs tend to have L

the lowest expendntures per poor chrld ‘
e Unlike in the education’ arena, . the proportmn of state income devoted to non-
education children’s programs is strongly associated with spendmg levels per poor

child. That is, states that spend more per poor child in general devote larger - |

proportnons of their income to these programs than states spending less per poor

3. What do our ﬁndmgs suggest for future state spendmg on non-education children’s serv:ces"
Our fmdmgs in the non-education area suggest that many states will have.a difficult
~ time mamtammg current levels. of spendmg on non—educatron programs for childreni, and
that large vanatlons among states in spendmg on these programs will persist. If child
poverty rates increase, as they have over the past decade and a half, states will require rnore

resources to meet the needs of poor chrldren at'current. 1evels Yet, as noted above, economic
pro;ecnons antrcxpate generally 1ower levels of econormc growth in coming. years to help
fund such services.: “Further; the mﬂuence of federal fundmg reductxons and changes will be' A
- much greater in non-educatron programs than in. education. Wtule the federal govemment .
. currently contributes less than 7 percent on average to state educahon spendmg, federal"
i matching rates for the ma)or programs n the ‘area of non-educatxon children’s spendmg range )

‘ from a’minimum: of 50 percent toa maxxmum Of. 80 percent In’ addition; provrsxons such as

open-ended: matchmg grants and: mandated : expanszons of ehgrbrhty have undoubtedly g
mﬂuenced spendmg levels in' some states Thus, program strucmres and fundmg formilas’

that emerge under new federal fmancmg arrangements should have ma]or nnphcatlons for
future state spendmg on non—educatron chﬂdren s programs N

| i APPROACH TO THE lSSUES L .753 S

' »Thxs report analyzes the ﬁscal challenges ahead for) states in- fmancmg educatlon and other .
c.hﬂdren s servxces by. exarmmng patterns of state spendmg for these servxces and the ma]or :
factors mﬂuenexng these spendmg pattems In addmon to exammmg recent cross-sechonal,

- state data, we look at changes in- state spendmg over hme Our approach is based on ‘the

assumptxon that the factors and relatronsl'ups that are. srgmfrcant in explalmng current and :

recent state spendmg wrll contmue to affect such spendmg in the future

Framework ofthe Analysrs T S e Y .
The hypothesrs frarmng our analysrs 1s that three key factors can mﬂuence state spendmg for
educat]on and other chrldren $ servxces These three factors are: : : :
© e theneed for educatlon and other chrldren s serv:ces in the states,
‘s the abzlzty t0] pay (or the fiscal capacrty) of states to provide children’s services, and
o the wtttmgness to pay (or the frscal effort) of states and 1oeaht1es in support of such
services. ’
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- The relevance of these factors to the Ievel of state spendmg on education and non-
Vveducatxon chﬂdren s services and the indicators used to measure each factor are dlscussed in
this. secnon The following two sections present our findings regarding the relat:ons}ups of
these. factors to actual state spending on education and non-education children’s services,
respectively, and discuss the implications of our findings for future state spending on these

.. services. The final section presents a summary and conclusions highlighting the similarities
: ' and differences in the outlook for education and non-education children’s services. ‘

Service Needs
The magnitude of states” needs for children’s services can be a major factor affecting the
amount of resources they devote to these programs. The number of school-age children, for
example, determines the size of the populaﬁon that must be provided education services.
Likewise, the number of children in poverty provides an indication of the potential need for -
spending on non-education children’s services, because these programs, mcludmg income
maintenance and social services, often target this populahon
- There are many possible ways to deﬁne md;catoxs of the need for children’s services,
- each of which may help explain patterns of state spending on these services. In this report,
. we use the level of mroflmmt and the ratio of population to pupzis as two key indicators of the
V need for education serv:ces The level of enrollment is useful for examining the influence on ‘

