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Historically, elementary and secondary edu-
cation has been the largest item in state budgets.
During the past three decades, state spending on
public education has grown both in terms of rev-
enues spent per pupil and as a percentage of total
personal income. Spending on K–12 education is
expected to continue to rise during the next few
years, mainly because of the increased number of
teachers and other school personnel that will be
needed to meet increased enrollment.

In view of the large share of state budgets
devoted to public education and the cost increas-
es expected in the future, it is appropriate to ask
how state policymakers might reduce the rate of
growth of local and state spending on education.
One of the most promising means for doing so is
school choice. To demonstrate the potential
impact of school choice on state budgets, this

paper draws from legislative and independent
evaluations of the fiscal effects of such programs
in the states that have enacted or are contem-
plating enacting them.

Results from existing programs in Arizona,
Milwaukee, Cleveland, Florida, Pennsylvania,
Maine, and Vermont indicate that school choice
makes fiscal sense. In addition, analyses of pro-
posed school choice programs in Utah, South
Carolina, New Hampshire, Baltimore, and
Virginia conclude that those programs would
save money and give an idea of the savings that
could result from similar programs in other
states.

Thus far, much of the debate over school
choice has focused on the educational benefits it
could bring. It can bring significant fiscal bene-
fits as well.
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Education and State 
Budgets

Historically, spending on elementary and
secondary education has consumed the largest
share of state budgets. In 2004 spending on K-
12 education accounted for nearly 22 percent
of state budgets, and some states spend 25 per-
cent or more on education (Table 1).1 Employ-
ment in public education is by far the largest
component of state and local government; it
accounts for nearly three in five jobs at the local
level and close to half (45 percent) at the state
level.2 The large portion of taxpayer dollars and
employment allocated to education suggests
that the area deserves intense scrutiny as state

legislatures address the challenges in balancing
their budgets.3

In spite of rhetoric to the contrary, spending
on education has continually increased both in
terms of revenues spent per pupil and as a per-
centage of total personal income. Figure 1
shows the growth in average expenditures per
pupil between 1965 and 2001. Between 1985
and 1990 expenditures per pupil grew by 14
percent. After a brief leveling off, they contin-
ued to grow through the 1990s. Between 1995
and 2001 per pupil expenditures rose 15 per-
cent to $8,992.4

Another indicator of the rising cost of educa-
tion is the ratio of local and state spending on
education to total personal income. Between
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Table 1
Percentage of State Budgets Spent on K-12 Education, 2003

10%–15.9% 16%–20.9% 21%–25.9% 26%–30.9% 31%–40%

West Virginia 12.5 Rhode Island 16.0 Oklahoma 21.8 Minnesota 26.4 Michigan 31.5

Connecticut 13.8 Nebraska 16.1 Illinois 22.3 Idaho 26.6 Vermont 38.0

Wyoming 14.4 Tennessee 16.4 New Mexico 22.7 Georgia 26.9

Oregon 15.1 Virginia 16.9 New Jersey 22.7 N. Hampshire 27.5

Alaska 15.5 Arkansas 17.3 Alabama 23.1 Texas 28.8

South Dakota 15.5 North Dakota 17.5 Colorado 23.4 Utah 30.5

Maine 17.7 N. Carolina 23.4

Maryland 18.1 Washington 23.6

Pennsylvania 18.1 California 24.0

South Carolina18.2 Delaware 24.7

Iowa 18.3 Indiana 24.8

Wisconsin 18.3 Kansas 24.9

Massachusetts18.4 Missouri 25.0

Nevada 18.6

Arizona 18.8

Ohio 19.0

Montana 19.1

Kentucky 19.2

Mississippi 19.8

Louisiana 20.0

Hawaii 20.2

New York 20.3

Florida 20.4

Source: National Association of State Budget Officers, 2003 State Expenditure Report (Washington: National

Association of State Budget Officers, 2004), Table 8, http://www.nasbo.org/Publications/PDFs/2003ExpendReport.pdf. 



1950 and 1999 public revenue spent on elemen-
tary and secondary education as a percentage of
personal income grew from about 2.3 percent to
4.5 percent. Except for a period in the early and
mid-1970s, when the percentage of total per-
sonal income going to education peaked at
about 5 percent, parents and other taxpayers
have been spending a larger share of their
income on public education than they used to.5

Interestingly, the sources of public school
revenue have shifted since 1970. Federal fund-
ing rose from 8 percent to nearly 10 percent in
1978 and since has declined to just slightly
more than 7 percent. As shown in Figure 2, dur-
ing the same period state government replaced
local government as the principal funding
source for schools. In 1970 local sources pro-
vided 52 percent of school funding while the
state provided 40 percent. In 2001–02 the fig-
ures were almost reversed.6 That shift has
placed increased fiscal stress on state budgets.

