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Introduction

Education financing in the United States is surprisingly complex. While education policy
is primarily a responsibility of each individual U.S. state, local districts are centrally involved in
funding in most states. The federal government plays a minor role in the overall financing of
schools, although this funding gives the federal government influence over larger policy issues.
Revenues are, on average, almost equally raised by states and local districts, while the federal
government contributes approximately 10% of total funding, but these percentages vary
significantly across states. Importantly, layered on top of legislative and executive decisions,
court rulings have proved a source of very active oversight and intervention into the funding
decisions of states and localities. This contribution focuses on this role of the courts, but it is
necessary to understand the larger institutional structure of school finance to contextualize the
specialized interventions of the courts.

The funding of schools is a significant and often contentious policy realm for state
legislatures. While differing across states, the overall structure of school finance tends to remain
roughly the same over long periods within individual states. That structure determines the basic
relationship between state and local funding, revenue sources, and the obligations of local
districts. There are much more frequent adjustments to both the level of funding and the
programmatic uses of additional funds.

Local school districts raise, on average, over 80% of their funding share through property
taxes, although in a few states, districts raise less than half of their funds in this manner. Because
the property tax base tends to be very unevenly distributed within states, most states distribute
disproportionate funds to property-poor districts to equalize revenues across districts.
Nonetheless, the funding formulae for doing so seldom fully neutralize the revenue differences
across districts.

These revenue disparities across districts have been the impetus for the courts to involve
themselves in questions surrounding the constitutionality of the state systems and to participate
in the design of school finance policies. The courts have reviewed financing in almost every state
and have called for changes in financing in many states. These court reviews have considered
both equity in funding across districts as arising from tax base disparities and the adequacy of
overall levels of funding in states.

Ultimately, the clearest generalizations about school funding and about court actions
concern the variation itself in revenue levels and patterns across states. While court cases have



proceeded in similar ways across numerous states, the substance of the cases’ arguments and of
the corresponding decisions has reflected the deep-seated differences in the structure and
evolution of state finance policies.

The funding decisions of states, districts, and the federal government over time are
generally related to education policies and programs, but court decisions are almost always
focused on funding itself. Hence, the impact of the courts on student outcomes is highly
dependent on the effectiveness of any funding adjustments emanating from court decisions.

Key findings

Key finding #1: States have structured their schools and their finances in very different
ways. States differ widely in the organization of local districts, in revenue sources, and in the
split between local and state obligations. As a result, it is difficult to generalize about the efficacy
of any finance policies and, by extension, about the impact of court interventions.

Key finding #2: The historical dependence of local districts on local property taxes can
lead to wide disparities in local revenues, although revenue disparities are also heavily
influenced by a variety of other factors. The value of residential property is closely related to the
incomes of residents, implying that wealthy communities will tend to have larger tax bases than
poorer communities. This difference can lead to wide disparities in local revenues, and these
disparities raise constitutional questions about equal protection under the law. However, the
property tax base also includes commercial and industrial property and excludes some property
such as governmental, educational, and religious property—factors that may reinforce or offset
disparities by household income. States have adopted finance formulae that offset at least a
portion of the variation in tax bases, but the remaining variation has been the source of court
questions about the equity of spending.

Key finding #3: Over the last half century, the courts have entered significantly into
decision-making about school finance. The federal courts do not have a role in school finance
policies because of a ruling on constitutionality by the U.S. Supreme Court, but state courts have
been heavily involved. Beginning with the California court case of Serrano v. Priest, the courts
in all but two states have been asked to rule on the state constitutionality of state school finance.

Key finding #4: Court cases have followed two general lines for evaluating the pattern of
school funding—equity and adequacy. Early school finance court cases focused on differences in
resources across districts (equity). These equity lawsuits were based on the equal protection
clauses of the U.S. Constitution and state constitutions. Over time, they have been more heavily
weighted toward claims focused on the overall level of spending, and they have been based on
the education clauses of state constitutions (adequacy).

Key finding #5: Court rulings have been roughly split between those striking down the
existing state funding system and those upholding the state system. There is no clear pattern of
court decisions across states, which is unsurprising because the court cases depend directly on




the circumstances in each state: the funding formula, the distribution of spending across districts,
the outcomes of schools, and the nature of state constitutional requirements, which differ
significantly across states. Furthermore, outcomes in terms of student achievement have
motivated court actions and have entered into considerations of any remedies for constitutional
violations.

