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How Taxpayers Benefit When Students Attain Higher Levels

of Education

eeting the educational demands of the

future will be expensive; however, in

most states, public schools from kin-

dergarten through the university level
already experience budgetary challenges. Policy-
makers in many states face the challenge of moti-
vating taxpayers to provide the funds required
to meet mounting educational needs. Taxpayers
who do not have children in public school may
question why they should contribute to the sup-
port of public education or why those who stand
to benefit the most—the students—should not
pay more for their education.

To address these issues, RAND researchers
examined the value that taxpayers receive as a
result of increases in students’ levels of education.
Using statistical modeling methods and data from
a nationally representative sample of individuals
included in the 2002 Survey of Income and Pro-
gram Participation, they analyzed how increases
in an individual’s educational attainment are
associated with tax revenues, expenditures and
revenues for social support and insurance pro-
grams, and spending for prisons and jails. The
researchers examined four levels of educational
attainment: some high school, high school gradu-
ation, some college, and college graduation. They
found that an increase in a student’s educational
attainment—for example, completing high school
rather than dropping out—is associated with
substantial value for taxpayers over time.

The results of this study could serve as a
starting point for a subsequent cost-benefit
analysis of specific programs or policies that
would induce students to complete more school.
While the results describe how the public budget
benefits when a single student attains a higher
level of education, a more complex analysis would
be required to draw broader conclusions about
the benefits to taxpayers from specific invest-

Abstract

RAND researchers examined how taxpayers
benefit from increases in students’ educational
attainment. Using statistical modeling and
national data, they analyzed how increases in

educational attainment are associated with tax
revenues, funds for social support and insur-
ance programs, and spending on incarceration.
The researchers found that, for all racial/ethnic
groups, an increase in a student’s educational
attainment—for example, completing high
school rather than dropping out—is associated
with substantial value for taxpayers over time.

ments in educational programs or policies to raise
attainment among groups of students. However,
this study demonstrates that there is a value to
taxpayers from programs or policies that result

in greater educational attainment, even if the
taxpayers do not have children in public school.

More Highly Educated People
Contribute More in Taxes
Greater educational attainment increases the
likelihood that an individual will be employed and
raises the level of his or her wages when employed.
Although researchers cannot estimate the causal
relationship precisely, the available evidence indi-
cates that more education is associated with at least
7 to 10 percent higher earnings per additional year
of schooling among those who are employed. The
higher earnings realized by more highly educated
people result in higher tax payments and higher
payments to social support and insurance pro-
grams, such as Social Security and Medicare.

The RAND researchers modeled tax and social

support and insurance payments as a function
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of education level, age, and demographic characteristics, and
they found that, for every population group, increases in an
individual’s education level were associated with substantial
increases in payments into social support and insurance pro-
grams. Graduating from college rather than ending schooling
with some college was associated with the largest increase in
tax payments, followed by obtaining a high school diploma
rather than dropping out of high school. The difference
between the tax payments made by a person with a high
school diploma and a similar person with some college was
smaller, but still substantial. The figure shows, by race/ethnic
group, the estimated value, in 2002 dollars, of the additional
tax payments a native-born man would pay over his lifetime,
on average, if he increased his education level as compared
with dropping out of high school.

To address the possibility that the analysis might be
overstating the relationship between education level and tax
payments, the RAND researchers also repeated the analy-
sis while reducing the estimated effect by 25 percent. They
found that the value to taxpayers from an increase in educa-
tion from one level to the next would still be positive, but
only two-thirds as large as the original estimate, if the effects
of education on public revenues and costs were 25 percent
smaller than their original estimates.