Reasons for the Rising
Cost of Education 

Explanations for the cost increases in pub-
lic education generally relate to three factors:

increase in the number of employees in rela-
tion to student enrollment, artificially high
labor costs, and patterns of teacher retention.

Increase in Number of Employees in
Relation to Student Enrollment

Public education has undergone explosive
employment growth, making it America’s
third-largest growth industry throughout the
1990s. During the 10-year period between
1988 and 1998, public education expanded
the number of its employees by 23.7 percent,
exceeding the 20.7 percent growth rate for the
overall private economy. During the same
period, only employment in health services
and business services grew more than employ-
ment in public education.7

During the past 20 years, the rate of
employment growth in public education has
been more than twice the rate of growth in
the number of students.8 As shown in Figure
3, between 1979 and 2000 student enroll-
ment grew by 13 percent. During the same
period the total number of school employees
grew by 61 percent, and the number of teach-
ers grew by 35 percent. Nationally, public
schools now have about 1 employee for every
8.1 students,9 and teachers make up only 40
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Average Expenditures per Pupil (for fall enrollment)

Source: Digest of Education Statistics 2003, Table 166.
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Percentage Distribution of Revenue for Public Elementary and Secondary Schools, by
Source, School Years 1969–70 and 2001–02

Sources: Digest of Education Statistics 2003, Table 156; and C. Cohen and F. Johnson, Revenues and Expenditures for

Public Elementary and Secondary Education: School Year 2001–02 (Washington: U.S. Department of Education,

National Center for Education Statistics, 2004), Table 2, http://nces.ed.gov/pubs2004/2004341.pdf. The most recent

data available are for 2001–02.
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Growth in Student Enrollment, Instructional Staff, and Number of Teachers, 1979–2000

Source: Digest of Education Statistics 2003, Tables 36 and 64.

Note. Instructional staff includes nonteacher school employees. 



percent of total school employees.10

The growth in public school employment
in relation to student enrollment is reflected
in the decline in the pupil/teacher ratio. In
1970 the average pupil/teacher ratio in pub-
lic schools was 22.3. By 2001 the ratio had
declined to 16.3 (Table 2).

Artificially High Labor Costs
Labor costs in public schools tend to be

artificially high compared with those in pri-
vate schools and with salaries of other profes-
sionals in the same occupational category. The
higher pay is likely due to the strong influence
of the teacher unions. Through negotiation,
political pressure, and the threat of strikes, the
teacher unions are able to artificially increase
salaries beyond what they would be otherwise.
Today the average public school teacher’s
salary is 35 percent greater than that of the
average private school teacher.11 According to
the latest compensation survey data published

by the Bureau of Labor Statistics, the average
hourly wage for workers in teachers’ occupa-
tional category (“professional, specialty, and
technical”) was $28.74. For example, regis-
tered nurses earned $25.72 per hour, psychol-
ogists earned $29.19 per hour, and urban
planners earned $26.12 per hour. By compari-
son, elementary school teachers earned $31.79
per hour and secondary school teachers
earned $31.87 per hour.12 Also, health insur-
ance and retirement benefits are much higher
for public school teachers than for private
school teachers. Benefits for public-sector
employees as a whole are about 31.3 percent of
salary; they are only 15.8 percent of salary for
private-sector employees.13 Benefits for public
school teachers average 21.5 percent of salary,
while the comparable figure for private school
teachers is 18 percent.14

Patterns of Teacher Retention
Another factor that contributes to artifi-
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Table 2
Pupil/Teacher Ratios in Public Schools, 1970–2001

Year Pupil/Teacher Ratio Year Pupil/Teacher Ratio

1970 22.3 1986 17.7

1971 22.3 1987 17.6

1972 21.7 1988 17.3

1973 21.3 1989 17.2

1974 20.8 1990 17.2

1975 20.4 1991 17.3

1976 20.2 1992 17.4

1977 19.7 1993 17.4

1978 19.3 1994 17.3

1979 19.1 1995 17.3

1980 18.7 1996 17.6

1981 18.8 1997 17.2

1982 18.6 1998 16.9

1983 18.4 1999 16.6

1984 18.1 2000 16.4

1985 17.9 2001 16.3

Sources: For 1970–95: National Center for Education Statistics, Downloadable Tables from State Comparisons of

Education Statistics: 1969–70 to 1996–97, http://nces.ed.gov/pubs98/98018/data/tab24.prn. For 1996–2001: Digest

of Education Statistics, 2003, Table 63.



cially high labor costs in public schools is the
granting of tenure, which creates a high con-
centration of faculty at the top of the salary
scale. Private schools generally do not grant
tenure and therefore have a teacher turnover
and attrition rate approximately twice that of
the public schools. For that reason, private
schools have a much flatter mix of faculty on
the salary ladder than do public schools.
According to the U.S. Department of
Education’s Schools and Staffing Survey for
1993–94, private schools had 45.2 percent of
faculty with 10 or more years’ experience. The
comparable number for public schools was
64.8 percent.15 Combined with the fact that
public schools pay higher salaries than do
private schools, the larger number of faculty
who are paid at the top of the salary schedule
results in higher average labor costs for pub-
lic schools. Although private schools employ
a smaller portion of teachers with high levels
of experience, they are able to maintain a
high-quality level of service.16