Key finding #6: The lack of consistent evidence on the relationship between spending and
achievement introduces significant problems in court cases. The court cases have focused on
spending levels, while the relevant policy underlying them implicitly considers student
outcomes. The general lack of strong evidence on the spending-achievement relationship is
especially challenging for court cases centered on adequacy. These adequacy cases consider
whether student outcomes are consistent with constitutional requirements, but judgments and
remedies are both framed in terms of spending.

1. States have structured their schools and their finances in
very different ways.

Education is the responsibility of the states, and they have chosen very different ways to
provide education. Perhaps the simplest way to see the diversity is to look at the numbers of
separate school districts in different states. Both state legislatures and the courts tend to focus on
school districts as the appropriate entity for policy, but the size of districts itself may have
important implications for student outcomes that enter into funding decisions and results. Small
districts may better reflect the demands of their constituents, but they may also be less efficient
in their operations.! On the other hand, very large districts may develop excessive bureaucracies
and become inefficient producers. Importantly, households react to both financing decisions and
school performance; so, the make-up of districts in terms of incomes not only is fluid but also
depends on the possibilities for district relocations by families.? Furthermore, the distribution of
districts and the resultant choice opportunities are not static. Over time, the driving force has
been the consolidation of local districts. There are now approximately one-tenth as many local
school districts as there were before World War II (Figure 1). There are currently just 60% of the
districts that existed in 1968, which implies some lessening in local control and local financing.?
This decline in district choice has been offset to some extent by the growth of charter schools.
Charter schools are typically funded separately from other public schools and offer alternative
school opportunities to families who do not have to change school districts to have different
schooling options.* Eight percent of public schools are currently charter schools. Furthermore,
the roughly 13,500 local districts today are divided very unevenly across states. Texas has 1,024
separate traditional school districts and 185 independent charter districts. At the same time, 13
states have less than 100 districts, and Hawaii and Washington, DC, have a single district. Given
these realities, both the locus of decision-making and the institutional structure of school finance
have changed over time.

The aggregate pattern of school funding has also changed over time. School funding is
made up of revenues from state, local, and federal funds. As shown in the plot of school funding
since 1960 (Figure 2), total revenues (in 2021 $) have steadily increased, except for the period



around the 2008 recession. From 1960 to 2019, revenues per pupil more than quadrupled in real
terms.> There is debate over the reasons behind rising spending, but the fact that spending has
been consistently rising well above the rate of inflation and is among the highest in the world
contradicts the idea that spending is inadequate on a national basis.

The pattern of aggregate spending has also changed over time. Local funding was the
largest source of revenue in the 1960s and into the 1970s, but the share from the state overtook
local revenues in the late 1970s. This change has been partly attributed to responses to the court
interventions discussed below.® Historically, the federal government played a minor role in
school funding, but this role increased with the Elementary and Secondary Education Act of
1965.7 As part of the “War on Poverty,” the federal government began funding schools with
substantial numbers of children in poverty. It subsequently added funding for special education
students after the Education for All Handicapped Children Act of 1975 established the
educational rights of special education students. In aggregate, federal funding has been a fairly
constant share of total funding, i.e., approximately 10% since the 1980s, with the exception of an
increased share after the 2008 recession and through the pandemic (not shown).

Again, however, a key element of this funding is the heterogeneity of revenue sources
across states (Table 1). Federal funding, largely consisting of funding for special education and
of compensatory funding for children from families in poverty, ranges from 4.6% of total
revenue in New York to 19.7% in South Dakota. Vermont essentially has no local funding, while
its neighboring state, New Hampshire, has 62% of funds raised locally and only 31% raised by
the state. Hence, it is clear that different states have made dramatically different choices in how
local schools are funded.® Speaking only of the national averages masks the substantial
differences across states.

2. The historical dependence of local districts on local property
taxes can lead to wide disparities in local revenues, although revenue
disparities are also heavily influenced by a variety of other factors.