Those with More Education Draw Less from
Social Support Programs

Because an increase in educational attainment is associated
with a higher likelihood of employment and higher wages
for an individual when employed, it is also associated with

a lower likelihood that the individual will draw on social
support programs, such as Temporary Assistance for Needy
Families, Unemployment Insurance, housing subsidies, the
Supplemental Nutrition Assistance Program (food stamps),
and Medicaid. The higher earnings resulting from greater
educational attainment also reduce the amount that a more
highly educated person is likely to collect when he or she
does participate in most social support programs, with the
exceptions of Unemployment Insurance and Social Security.
These reductions in the costs of social support programs
represent a value to taxpayers, who would otherwise have to
fund the programs at a higher level. The RAND researchers
found that the greatest reductions in spending on social sup-
port programs were associated with an individual graduating
from high school rather than dropping out.

Again, to address the possibility that the analysis might
be overstating the relationship between education and the
amount that a person is likely to collect from social support
programs, the researchers repeated the analysis while reduc-
ing the estimated effect by 25 percent. They found that

Lifetime Increases in Tax Payments Resulting from
Increased Education, U.S.-Born Men
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paid by a high school dropout. Dollar amounts are expressed
in 2002 dollars discounted to age 18 using a 3 percent real
discount rate.

even with this reduction in the estimated effects, the lowest
estimate of the lifetime savings on social support program
spending was about $15,000 for white, U.S.-born men.

More Highly Educated People Are Less Likely to
Incur Incarceration Costs

Although the direct causal relationship is difficult to mea-
sure, there is a good deal of evidence that more education

is associated with a lower likelihood of criminal activity.
Therefore, increases in educational attainment are also asso-
ciated with a reduced likelihood of an individual becoming
incarcerated. Reductions in the size of the prison and jail
population decrease the costs of operating and maintain-
ing correctional facilities and thereby reduce demands on
the public budget. Focusing on the savings that would be
achieved on spending for state prisons and county and
municipal jails, the researchers found that increases in edu-
cational attainment are associated with the greatest savings
in incarceration costs among those who graduate from high
school rather than dropping out. The savings to the public
budget would be less from those who have some college edu-
cation rather than just a high school diploma, and relatively
little from those who graduated from college with a degree.
When the researchers repeated the analysis while reducing
the estimated effects by 25 percent, the estimated savings
were proportionally lower.



Raising Students’ Levels of Education Yields Net
Benefits to the Public Budget

To estimate the net benefits to taxpayers of increased edu-
cational attainment, the researchers calculated the sum of
the increases in public revenues from higher tax contribu-
tions and the reductions in spending on social support and
incarceration, minus the cost of providing the additional
education. For the 2001-2002 school year, the costs to
taxpayers per student in a public educational institution were
about $7,700 for K-12, $7,600 for community college, and
$10,000 for a four-year college or university. (These amounts
reflect the then-current operating costs, but not the costs of
any programs that might have encouraged students to con-
tinue their education to these levels.)

For example, on average, increasing a U.S.-born white
male’s educational attainment from some high school to
high school graduation would be associated with increased
tax payments over his lifetime equal to $54,000 (all figures
in this paragraph are in 2002 present-value dollars). The
increase in his educational level would also be associated with
reduced future demands on social support programs and
reduced future incarceration costs equal to about $22,000
and $13,000, respectively. Thus, the average total value asso-
ciated with increasing this individual’s educational level from

some high school to high school graduation would equal
about $89,000. Providing the additional education would
cost about $15,000, so the net value to taxpayers would be
about $74,000. Even if the estimated effects are reduced by
25 percent, the estimated savings for this individual would
be about $51,000.

The magnitude of the observed effects were similar for
other groups. Therefore, regardless of a student’s gender or
race/ethnicity, raising the level of education he or she attains
is associated with benefits for the public budget.

Policy Implications

While these estimates are subject to the inherent uncertain-
ties of any estimate of future trends, the results of this study
show that there is a value to taxpayers when students attain
higher levels of education. Therefore, policies and programs
that succeed in leading students to increase their educational
attainment at least to high school graduation may yield
long-term and substantial value to taxpayers and for society
at large, in addition to the financial and other benefits for the
individuals whose educational attainment is increased. Policy-
makers should consider these potential benefits in assessing
the importance of finding, funding, and implementing pro-
grams aimed at increasing educational attainment. m
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