John Wenders, an economist at the Univer-
sity of Idaho, compared costs of public and pri-
vate schools and attempted to account for the
differences. He found that, on average, public
schools cost 42 percent more than private
schools for comparable services (taking into
consideration different student demographics
and additional costs for providing special edu-
cation and complying with other mandates
that fall on public schools).17

Wenders also showed that the additional
public school costs are dissipated primarily
into bloated labor costs, massive growth in the
number of school employees in relation to stu-
dent enrollment, and what economists call
“rent-seeking” activities. Rent-seeking activi-
ties are those that are directed toward lobby-
ing for additional funds and favorable regula-
tions rather than improvements or services.18

Predictions of Future 
Costs of Education

Experts predict that the cost of K–12 edu-
cation will continue to rise for at least the

next few years mainly because of increases in
the number of teachers and other school per-
sonnel that will be needed to meet changes in
enrollment, which is projected to rise by 4.3
percent by 2013.19 Enrollment increases are
expected to occur nationwide, except in the
Northeast, where a decrease is expected. The
largest amount of growth is projected to
occur in the West, where an increase of 13
percent is expected by 2013.20

To accommodate that increase in enroll-
ment, the nearly nine million jobs in state
and local education are expected to increase
by 2.1 million by 2012, a 25 percent increase.
That rate of growth is substantially above the
14 percent increase projected for all occupa-
tions combined.21 Per pupil expenditures in
constant dollars are projected to increase by
26 percent by 2012.22

Reducing the Growth of 
Education Costs through 

School Choice
In view of the large portion of state budg-

ets devoted to public education and the cost
increases expected in the future, it is appro-
priate to ask how state policymakers might
reduce the rate of growth of education costs.
If state policymakers wish to balance budgets
and control spending increases, they should
focus attention squarely on education. Be-
cause education consumes such a large por-
tion of state budgets, any legislative failure to
address education costs will create pressure
for increased taxes or for disproportionate
cuts in other state services.

One of the most promising means of
reducing the growth of state education costs is
school choice. In very basic terms, school
choice saves public funds by providing parents
some (or all) of private school costs. If families
exercise this option, it saves public funds
because of the difference between average
costs of private and public schooling per
pupil. According to the most recent data avail-
able from the National Center for Education
Statistics, average private elementary school
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tuition in the United States is less than $4,000,
and average private secondary school tuition is
around $6,000 (Table 3). Since average per
pupil spending for public schools is $8,992,
states would save money by allowing students
to choose private schools.23

Whenever a student leaves the public sys-
tem, that’s one child fewer that the state
must educate at a higher public cost.24

Shifting a portion of student enrollment to
private schools would enable states to slow
the growth of education costs without affect-
ing the per student level of funding. Per stu-
dent funding for public schools would
remain the same, but because more students
would be using lower-cost private schools,
overall state expenditures for education
could be reduced. In states experiencing high
enrollment growth, choice would allow the
private sector to absorb a portion of that
growth, reducing the burden on state budg-
ets. In those states the public school budget
would continue to grow, but not at the rate
that it otherwise would.

By offering choice to slow rising education
costs, policymakers are not “giving up” on
public schools. Choice simply allows states to
spend more wisely and focus resources on

fewer students. Many educators believe that
smaller classes result in better education. If
they are right, a decline in student enrollment
at public schools would result in better educa-
tion for public school students.

Ignoring the very rich discussion and
analysis that surround the political and
philosophical concerns about school choice,
this analysis restricts its focus to the cold
reality of limited state budgets that must
provide a wide array of programs and ser-
vices. The fiscal benefits of school choice
show that it should be part of a responsible
state budgetary strategy.

Fiscal Impact of School 
Choice on State Budgets
To show the potential fiscal impact of

school choice on state budgets, this paper
examines those states that have enacted school
choice programs and draws from legislative
and independent evaluations of the fiscal
effects of such programs. The following sec-
tions examine school choice programs in seven
states where choice has existed for some time
and for which fiscal impact data are available.
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Table 3
Private Elementary and Secondary Tuition by Type of School and Level, 1999–2000

Type of School Average Tuition Type of School Average Tuition

All Private Schools $4,689 Other Religious $4,063

Elementary $3,267 Elementary $3,503

Secondary $6,053 Secondary $6,536

Combined $6,779 Combined $4,260

Catholic $3,236 Nonsectarian $10,992

Elementary $2,451 Elementary $7,884

Secondary $4,845 Secondary $14,638

Combined $6,780 Combined $12,363

Source: Digest of Education Statistics 2003, Table 61 (1999–2000).