state educatmn spending of the’ size of the population requiring education services, and for
standarchzmg sPendmg compansons across states and across time. The ratio of populahon to
pupils, by measuring the size of the entire state populatlon relative to those receiving
. education services, provxdes indications of the degree to which the costs o educatlon can be'~
spread among taxpayers in a state and of the potential demand in a ‘state for. education
relative to other programs A high value on this measure indicates low overall need in a state
for education servxces, while a low value mdxcates high need. :
~In parallel fashmn the indicators we use for estimating states’ ‘needs for non-education &
chlldren s services are the number of poor ch:ldren ina state and the ratio of total popufatmn to the
number- of poor chlldren ‘As noted above, the number of poor children in a state is a rough
proxy for the number of children potenhally ehglble to receive non-education services such-as
AFDC and Medicaid. . We examine. the influence of this variable on levels of state non-
education spending and also use.it to. standardize spending comparisons across states and '
over time. The ratio of total population to the number of. poor children prowdes an
. indication of the extent to which the costs of non-education services for children can bé
_spread among taxpayers in a state and of the potential demand in a state for these services
relative to others: As with the parallel measure of education need, a high population-to-poor- -
“child ratio indicates low overall need for non-education services, while a low ratio indicates -
high need. a

Ab: lity to Pay A
The ability to pay»-or fiscal capac1ty-of a state can also have a major impact on, the level of
resources devoted to children’s services. A state’s fiscal capacxty represents the potential of

THE FINANCE PROJECT * 5




" that state to generéte resources for public purposes. Thus, the higher the level of a state’s
fiscal capacity, the greater is its presumed ability to fund all public services, inclixding‘ those.
for children. Likewise, the stronger the growth of fiscal capacity, the greater is a state’s
. ability to increase spending for those services. '

As with indicators of need, there are many p0551ble choices for-indicators of state fiscal -
capacity. Some--such as per capita income-—are based on broad measures of economic
activity within a state, while others--such as the Representative Tax System developed by the
: Advisory Commission on Intergovernmental Relations--focus more directly on the revenue-
raising potential of state and local governments in a state. And some measures are better at
capturing the potential of states to “export” taxes to, or raise revenues from, non-residents
. than are others. Nevertheless, the fiscal capacity indices for most states tend to differ very
little depending on what measure is used—except in those states with relatively- large oil
- production or tourism industries, where the potential for tax exporting is the greatest.
 Inthis report, we use per capita personal income as the indicator of a state’s ability to pay
for public services, including children’s services. Per capita income is a major component of a
state’s capacity to raise revenues for public services, because most taxes are paid from the
income of a state’s residents. Per capita income is the most widely used indicator of fiscal
~ capacity and the most readily available for the years examined in this study. .

This report focuses on states’ épending for education and other children’s services from
their own resources. As such,‘th;e concept of fiscal capacity used in this report does not -
include federal aid: Although federal grants to states for children’s services affect the ability
of states to finance these programs, and major changes in these grants are likely, the current
~and potential impact of federal grants on state spending for chﬂdren will be discussed
separately from the mﬂuence of state ﬁscal capacxty

Willingness to Pay

The third major factor that can affect state spending for educahon and other chﬂdren s
services is a state’s willingness to pay for these services. Willingness to pay is captured by the-
“fiscal effort” a state makes. Fiscal effort relates a state’s actual revenues or spending to its
fiscal capacity. Because fiscal capacity varies across states, a state with lower fiscal capacity
- -will have to use a greater share of its’ capaaty to achieve the same service levels as a state *
with higher fiscal capacity (all else being equal) and vice versa.. Fiscal effort thus provides a V
measure of the relative burden placed on a state’s resources, or the “effort” made to achieve
 the service levels that are provided.” o ‘

Fiscal effort can be measured for the total of all revenues or spending (i.e., the overall
fiscal effort of a state) or for selected categories. In'this report, we use measures of education .
effort and non-education effort. Education effort i is defined as education spending per $100 of

personal income, and non-educahcm effort is defmed as spending on non-education

" "Fiscal effort may be a flawed proxy for willingness to pay if there are external constraints on

. spending levels, such as federal mandates, court orders, or state constitutional requirements
for allocating funding. ~

THE FINANCE PROJECT




children’s servu:es per $1OO of income. Becaise we use personal income (on a.per: caplta
basis) as our: mdxcator of fiscal capacxty, we also use it in defmmg our measures of fiscal
effort. ' ' '

< Relation’sﬁip of Service Needs, Ability to Pay, and Willingness to Pay

- We have noted above that service needs, ability to pay (or fiscal capacity), and willingness to
pay (or fiscal effort) can each mdependently affect state spendmg levels.. But how do these
factors interrelate in each state to affect spending? The interaction for education spendmg
can be described by the following mathematical identity developed by Gold™