Historically, local school districts and governments have relied on local property taxes to
raise revenues. These taxes generally raise funds from property owners—both residential
property owners and commercial and industrial property owners.

The importance of property taxes is central to many discussions of school finance
policies and has weighed heavily in the courts’ involvement in school finance. While varying
over time, it is clear that property taxes occupy heterogeneous positions across states. The
aggregate impact of property taxes in a state depends on the overall importance of local revenues
and on the prevalence of the use of property taxes, as opposed to other revenue sources. In the
average state, 83% of local revenue comes from property taxes.’ However, this reliance ranges
from less than half of local revenues in six states to over 90% in 12 other states. When combined
with the overall importance of local revenues, we see that property taxes range from 11% of total
revenues in Alaska to 62% in New Hampshire, with a state average of 36%.

The value of residential property is closely related to the income and wealth of residents.
Hence, for any given property tax rate, the revenue that can be raised from this source tends to be
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directly related to the incomes of residents. As described below, this simple observation has had
a very large impact on the courts’ involvement and on policy discussions about school finance.

Importantly, the total property tax base is not the same as the residential tax base. The
total property tax base includes the value of commercial and industrial properties'® and generally
excludes property owned by religious organizations and educational institutions (although
payments by these entities in lieu of taxes are common). The mix of residential property and of
commercial/industrial property varies considerably by state and district.!! For example, New
York City has a substantial concentration of poor families but is property rich given the extensive
infrastructure of commercial and industrial properties. However, other states find that “property
poor” is synonymous with a concentrated poor population.

The potential impact of varying property tax bases on local funding has long been
recognized. In 1923, Strayer and Haig outlined how New York state revenues could be used to
compensate for the differential ability of local districts to raise revenue. In particular, if a local
district could not meet the level of spending chosen by the state when taxing property at a
specified rate, then the state would make up for the shortfall.!? In other words, the state would
compensate for a low property tax base with funding that would bring each district up to the
desired (foundation) spending level.

The Strayer—Haig idea is the substance of foundation funding plans that are the used by a
majority of states in 2024.'3 However, the actual impact of this financing mechanism depends on
a series of choices, including the foundation spending level, state-specified tax rate, range of tax
rates that can be chosen locally, and restrictions on the use of local revenues above the
foundation level. Hence, even though the typical foundation plan adjusts state funding to reduce
the impact of variations in the local tax base, there is substantial variation across states in the
degree that state funding offsets differences in the tax capacity of local districts.

The simple formula for the base funding level from state foundation plans or their
alternatives is typically modified to incorporate student variations and other potential cost
drivers.'* Most states include additional funding for disadvantaged students (generally defined in
terms of poverty), special education students, English learners, and other aspects of districts that
might be related to extra services that the districts offer. In some states, these adjustments also
consider additional funding for rural districts and for dense urban districts—factors that are
directly related to the changing structure of districts noted previously. However, there is no
standard across states for how large such payments might be.'* This additional funding for
students also interacts with funding for programs aimed at students from families in poverty and
those with special needs that are the focus of federal education support.

The implication of these various choices made by individual states and of how they
interact with the characteristics of local districts is that states differ dramatically in both overall
spending and the distribution of spending across students within each state. The resulting pattern
of spending across states is a wide disparity in spending per student by geography. As shown in
Figure 3, while total U.S. spending in 2021 averaged $16,345 per pupil, it ranged from $10,261
in Idaho to $28.,261 in New York and $33,222 in Washington, DC. Undoubtedly, the cost of
living differs across states, but it certainly does not differ by a factor of three.

Both in research and in the court cases discussed below, most attention is directed to
within-state differences in funding. Historically, attention focused on unadjusted differences in



spending across districts.'® Over time, particularly with the availability of better data, discussions
have become more sophisticated in defining horizontal equity and in considering different
demographic compositions of school populations, and it is now possible to provide detailed
pictures of how adjustment choices affect within-state revenues. !’

3. Over the last half century, the courts have entered
significantly into decision-making about school finance.

While the executive and legislative branches constitutionally have authority over school
appropriations, the courts have been significantly involved in overseeing school finance.!'® Two
books provided a legal argument for federal court involvement in school finance, but subsequent
legal decisions by the U.S. Supreme Court moved school finance to state courts.