Note: Elementary schools have grades six or lower and no grade higher than eight. Secondary schools have

no grade lower than seven. Combined schools have grades lower than seven and higher than eight.

Excludes prekindergarten students.



These states are Arizona, Wisconsin, Ohio,
Florida, Pennsylvania, Maine, and Vermont.25

The Arizona Tuition Tax Credit Program
Arizona’s seven-year-old tuition tax credit

program26 demonstrates that making use of
private schools is fiscally responsible.
Arizona’s K–12 enrollment reached a new
high in 2003, with public and private enroll-
ment hitting 1.1 million.27 Arizona gained
8,400 children aged 5 to 12 in 2004—more
than any other state. The state’s school-age
population is expected to increase by 12 per-
cent by 2013.28 By providing scholarships for
students to attend private schools, the tax
credit program helps lighten the burden on
public schools and public school budgets.

The Arizona Scholarship Tax Credit
Program makes scholarships available to stu-
dents through privately funded school tuition
organizations (STOs).29 Individual taxpayers
who contribute to any STO can claim a dollar-
for-dollar credit of up to $500 toward their
state income taxes. For married couples, the
maximum credit is $625.30 Taxpayer dona-
tions to STOs have increased steadily each
year. In 2004 program revenues were $32 mil-
lion, an 8.2 percent increase over 2003.31

Because private schools generally cost less
than the state spends to educate students in
public schools, the state saves money when a
student transfers from a public to a private
school.32 According to a detailed analysis of
state funding for public education, Arizona
spends between $8,500 and $8,900 per student
to educate children in public schools. The aver-
age portion of that amount that is based on
student enrollment is $4,600. That means that
$4,600 is the amount of funding lost when a
student leaves to attend a private school. The
remaining portion not allocated to schools on
an enrollment basis (about $4,300) remains
with the school district, even when a student
leaves to attend a private school.33

During the early years, most scholarships
went to students (usually low income) who
were already attending private schools.34

Scholarships going to students who are
already in private school are considered an

additional cost to the state, since those chil-
dren would have most likely attended private
school without the help of a scholarship.
However, when a student who would have
otherwise attended public school chooses a
private school scholarship instead, the state
and localities save money.

According to a 2005 report from the
Arizona Department of Revenue, 21,160 STO
scholarships were awarded for students to
attend private schools in 2004, a growth rate
of 15 percent over the previous year.35 Precise
data showing what portion of those students
were previously in public school are not avail-
able. However, using a survey of school tuition
organizations, researchers at the Goldwater
Institute estimated that between 2,000 and
4,000 students would be forced to return to
public school without the scholarship tax
credit. Their return would cost taxpayers twice
as much per pupil as private school tuition.
Projections for the program predict that the
state will begin to save money once 7,348
scholarships are granted to students who oth-
erwise would attend public schools. It is
expected that that breakeven point will be
reached by 2007 or sooner.36

It could be argued that a reduction in pub-
lic school enrollment will not offset Arizona’s
public school costs since most students will
still be in those schools. However, existing
funding mechanisms show that public school
costs are affected by increases or decreases in
enrollment. State and school district budgets
are regularly adjusted up or down on the basis
of enrollment projections. Though some costs
(such as infrastructure, transportation, and
utilities) are not reduced by the departure of a
single student from the public system, the
departure of a critical mass certainly has a cost
reduction effect. Additional savings are real-
ized by not having to build a new school build-
ing, hire additional teachers, or purchase tech-
nology for additional students. Even if
Arizona does not reduce its actual costs, the
scholarship grant program will certainly
reduce the rate of cost growth, offsetting the
need for future tax increases or cuts in other
items in the state budget.
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The Goldwater Institute recently conduct-
ed an analysis of the Arizona public school
funding formula to determine what portion
of state school funding is tied to students
when they enter or leave a public school dis-
trict. On the basis of that analysis, researchers
were able to approximate the savings to the
state and local districts under a system of
education grants that could be used by any
student at a public or private school. Using
the reasonable assumption that under such a
system 5 percent of public school students
would transfer to private schools, a program
that offered education grants of $3,500 to
elementary students and $4,500 to high
school students would have resulted in a net
savings of $32.4 million to the state and local
districts in fiscal year 2003. Under that sce-
nario, school districts would have had
approximately 40,000 fewer students, yet
total funding in half of the state’s school dis-
tricts would have remained unchanged, and
in the other half it would have decreased by
less than 1 percent.37

Milwaukee Parental Choice Program
The Milwaukee Parental Choice Program

is one of the oldest and largest school choice
programs in the country. First enacted in
1990, it gives vouchers of up to $5,943 to low-
income Milwaukee families to enroll their
children in nonreligious or religious private
schools. Participation in the program grew
from 341 students in 1990–91 to 13,978 stu-
dents in 2004–05 and from the original 7 par-
ticipating private schools to 117 schools.38