School Spending /Pupils = Spending/Income * Income/Population * Population/ Pupils

In this equation, we see that education service levels (school spe‘ndiﬁg per pupil) is a
.‘multiplicative function of fiscal effort (spending in relation to personal income); fiscal
capacity (per capita income); and service needs (the ratio of population to pupils). A similar
identity can be created to examine the relationship of fiscal effort, fiscal capacity, and service
needs to non-education children’s spending if the number of poor children is substituted for
pupils in the equation. ‘The mathematical identities, in effect, decompose state per-child

speniding levels into service needs, fiscal capacity,.and fiscal effort components As will be -
seen later in this report, by relahng each component in a state to its correspondmg value for -
- the Umted States as a whole, 1ts relative contnbuhon in explammg that state s spending can

| be observed

' Features of Our Presentatlon and Data

Our analysxs primarily examines national patterns and trends in the data and discusses what'

‘ «they are likely to mean for most statesin the futire.- Because of the great variation among

- states, however, we also present state-by-state data and hlghhght mgmfxcant vanatlons
' among states or regions where they exist.: '

" Our work relies on’data compiled by Steven D Gold et al. and pubhshed in State

Investrents In Education and Other Children’s Servzces Fiscal Proﬁles of the 50 States,’ as well as
~ an unpublished analysxs prepared for The Fma.nce Project by the same authors.” That-
" - database contains state—by-state data as well as natlonal data on state spending for education

and other children’s services and related economic and demographlc factors.” Some of the
parameters of that database are described below '

? Steven D. Gold et al., "How Fundmg of Programs for Children Varies Among the 50 States,
prepared for The Finance Project, Washington, D.C.; May 1995, p. 28. -
* Intrastate variations in spending and other variables can be as large or larger than interstate
~ variations. Discussion of the extent and 51gn1ﬁcance of mtrastate variations is beyond the
scope of this report, however
* Steven D. Gold et al., State Investments in Educatzon and Other Chz{dren s Servtces Fiscal Profiles
4 of the 50 States, prepared for The Finance Project, Washington, D.C., September 1995..
*Goldetal., “ How Funding Varies,” May 1995.

THE FINANCE PROJECT

7




Definitions of State Sp‘es.zding for Children’s Services
State spending on education is defined as all current spending for public elementary and
secondary education in a state. It thus excludes expenditures for capital improvement and

. spending from federal revenue sources. However, because the federal contribution to state

elementary-secondary education spending is relatively small (in 1992, less than 7 pe'rcent’),;
_ this measure of education spending primarily reflects the commitment of states--including

2 - their local governments--to education spending from their own resources.

No comprehensive information is available on the total amount that state and local

" governments spend on children’s programs other than elementary-secondary education.

B :g"‘;"H'owever, most non-education spending in the states occurs through their contributions to

‘federal programs, which are used to match federal funds for programs such as Medicaid,

AFDC and foster care. Thus, non-education children’s spending is defined as the amount that
‘states. and their local govemments spend through their matching contributions on the nine
largest federal matching programs. These include (1) AFDC, (2) AFDC child care,
+;-(3) Medicaid spending on children, (4) foster care, (5) maternal and child health block grant,
'(6) child support enforcement, (7) at-risk child care, (8) adoption assistance, and (9) child
welfare. This definition captures a large proportion--though not all-of state children’s
: '_'s'pending other than for education. It does not take into account spending for non-federal
S programs, nor does it consider how much states and local communities might spend in excess
o of the matching contributions in the nine programs included. ‘It thus provides a Iower~bound

3 -estimate of state spending for children’s non-education programs.

Time Periods

" The database includes data for 1992--the most recent year for which all the data were

'+ available—as well as historical data for selected years spanning more than two decades. 'Data
on education spendmg and miost of the related economic and demographic variables are for
) -1970,-1980, and 1992." Data on non-education spending and related variables encompass a
i ' shorter time frame--1985 and 1992. This shorter time frame for non-education programs was
:_'chosen because some of these programs have been established only recently and because the
- data for other programs were not-available for a longer time period. -

1.~ " Although the federal contribution to education spending ranged as hxgh as 17.7 percent in
.- -one state (Mississippi), in 40 of the 50 states, the federal contribution was less than 10 percent.
¥ Some of the data are in fiscal years or school years rather than calendar years. For ‘example,
'/, - state fiscal data are for the fiscal year ending in the year indicated, while school enrollment
" data are based on fall enroliments in the year preceding the year indicated, since most of the
.1 * school year falls in the following calendar year. In addition, where personal income is
" compared with spending (which is on a fiscal year basis) or other variables, the personal
income data are for the calendar year preceding the year indicated.