In 1968, Arthur Wise laid out the argument that the pattern of local variations in school
funding violated the equal protection clause of the Fourteenth Amendment to the U.S.
Constitution.'” This argument focused on the general reliance on local property taxes that, as
discussed, significantly contributed to wide variations in the ability of individual districts to raise
funds. While education was not mentioned in the U.S. Constitution, Wise compared the case for
federal court involvement in education funding to cases of desegregation or voter rights, in
which the courts had already become involved.

The publication of Private Wealth and Public Education by John Coons, William Clune,
and Stephen Sugarman shortly followed in 1970.2° At over 500 pages, this legal treatise
presented empirical evidence on inequities in funding related to district wealth and then
produced the legal case against unequal funding based on local property taxes and the influence
of wealth. Their Proposition 1 was that “the quality of public education may not be a function of
wealth other than the total wealth of the state” (p. 304). Having previously argued that, at least
on practical grounds, the quality of education should be defined as synonymous with spending,*!
their policy prescription was to change funding to equalize the ability to fund local schools either
by changing the finance formula to one of “district power equalizing” or by moving to individual
choice of schools.?? Because of the previous inability of legislatures to address funding
inequities, they argued that the courts should enter school finance determination based on the
Fourteenth Amendment to the U.S. Constitution and its requirement of equal protection under the
law.

These arguments did not convince the U.S. Supreme Court, which in 1973 ruled in San
Antonio v. Rodriguez * that education funding was not a fundamental right under the U.S.
Constitution and should not be examined under principles of strict scrutiny, implying that it was
just necessary to show a rational basis for reliance on local property. The Court’s 5-4 decision
held that the Texas funding system, which was at the heart of the case, even if imperfect, did not
violate the equal protection clause of the U.S. Constitution.



This federal ruling turned the policy and legal focus to state courts, where state
constitutions invariably had their own equal protection clauses.?* State cases had begun to work
through state courts in parallel to the federal case. The first California decision in Serrano v.
Priest in 1971 (and the second Serrano decision, made post-Rodriguez, in 1976),% established
the viability of state school finance cases. Litigation in additional states quickly followed.

School finance litigation has proceeded and grown in terms of the number of court
cases.?® Between 1968 and 2020, there were 205 cases covering all states (except Utah and
Hawaii) that were decided in state courts. As shown in Figure 4, these cases have been very
unequally distributed, with the largest number of individual cases being in California (14),
Kansas (10), New York (10), and Texas (7).

While slightly less than half of these cases have had a decision calling for changed
financing by the state, the widespread oversight of school finance by the courts is obviously an
important element of policy deliberations outside of the courts.

4. Court cases have followed two general lines for evaluating
the pattern of school funding—equity and adequacy.

The original arguments of Wise and of Coons, Clune, and Sugarman stress “equity”
arguments based on equal protection, and they called for comparisons of the spending
differences among local school districts. However, such comparisons are not entirely
straightforward because there is no uniform view on any spending adjustments for needy
students (such as disadvantaged or special education students). While the desirability of adjusting
funds for various demographic and cost factors has been recognized since the earliest
discussions, the appropriate adjustments have frequently been one of the disputed topics in
equity lawsuits. Additionally, Coons, Clune, and Sugarman permitted spending differences due to
local preferences, while other participants in school funding debates have not accepted this view
of appropriate equity standards.

The equity cases incorporated one controversial element. Because spending equity could
be achieved at various overall spending /evels in a state, initial discussions of equity cases often
included discussions of leveling-up to higher-spending districts or leveling-down to lower-
spending districts. Proponents of these lawsuits generally believed that leveling-down would not
be an appropriate response to their concerns.

Discussions of the level of spending were subsequently introduced through a second basis
of court complaint. “Adequacy” cases focused directly on the level of spending and have been
argued generally based on the education clauses of state constitutions. All states have education
clauses establishing their public schools and providing very general descriptions of the
requirements for schools.?’ For example, common language includes requirements that the
system of the state’s schools be “thorough and efficient,” “general and uniform,” and “free.”
These clauses essentially never give direct guidance on spending, by default leaving such
decisions up to the courts when faced with school finance litigation.