The program is limited to families living in
the Milwaukee Public School District with
incomes at or below 175 percent of the pover-
ty level ($34,274 for a family of four in
2005–06).39

In 2004–05 the program cost the state
$87,362,100.40 However, that amount is sub-
stantially less than the cost of educating stu-
dents in the Milwaukee Public Schools
(MPS). In the 2004–05 school year per pupil
spending in the MPS was $11,321, compared
to a maximum voucher amount of $5,943.41

A report issued by the MPS estimated that, if

the choice program were eliminated, the dis-
trict would incur $70 million in added oper-
ating expenses and would have to borrow an
additional amount of up to $70 million for
new facilities (assuming that nearly all of the
voucher students returned to the MPS).42

One additional fiscal benefit of the pro-
gram that should not be overlooked is the cap-
ital investment made by participating Mil-
waukee private schools that have expanded
classroom space and renovated schools to
accommodate increased demand. A 2003
study by the Milwaukee-based American
Education Reform Council found that area
private and charter schools had invested near-
ly $100 million in completed and planned cap-
ital projects, saving the MPS the expense of
building additional classroom space.43

Cleveland Scholarship and Tutoring
Program

The Cleveland Scholarship and Tutoring
Program, implemented in 1995, allows stu-
dents in kindergarten through grade 10 to
receive scholarships to enroll in nonreligious
or religious private schools. The program
gives priority to low-income families earning
below 200 percent of the federal poverty level
($37,700 for a family of four in 2004). No
more than half of new scholarship recipients
can be children who were previously enrolled
in private schools.44

The legislation also allows students to use
scholarships to attend public schools adjacent
to the Cleveland Municipal School District.
Unfortunately, to date no public schools have
chosen to participate. Participation in the
scholarship program grew from 1,995 in
1996–97 to 5,675 in 2004–05. (As is implied by
the name of the program, the CSTP also pro-
vides tutoring grants for students in Cleveland
public schools.)

The maximum scholarship amount, orig-
inally set at $2,250, was raised to $2,700 in
2003.45 That is a very low scholarship
amount relative to the cost of private schools
in the Cleveland area. The low scholarship
amount provides CSTP students with access
to only the lowest-cost private schools. As is
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the case in most communities, those tend to
be already established religiously subsidized
schools. Relatively few nonreligious schools
are able to accept students.

The maximum $2,700 amount spent on
scholarships is substantially lower than the
per student cost in the Cleveland public
schools, which currently exceeds $10,000.46

Obviously, when students can be educated
outside the public school system at less cost,
the state saves money.

In a study conducted for the Ohio Depart-
ment of Education, KPMG Public Services
Consulting calculated the fiscal effect of the
CSTP on state, local, and federal revenue.
Because the CSTP is so small and students are
drawn from across the Cleveland public school
district, the district was not able to reduce
administrative costs or eliminate any teaching
positions. Nevertheless, KPMG concluded that
the program had a positive fiscal impact on
Cleveland public schools. That was largely due
to the fact that local revenue, which is generat-
ed through local property taxes, was not
reduced by the absence of CSTP students,
which resulted in a higher per pupil revenue for
Cleveland public schools. In essence, Cleveland
public schools had the same number of local
dollars to spend on fewer pupils.47

Historically, the low dollar amount of the
voucher eliminated from the program all but
the lowest-cost private schools, most of which
tended to be religiously affiliated.48 A new bill,
signed on June 30, 2005, by Gov. Bob Taft,
raised the maximum voucher amount from
$2,700 to $3,450. The legislation will also
make vouchers available to 14,000 additional
children across the state whose schools are
under “academic emergency.”49 The increased
voucher amount along with expansion of the
program to additional students should allow
the state to realize greater fiscal benefits from
the program. Revenue saved could be applied
to other state programs or returned to the tax-
payers in the form of a tax cut.

Florida’s Corporate Income Tax Credit
Scholarship Program

In 1999 the Florida legislature passed two

school choice initiatives, the A+ Opportunity
Scholarship Program and McKay Scholarships
for Children with Disabilities, which were sup-
ported by legislators from both sides of the polit-
ical aisle. By January 2002 a third option, the
Corporate Income Tax Credit Scholarship
Program, was in effect.50 This discussion will
focus on the CITC, as it has been heavily analyzed.