. THE FINANCE PROJECT
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- aceountmg for the effects of mﬂahon

,‘ . ,because of their effect on the purchasing power of faxmhes and governmen : A famxiy mth a,

: respechvely

L1kew15e, dlfferences in pnce levels among locatxons can blas xn ers' ate comparxsons o

'$40,000° annual mcome in Boston, for example has much less purchasmg power than one
with the same income living m Jackson, M1351551pp1 However, because vahd and rehable

L state-level pnce-ad]usted data are less readily avadable than non- ad]usted data (espec1ally.

over tune) most of the data in this report are unad}usted In'the few mstances where we have: -
used an exxstmg index to adjust for interstate pnce—level dlfferences (see, for example, Table
1) " the results suggest that such ad]ust"ments narrow but do not ehmmate the wxde vanahons
among states

’
s

AR

KEY FINDINGS PATTERNS AND TRENDS lN EDUCATION SPENDING

, Blementary and secondary educanon consntutes by far the largest smgle category of),

pe
Teachers Research Department and is cont A
lemg Index,” Educatzonal Evaluatzon and Poizcy Analyszs, Spnng, 1991 Vol 13; pp 103 111,
Another mdex used in thxs report to ad}ust state fxscal capacxty was developed by Herman
~ e?
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. ; spendmg in the future. v : S o .
GERN We begm this discussion by exammmg data on educahonal need fiscal capacxty and
-fiscal effort between 1970 and 1992: We theni relate these factors to changes natlonally in per-
pupxl spending levels over this penod as well as’ to dlfferences among the states'in their .
spendmg levels.~ Fmally, we discuss the nrnphcahons of these fmdmgs for future educahon
spendmg « S

v E‘.ducatnon Spendmg and Need:- The Importance of the Snze of the School Populatxon A
N Our mdxcator of the need for educahonal servnces m a state 1s the sxze of the total popuiahon o

3
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T dovoso’s T1ssesz 197082

United States 5 ' 266% wo% 74N
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- low capacrty states tend to predommate i thSoutheast,Southwest,andRockyMount

5 4 .
R

€

’areas PR AR

Obvrously, all thmgs bemg equal fxscally strong states can support generous per-puptl‘x

thus expect o see both higher levels of per-pupxl spendmg in states with greater fiscal ~ -
' capacity, and also higher rates of per-pupll spendmg growth among states 'where fiscal
" capacxty gains were greatest. Srmple correlattons reveal a strong relationship between per'
caplta income and per-pupil spending for 1992 (0. 80) and a weaker, but still substantial
relationship between 1970-t0-1992 changes in per capita income and changes in per-pupil
, spend’:ng (.52). “ ~ o

‘ Educatlon Spendmg and Fiscal Effort The Importance of Educatronal Resource
' 'Commitments - : ‘ ’

~ As noted earlier, the degree to whrch a state taps its avallable resource capacrty-or its ﬁscal
Veffort-ls the thu'd factor explaining per—puprl education spendmg A state devot:mg a larger
: share of its avarlable resources for educatron will spend more’ per pupil than a comparable
state (tn terms of both need and capacrty) makmg a more modest resource comimitment.

o J: Educatmnal effort is really a. functron of. two components One is the size .of the
Ve 3 L govemment sector in the state relattve to overall avatlable resources A larger govemment
potentxally avatlable to support educatlonal:.