The beginning of adequacy legislation is often identified with the Kentucky Rose case in
1989, but the reality is that adequacy arguments were introduced in the early state cases.® As
shown in Figure 5, both the number of cases and the prevalence of adequacy cases have



increased over time. While half of the cases in the 1970s were purely equity cases, only 16% in
the 2010s were purely equity cases. Hence, there has been increasing court attention to whether
states are spending enough according to interpretations of the state constitution or the policies of
the courts.

The adoption of federal accountability standards under No Child Left Behind (NCLB)
also entered into court discussions. NCLB required each state to set performance standards for
students and to measure how well students were doing over time in achieving “proficiency”
under these standards.? State standards for accountability were frequently adopted in plaintiffs’
court complaints as a clear measure of how to interpret the constitutional requirements of the
state. Hence, having measures of student achievement that were far below “proficiency”
provided support for the argument that schools did not have sufficient resources to meet state
standards. This argument, converting student achievement deficiencies into a case for added
resources, became a central part of many adequacy lawsuits.*°

One important aspect of the court cases is the exclusive focus on spending, at least in
regard to any consideration of remedies for state finance systems that are found to have
constitutional deficiencies. The courts lack the overall expertise to make judgments about
programmatic elements of any spending, and they also face issues of enforcement of any
decisions straying from pure spending.’! Given these realities, the decisions about school finance
made by the courts differ noticeably from most state and local finance decisions made by the
legislative and executive branches. Choices of the latter branches are much more closely related
to education policy development and how money is spent than on the funding per se.

5. Court rulings have been roughly split between those striking
down the existing state funding system and those upholding the state
system.

In court cases, the plaintiffs ask the courts to strike down the existing system of school
finance, and the defendants (representing the state government) seek to continue the existing
system.*? In the aggregate, defendants have prevailed in slightly more than half of these cases.
As shown in Figure 6, the decade from 2000 to 2009 was the high-water mark for plaintiff
victories. However, that pattern was reversed in the 2010s, when 61% of rulings were for the
defendants.

It is difficult to generalize about the nature of the cases and rulings since these are all
state actions that depend on the circumstances of the funding seen at the time that the courts were
involved and on the separate interpretations of state constitutional requirements. Additionally,
decisions for the plaintiffs do not always lead to legislative action.** Indeed, looking at
expenditure growth and comparing spending levels after decisions to those before decisions,
Hanushek and Joyce-Wirtz find little impact of the courts on spending.** Simple accounting
regressions across states show no differences in spending levels by either court decisions or by
the number of court cases.*



Hence, it is remarkable that the significant involvement of the courts in decisions about
school finance has not produced clearer results. The court cases themselves entail a considerable
commitment of resources, with the average case lasting 3.5 years from filing to final decision.>*

6. The lack of consistent evidence on the relationship between
spending and achievement introduces significant problems in court
cases.

There have been long-standing questions about the effect of spending on school
outcomes, with little evidence of any simple relationship.” As LAFORTUNE/MCGEE argue,
“The evidence is limited on which policies and types of spending work for different students in
various circumstances.”

There is significant interplay between questions about the effectiveness of resource usage
and the involvement of the courts in school finance decisions. As Coons, Clune, and Sugarman
presciently argued, it is very difficult for courts to judge what causes student outcomes and what
elements are a legitimate focus of court attention.®® This difficulty led them to focus exclusively
on funding, which they label “opportunity.” This pragmatic argument is reasonably clearer in
equity suits based on equal protection; it is less clear in adequacy suits that consider whether the
system is supplying constitutionally required levels of schooling.

A large portion of early evidence on this spending—achievement relationship clearly does
not meet current quality standards because it does not adequately consider other factors that
might underlie this relationship. However, the interpretation of more recent research that meets
contemporary quality standards remains unclear. Although this literature is quite recent—Ilargely
coming over the last decade—there have been multiple reviews.>* The purpose here is not to add
another review or to critique this research. Instead, the purpose is to put this literature into the
perspective of school finance deliberations and, in particular, the involvement of the courts.

Consideration of spending and outcomes has entered legal cases in two principal ways. In
many cases involving adequacy, the plaintiffs (who are arguing against the adequacy of the
current system) have employed consultants to “cost out” an adequate system.*’ In these studies,
analysts use a variety of approaches to develop estimates of what it would cost to achieve the
level of student performance that is chosen to indicate what is constitutionally required. These
spending levels can then be compared to existing funding.