As originally enacted, the CITC encour-
aged donations to authorized scholarship
organizations, which, in turn, offered as much
as $3,500 to students from low-income fami-
lies. Corporations that contributed to scholar-
ships received dollar-for-dollar tax credits up
to 75 percent of their state tax liabilities. The
total annual program cap was $50 million,
which could serve a minimum of 14,285 stu-
dents ($50 million divided by the maximum
scholarship value of $3,500).51

Two independent groups have studied in
detail the fiscal effect of this program, which
currently has around 13,000 low-income stu-
dents participating and 20,000 on the waiting
list.52 Florida TaxWatch (the public watchdog
organization for fiscal accountability in
Florida) and the Collins Center for Public
Policy located at Florida State University con-
ducted separate, independent, and in-depth
analyses of the CITC.53 Both groups conclud-
ed that the program has a positive fiscal
impact on state education revenues.

According to the Florida TaxWatch report,
“The Corporate Income Tax for Scholarships
Program shows that increasing the funding
levels of this innovative program for low-
income students will result in nearly $1 billion
in taxpayer savings over the next eight years
and help Florida meets its constitutional
obligation to reduce class size.”54 Florida
TaxWatch went on to say that “substantial
additional savings would result if the $50 mil-
lion statewide maximum is increased.”55

Program expansion would increase Florida’s
ability to meet its reduced class size mandate
(so-called Amendment 9) because it would
reduce “the numbers of classrooms and teach-
ers that will be needed.”56

The Collins Center was more tentative in
its conclusions, stating that although “the
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program is too new to use actual program
data to prove results . . . the Corporate
Income Tax Credit Scholarship Program will
likely result in slight declines in state tax rev-
enues, but these declines will likely be offset
by increases in the amount of statewide net
revenue available for education. These net
revenues could reach more than $600 million
over the next ten years.”57

Florida TaxWatch advocated increasing the
annual limit in its February 2003 Research
Report. It found that the greater the size of the
CITC, the greater the fiscal benefit. The
greater number of students and families
affected by this choice plan, the fewer the
number of public schools to be constructed,
portable classrooms to be bought or rented,
and teachers to be hired. Scenarios were pre-
sented and costed for a CITC program at
annual maximum levels of $75 million and
$100 million. “Expanding the CIT Credit for
Scholarships Program would reduce the need
for public education funds, thereby resulting
in cost savings by reducing the staffing and
number of classrooms needed otherwise to
fulfill the constitutional requirements of
Amendment 9. Consequently, the CITC . . .
benefits both public and nonpublic education
while enabling parental choice of schools for
their children.”58

Given the conclusions of those two studies,
it is not surprising that the Florida legislature
voted to increase the CITC to $88 million
starting in school year 2004–05. However, in
school year 2003–04 only $32 million in schol-
arship tax credits was approved, well short of
the new maximum cap. Thus, the short-lived
increase to $88 million was reduced to the
original $50 million limit with the balance
going back into funding for public educa-
tion.59 Even though the number (14,285 or
more) of potential student beneficiaries is
high, the $50 million program cap is only one-
third of 1 percent of the $15.5 billion state
education budget.60

In conclusion, the CITC demonstrates
that allowing children to attend private
schools for less money than the state spends
per pupil in public schools makes fiscal

sense. Not only does the CITC reduce the
need for funds for public education, it also
reduces the number of classrooms and
school buildings needed to keep up with
growth in enrollment. Such an approach
benefits all students, including those in pub-
lic schools, while allowing parents an oppor-
tunity to choose schools for their children.

The Pennsylvania Educational
Improvement Tax Credit (EITC)

In 2001 Pennsylvania became the first state
to enact a corporate tax credit for education.
Then-governor Tom Ridge signed the $30 mil-
lion credit into law May 17, 2001, effective for
the 2002–03 school year. It allowed corpora-
tions a 75 percent tax credit on their state
taxes for a one-year commitment to the pro-
gram and 90 percent for a two-year promise.
Corporations could donate up to $100,000
each year to one of Pennsylvania’s 127 author-
ized nonprofit scholarship organizations.

In its short lifespan, the EITC program has
enjoyed considerable success. In December
2003 Gov. Edward Rendell signed into law an
increase in the cap on the tax credits, raising
available funding to $40 million. The contri-
bution limit was doubled to $200,000 per
business firm.61 The FY06–07 budget, signed
by Governor Rendell on July 7, 2005, in-
creased the statewide cap on the tax credit to
$44 million.62

To date, only one analysis has assessed the
fiscal effects of this relatively new law. Robert
Maranto, a professor at Villanova University,
examined Futuro Educacional (Futures in
Education), one of 127 local scholarship-
granting organizations and one of the first to
distribute private scholarships in the
2001–02 school year. Maranto found that
this program, with only 47 participating stu-
dents, saves taxpayers and Philadelphia City
Schools between $136,000 and $360,000
annually.”63 The higher figure is based on the
cost of educating all 47 scholarship students
in the Philadelphia City School District at an
annual cost of $7,669 per student. The lower
figure is based on a survey of Futuro parents,
in which the parents or guardians of 23 of
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the 47 students said they would have put
their children in the Philadelphia public
schools had it not been for the scholarship.64