. Tevenue base ‘means’more - resourc
expendrtures o Y

' pre, as: well as changes in, that share o

~~~~~~

5 Natxonally, educatzonal effort remamed relatwely stable“from 1970 through 1992 Itf", :
. dechned a bit i ini the: 19705, before growmg modest‘hy from 1980 to- 1992 (Table 6);?;:Analyzmg o

“education spendmg levels miore easﬂy than can states with a , poorer resource’ base. ‘We would o

- The second cntrcal component of educahonal effort 1s the share of govemment resources'r S
supportmg educahon thferences among states in_the educatron share of the govemment:i: s 7
; trme, can profoundl' affect educatton effort levels" S

. o educatlonal effort by its two core com ents reveals that the small overall ecrease o

-educatron effort is. entu'ely attnbutable to srnaller educatton shares of state
bases General state and local goverr st

'~'from 1970 to 1992 But the share of thrs resource base gomg to educatron | hned from_'j_"‘

’ approm.mately2 :
' and-wasa functron of reduced local (rather than state) govemn_i el educatron revenue shares .
The overall stablhty m educatxonal effort should notohscure sxgmfrcant changes m some- -
states in recent years (Table 7). Massachusetts for example, mcreased rts effort by nearly 30
e percent in the 19705, only to decrease it by about 25 percent durmg the 19803 and early 19903 v
s Wyommg dld the opposzte, decreasmg effort sxgmflcantly m the 19705 (18 percent} andw V

“ ’I’hese regronal pattems remam mostly intact after ad]ustlng frscal capacrty for mterstate
. dlfferences in the cost of: hvmg The effect of ad]ustmg -for cost-of-hvmg drfferences isto’
"+ reduce the variation in ﬁscal capacrty among states. - -For example, after ad]ustment the
-, overall ftscal capacrty mdex of the New England region falls from 117 to 107, while that of the .
- Southeast regnon rrses from 89 097 (Gold et al ”How Fundmg Vanes,” May 1995 Tb 2-2)

" THE FINANCE PROJECT .

', 3 percent to 38 percent (Table 6) Most of-this. declrne occurred in. the 19705.5 L
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Table 6
Growth in Educatmn Sg endm in Relatlon to
. Pe onal Income and Education's Share of Tax Revenue
R s 12?0 to 1992 g :
L Cument Educatmn Spendmg . $446 ) 5430 ' 1'.: $436 C
perslwofl’ersonal Income 'N RN Cole T
fStateoLocal Educahon Revenue 435% L 39.0% ¢ ; - 38.2% -

' asa Percentage of Total . ' R BT

Source Steven D Gold et al ."How Fundmg of Programs for Ch:ldren Vanes Among the

50 States, prepgred for The Fmance Pro;ect May 1995 T E U & i
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' : double-drglt gams Slgmﬁcantly, educatlonal effort 15 not strongly ass()c;ated;: i
P -'w1th regxon States W1th tugh and low effort levels, and w1th small and large ’r‘ ent changes -
‘in thelr relattve resource commltments to education, can be found in all parts of the COUntry :

_Exammmg Interstate Spendmg Drfferences A L 4

Asjust discussed, dtfferences in levels of need, fiscal capacxty and flscal effort can each help '
to explam varied levels of per-pupll education spendmg among the states But’ are there ‘
patterns in the relatrve influences' of these factors that can be useful in projecting the
challenges ahead in education spending? Usmg the identity developed by Gold (see Sectlon

. 2: Approach to the Issues); we examine the relanve contnbutlon of each in deterrmmng per-
. pupxl expendxture levels. C o
Table 8 arrays states by their 1992 per-pupll spendmg levels, alongsrde measures of .
: educatxon need (populatron/number of pupﬂs) ﬁscal capacity (per capita’ mcome) and
educanon effort (educatlon spendmg/ $100 of personal mcome) The data aré indéxed to the

o natlonal average to facrhtate comparxsons A few thmgs are noteworthy about these ﬁndmgs -
o 'Fn-st of all, as Gold pomhs out there are few. common pattems among the hlghest-spendmg

. states, dtfferent factors ‘are’ assocnated wlth hlgh educatxon expendrtures in, dtfferent places

oy ‘ln Connecncut bountxful tax capacxty is the pnmaq story (35 percent above'the natxonal;‘
e average) Educatronal effort levels here are only about average Vermont s high spendmg is

completely attnbutable to its unusually hlgh educetxonal effort rates (1t devotes nearly half of i

LR : its tax: revenues to educatron spendmg, the’ ﬁfth hrghest raté in the country ) By contrast
L hlgh mcomes and favorable populatxon;‘puprl ratios” allow netghbormg Massachusetts to"