The crafting of remedies upon a financing system’s being found deficient in a state
lawsuit is the other way in which the costing-out issue has entered into considerations. Because
the courts have little alternative but to rely on funding when specifying, monitoring, and
enforcing any potential remedy for a constitutional defect, they need some way of determining
the spending that is required.

Unfortunately, none of these costing out approaches can avoid the problem of limited
evidence on the key spending—achievement relationship.*! Performing such costing out requires
valid estimates of how different spending levels lead to given achievement levels. Each of the
existing research reviews indicates that more recent estimates are more likely than the earlier
literature to indicate that added resources show a positive and significant relationship with
student outcomes. However, the estimates are widely different across the various existing impact



studies—ranging from negative spending—achievement relationships to unbelievably large
positive estimates and having varying degrees of statistical significance. This range goes beyond
pure estimation and sampling errors.

The simplest interpretation of the existing set of studies is the general conclusion that the
way in which money is used has important implications for results. In other words, the specific
use and context are important, but problematically, there is not a simple explanation for what
leads to any differences in impact. Nonetheless, the courts need such information because it is
central to adequacy cases.

In the other direction, there is some hint that court actions have influenced spending
patterns. First, as shown in Figure 2, the dominance of local revenues seen before the late 1970s
was eliminated, which is occasionally attributed to the scrutiny of local funding differences by
the courts. Second, in an extensive analysis of trends in within-state variations in school
spending, an Urban Institute calculator provides a detailed description of how spending by the
nation has moved from slightly regressive (the poor receiving less funding than the nonpoor) in
1995 to slightly progressive (the poor receiving more funding than the nonpoor) in 2019.4? This
aggregate change might also reflect some influence of court decisions. Again, however, the
average masks substantial differences across states, such as the strong progressive spending in
South Dakota and the regressive spending in Connecticut and Rhode Island. These observed
differences across states do not readily line up with court actions, but the threat of court actions
may contribute to legislative decisions beyond just court judgments.

Conclusion

In the U.S., funding for schools is complicated. The federal system places the primary
responsibility to provide elementary and secondary education with each individual state, and the
states have chosen very different ways to organize and fund their schools. The decision-making
process for school finance is frequently difficult and contentious, and this process is made even
more complicated by the strong involvement of state courts in school finance policy and
decisions.

Decision makers in the executive and legislative branches of state and federal
governments, along with those in local school districts, have developed a variety of approaches
for ensuring that schools have the resources necessary to do their job. The funding patterns that
have resulted continue to be questioned on the grounds of inequitable opportunities across
districts. Additionally, the results, as measured in terms of student outcomes, have not constituted
the outcomes that are desired.*® As a result, state courts have been asked to actively enter into
decision-making about school finance.

The heterogeneity of circumstances across states makes it difficult to tell any one story
about school funding, concerns with financing mechanisms, or the role and impact of the courts.
Nonetheless, the continuing application to the courts for changes in the structure of state school
finance arrangements indicates a degree of ongoing dissatisfaction with school policymaking.
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Figure 1. History of the number of school districts in the U.S.
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Figure 2. Revenues by source, 1960-2019
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Figure 3. Current and capital expenditure per pupil by state, 2021
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Figure 4. Number of court cases by state, 1968—-2020
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Figure 5. Court cases by decade of filing and by type, 1970-2019
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Figure 6. Latest ruling by decade, 1970-2019
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Table 1. Variation in revenue sources across states, 2021

Minimum Maximum
Source of Revenue | Average Percentage Percentage Percentage
Local 43.6 (Vefrfont) (New I?iﬁ?pshire)
State 45.8 (Mizsgsfuri) (Veiligm)
Federal 10.6 (Nevi"?(ork) (Sout1119]j721kota)

Notes: Hawaii and Washington, DC, are excluded because, as a result of their single-district status, there
is no local funding (Hawaii) or no state funding (DC).

Source: U.S. Department of Education. Digest of Education Statistics 2023. Washington, DC: National
Center for Education Statistics, 2023 and prior years.
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