Statewide, “an estimated 15,000–20,000
low-income students are benefiting from the
contributions of more than $18.9 million
from nearly 1,000 Pennsylvania corpora-
tions,” which suggests that the average schol-
arship ranged from $945 to $1,260 per stu-
dent.65 Using those averages, it is possible to
calculate the potential statewide impact of
the new $40 million program, of which $27
million (or two-thirds, as mentioned above)
goes to students to attend nonpublic schools.
At least 21,163 and as many as 28,217 pupils
could benefit.66 Plus, if all those students
attended public school the prior year, the
approximate statewide savings in state educa-
tion disbursements would range from $173.7
million to $231.7 million.67 Offset that by
roughly $27 million lost in corporate tax rev-
enue, and the statewide budgetary savings is
about $147 million to $205 million.

Although Pennsylvania’s program is en-
couraging, it is still rather small. The initial
$30 million (now $40 million) still is less than
1 percent of the total state education budget.68

Although the program is small, it is already
saving Pennsylvania a significant sum.

“Town Tuitioning” in Maine and
Vermont

Since the 1880s both Maine and Vermont
have used vouchers for students living in
communities without public schools. Those
towns provide tuition for students to attend
local private schools or public schools in
neighboring communities. In Maine the
amount of the voucher is capped at the aver-
age cost of educating a student in the state’s
public high schools.69 In Vermont allowable
tuition amounts vary from town to town and
by grade level.70

As of October 2004, 6,193 students from 55
different communities attended private schools
in Maine through this program. In Vermont 95
towns “tuition out” students. Of the nearly
7,000 Vermont students who participate in
tuitioning, 41 percent choose a private school.71

A 2001 study of town tuitioning in Maine
and Vermont identified significant cost sav-
ings associated with the policy. At the same
time, the researchers determined that the
competitive effects of town tuitioning yield-
ed a 3.4 point overall improvement in test
scores for both private school and public
school students. The report concludes that
the financial value of town tuitioning is large
enough to merit attention by people con-
cerned both with fiscal responsibility and
with improving education.72

Some private schools in Maine are known as
town academies. They are private schools that
exist in towns with no public high school and
whose student body is largely made up of stu-
dents whose tuition is paid by the sending town,
since the sending town has no public high
school of its own. According to a November
2004 report by the Maine Association of
Independent Schools, Maine provided town
academies with an average of $6,615 per pupil in
tax revenue through the town tuitioning pro-
gram in 2001–02. The same year per pupil
expenditures in Maine’s public schools averaged
at least $8,178.73 That translates into a one-year
cost savings of more than $7,650,000 to the tax-
payers of Maine based on the enrollment of
publicly subsidized students attending town
academies during the 2001–02 school year. The
report also revealed that Maine’s town acade-
mies spent an average of $640 per student per
year above the tax-supported tuition. Private
funds accounted for more than $25 million in
expenditures that taxpayers did not have to
make.74

Fiscal Studies of Proposed 
School Choice Programs:
How School Choice Can
Affect the Bottom Line

Each year new school choice legislation is
introduced in a number of states.75 In several
cases, legislative or independent groups con-
ducted studies to show the potential fiscal
effect of the proposed program. The follow-
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ing sections provide information about the
fiscal impact of school choice proposals in
several states.

The Push for School Choice in Utah
The push for school choice in Utah has, to

a large extent, been motivated by demograph-
ic changes that are placing increased burdens
on taxpayers and public schools. Currently,
the share of personal income that Utahans pay
for schools is the third-largest in the country.76

However, because of the number of large fam-
ilies with school-age children, Utah spends
less than any other state per student, and the
average classroom in Utah has more students
than the average classroom in any other
state.77 Indications are that enrollment pres-
sure on the state’s public schools will only get
worse. According to the Governor’s Office of
Planning and Budget, by 2018 the number of
school-age children will increase by more than
140,000, creating the need to expand class-
room space, build additional schools, and hire
additional teachers.78

In addition to high enrollment demands
on the state’s public schools, Utah has the
lowest portion of school-age children en-
rolled in nonpublic schools (fewer than 3 per-
cent). For that reason, policymakers in the
state legislature have promoted school choice
as a means to relieve the public system from
the fiscal burden of future enrollment
increases. By shifting some of the future
enrollment burden to private schools, the
state would save money that could be reallo-
cated among public school students or redi-
rected to other state needs.79 Fiscal impact
models produced by the Utah Office of the
Legislative Fiscal Analyst indicate that the
state could indeed save money through such
an approach.80

According to a recent study conducted for
the Utah legislature, tuition tax credits
would save the state between $53.9 million
and $92.9 million annually. Over 13 years,
total savings would be between $755 million
and $1.2 billion.81 Additional savings would
include money saved by the local school dis-
tricts in school construction costs, which

could easily exceed $1 billion over the first 13
years following implementation of a tuition
tax credit, depending on the number of stu-
dents who switched from public to private
schools.82