I spend generously thh educatlonal effort levels that are only 85 percent of the natronal N
,average ' : : : - -

. The plcture 15 much sxmpler m the lowest—spendmg states As Gold also no es, vn'tually o

Ky every one of the lowest-spendmg states has both fow per caprta mcome and a lugh need for
Lo educatlonal servrces ngmhcantly, most- of the low-spendmg states (located pnmanly in the »

South) are rnakmg at least average levels of educatronal effort However, the combmatlon of

‘ a weak fxscal resource base’ and the need to support relahvely large numbers of chlldren;" .

resultsmlow per-chxld serwce levels >0 e : : o
To summanze, tugh state per-puptl" spendmg seems related to relatwely uruque‘ a

' combmatrons of need ﬁscal capac1ty, and frscal effort On- the other hand low spendmg is”

consrstently explamed m terms of hrgh need and f or low ﬁscal capacrty

cor

" Gold ef al., “How Fundmg Vanes,” May 1995 P 29

* Ibid, Tb, 4-12.
“n_mt,p 29.
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] _fmost states mean that they wrll not wrtness growth rates in per-puprl educatron spendmg that
o were commonplace durmg the. 19705 and 19805. As xllustrated in- Frgure 1, school enrollment
s, pro]ected to! mcrease substanttally through 2005 in_sharp contrast to the declmes that
occurred in the 19705 and early 1980s. At the same ‘time, growth in per caprta ‘income is
.projected. through 2005 to be slower than the growth trends the nation has expenenced in

] each half-decade smce 1970, with the exceptron of the 1990-94 period.” It appears that recent
mcome and’ enrollment changes have already contnbuted to dramatac slowdowns m per-
'pupll spendlrtg growth during the early 19905. The future outlook for these vanables hkely
wrll further dampen per—pupxl spendmg gams through the year 2005. i Further, these

y pro;echons tlo not take mto account the loommg cutbacks in federal aid outsxde the educahon
arena ! These are hkely to exacerbate frscal pressures o 'the‘educahon sector as competmon

. As noted m Sectlon 2; state spending on non-educahonchﬂdren § sérvices is defmed for
P »puxposes of this paper as state and local govemment contnbutrons to the mne largest federal
A ’matctungprograms Do T e S

P

o

' - ot —« " THEFINANCE PROJECT -
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Spendmg States' en Three Key Factors 1992

PR . . : . - . .

Educatlon Spendmg

) .Numt;er of states
©:10% or more
-above the national -

) Wlmngne:s to Pay Y .
[Educat!on Tax Effonj

0% or more .
above the natlonal
average g

‘ Number of states
; lo%ormore e
: below thenat:pr'ta'l

. Abllityto Pay, 3
(Per Capita Income] ]Non!iducaﬁon Tax Eﬂ’ort}

10 Lowest spehqmg"smim;.

Soumes Real per-pupnl spendmg and pubhc schcol enrollinent~National Center for Education Statistics, ducatio
: &gmwdmmﬂmmmz per capita income growth—Bureau of Economic Analyszs, historical data and
pm]ecbens for 200 and 2005 containéd in Survey of Current Business, July 1995; and calculations by The Finance Project
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largest programs of A ]
‘ per poor c}uld would'

S \fexpendxtures‘, with: the, .verage state expea en i g a 169;
= o Compared thh the growth of Medxcaud spendmg, growth in AFDC spendmg was relatxvely

- 'states-Cahforma and New York—-and consxderably more d:sparate in rnanyj‘of the seuthem: o
Lo a and westem states (Table 9).~ ' R e

The vanatlon among states m spendm\ on non-educatlon progra' s dlffers amongg

programs, but overall is much greater than the va;natton in educahonls‘ endmg The ‘ratio .

between the highest- and Iowest-spendmg states in 1992, educatmn spendmg per pupxl was 3

tol. Total non-educatxon spendmg per poor child, however, vaned from $3,670 in Alaska to -

$322 in Mzssxsmppt ‘orby aratioof 11to'1. In general states in'the Northeast Mldwest and

- Far West regions had hlgher-than-average levels of non-educatlon spendmg per poor chﬂd

whﬂe states in the Southeast, Southwest, and Rocky Mountam regions” had lower-than- -
average levels of spending. While the ratio between the hxghest- and lowest-spendmg states.

.for Medicaid spending per poor chﬂd was 9-to 1, the variation, was much greater—$2, 074 toA g
: $1 00, or a ratio of 21 to 1~for AFDC spending per poor child (Table 10). ’ '

* An important factor settmg .the context for state spendmg on non-educatxon programs is -

" the large degree of federal mvolvement in this afea relative'to the educatlon area. Federal aid

to education is a small ‘share of total educatxon spendmg Natxonally, it made up less tha.n 7

=

we exanr\med total (1e '
However, ever. when'

2 .G

) rcent mcrease over the seven years

) -\ ~

. '}j. '

‘ - Tl'us is espec1ally true for AFDC where the ratio between the hxghest-spendmg state '
: (Alaska) and the lowest-spendmg state (M.lSSlSSlppl) becomes 8.3 when those states’ spendmg

per poor child is ad]usted by the appropriate matching rate: The ratlo between the hxghest-‘
and Iowest-spendmg states on duldren s Medxcald spendmg per poor chﬂd becomes 3.6.

- THE FINANCE PROJECT

percent of total elementary—secondary educahon spendmg in 1992 By contrast the federal o
mﬂuence is much greater in th non-educatlo“‘ area Not only 0es the federal govemment, ’

23
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S Raho of Educatwn
Education  Non-Education to Non—Educahon
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: the same tune penod

- These overall changes mask large vanatxons in. the changes occurnng among states_ Lo

Three states - (Mlchlgan, anesota, and Wxsconsm) expenenced overall. decreases m non- o

) educatton expendxtures per poor child, while i increases in the other statés ranged up to 133’: '
) .~ percent: Every state experienced an increase in Medicaid- expendxtu:es per poor child, but‘.
EERN s growth rates ranged from less than 10 percent in Cahforma to over 300 percent in five states
© %, (Florida, Rhode Island, South Dakota, Texas, and Virginia). Funding changes in AFDC were
particularly diverse: About one-third of the states--mcludmg California, New York, and
i, some of the other large states--decreased AFDC spending per poor child by as much as 45
R percent, while another roughly one-quarter of the states mcreased spendmg by at least 30
‘ percent and as much-as 123 percent (Tables 11to13). .
. The federal mﬁuence on. state non-educanon spendmg decisions is partxcularly
i notlceable in the Medicaid spendmg changes that states made between 1985 and 1992.
S ‘QNearly all of the states ‘with above-average increases in Medncaxd spendmg per poor child -
- between 1985 and 1992 had below-average levels of spendmg in 1985 (tlus pattem is .

states can be at least partly attnbutable to new federal reqmrements during. this. penod that
B ‘expanded Medxcaxd ehgxbxhty and servlces for ctuldren These new requu-ements probably A

R played a role m the reduct:; n of mterstate drspanhes in. Medxcald spendmg leve}.s for
) V cluldren by 24 percent between 985 and 1992 Despxte the large percentage mcreases in. -
L 'spendmg made by these states, wever, manyr still had below-a ‘1 rage levels of spendmg per '
o ) poor chxld m 1992 (Table 12);, : ' - '

_ " ‘hypothesrze how each factor rmght‘affecb state spendmg on non-educatmn servrces, and then '
s examme state spendmg m relahon to mdxcators of these factors"g: From these analyses we'"'

=

) N ..

.n Because of decreases in AFDC spendmg per poorc chxld in Cahforma, New York and other
o large states, the average incréase for the United States asa whole (as contrasted with. the
average increase among the 50 states that is given above) is. even smaller 55 percent
P Furthermore, looked at over a longer period, AFDC spendmg Iheasures Have actually
... decréased. Between 1975 and 1992, the U'S. average of state AFDC spendmg per poor famﬂy
decreased 31.1 percent; and in relation to personal mcome it decreased 365 percent (Gold et’

al., "How’ Funding Varies,” May | 1995 Tb: 5-10). . B
: P For example, federal legrslatxon passed in 1989 requu'ed states to cover preg:nant women
**"and children up to age 6 with incomes under 133 percent of the poverty level. Leg:slatlon ,

N passed in 1990 reqmred states to.begin to phiase in coverage of all cluldren wnth farmly
: mcomes under 100 percent of the poverty level EELE we ,

26 THEFINANCE PROJECT.

Z : especxally promment among states in the Southeast reglon) Increases in spendmg in these k g
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Southeast. . . . Alabm

R

1992. . Percentage

1985
'Sp.endingp.er Spending per.  Charigein
" PoorChild  Poor Child Real Spending

(in$1992) (in$1992) = 1985-92.

New England Connecticut - $573 $1,051 832%
Maine 204 M2 116.6%
Massachusetts 507 865 70.6%
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