Because of the fast pace of enrollment
growth in the state, most urban Utah school
districts would continue to grow even with a
tuition tax credit program in place. However,
the growth would be offset somewhat by a
portion of those students switching to pri-
vate schools. Since local property taxes are
not affected by reduced levels of student
enrollment, a slower growth rate or even a
declining enrollment trend is fiscally benefi-
cial to school districts. A 2004 report by the
Utah Taxpayers Association showed that
Utah school districts with slower or declining
growth in enrollment have reduced capital
needs and therefore are able to allocate a larg-
er percentage of their property tax revenues
to instructional costs.83

In 2005 the Utah state legislature consid-
ered two school choice bills: one to provide
vouchers to children with disabilities and the
other to provide tax credits to parents whose
children switch from public to private
schools. Although the tax credit bill failed to
pass, the legislature approved the Carson
Smith Scholarships for Students with Special
Needs Act, which will provide scholarships of
up to $5,700. It is likely that the legislature
will consider tuition tax credits again in the
next legislative session.

South Carolina: The Universal
Scholarship Tax Credit Proposal

In 2005 South Carolina considered a pro-
posal that would provide parents with dollar-
for-dollar tax credits for tuition costs. In
addition, the proposal included scholarship
tax credits for individuals or businesses that
contribute to scholarship-granting organiza-
tions that in turn distribute scholarships to
low-income families.84

Under the proposal, students from fami-
lies earning less than $75,000 per year would
qualify for vouchers that pay up to 80 percent
of tuition at a private school or out-of-dis-

13

According to a
recent study 
conducted for the
Utah legislature,
tuition tax credits
would save the
state between
$53.9 million and
$92.9 million
annually.



trict public school. Students who qualify for
the federal free and reduced lunch program
would receive vouchers that pay 100 percent
of tuition.85

Studies by researchers at Clemson Univer-
sity’s BB&T Center for Economic Education
showed that an education tax credit of the
type being proposed could save the state
$931.3 million per year after a five-year
phase-in. Under the proposal, much of the
savings would be passed on to school dis-
tricts, resulting in a revenue-neutral position
for the state. For every student who migrated
to a private school, the local government
would save the funds it would have con-
tributed to that student’s education. The sav-
ings were estimated at between $4,267 and
$6,614 per student, creating a net fiscal bene-
fit for the school districts.86

To arrive at that estimate, researchers esti-
mated the resources freed to the districts as a
result of decreased student enrollment. The
analysis was done to address the concern that
education has large fixed costs that are not
reduced by a decrease in student enrollment.
Fixed costs include teachers who are under
contract and facilities that have recently been
built to house public school students. Since
public schools will have to continue to pay
those costs, even for fewer students, no
reduction in expenses can be expected. To
evaluate this argument, the researchers used
statewide cost and enrollment data to com-
pare cost variation with fluctuation in stu-
dent enrollment. The results showed that
more than 80 percent of the variation in cost
is attributable to the number of students
enrolled, casting doubt on the fixed-cost
argument against cost savings. The analysis
estimated the resources freed by the depar-
ture of a single pupil to be $6,422.87 That is
roughly $600 less than the amount of the
reduction in per pupil funding provided by
the state. The result is that there would be
more state per pupil support available after
tax credits were offered.88

In response to the Clemson study, the
South Carolina School Boards Association
together with the South Carolina Association

of School Administrators commissioned a
study by the economic consulting firm Miley
and Associates. The study charged that the
Clemson estimates of savings were too large.89

The controversy over the estimates motivated
the Clemson researchers to gather additional
data, and an updated report was released in
March 2005. The savings estimated in the sec-
ond analysis, although somewhat smaller, still
exceeded the amount withheld per student by
the state, leaving public schools with more
money per remaining student than would have
been the case without tuition tax credits.90

In summary, the proposed school choice
program would save more than $2.8 billion
over five years, with the bulk of the savings
coming in the later years of the program.
Looking at the fiscal effects another way, the
analysis showed that per pupil spending in
the state’s public schools would increase
faster if the school choice proposal were
enacted than it would otherwise, climbing to
$15,536 in 2011 and giving districts an aver-
age of $1,419 more to spend per child. All in
all, public schools would gain more than they
would lose under the proposal.

New Hampshire: Raising per Pupil
Spending in Public Schools

As is the case in most states, public schools
in New Hampshire are funded by a combina-
tion of state and local funds. Per pupil spend-
ing averages $9,980 with the state kicking in
about one-third of that amount.91 Public
school administrators in New Hampshire
have historically argued that the level of state
per pupil spending (currently $3,390) is insuf-
ficient to cover the cost of educating the chil-
dren residing in that state.92 Assuming that
their assessment is correct, the loss of some
students to private schools should be desirable
from a financial perspective because the loss of
state dollars associated with each departing
student would be less than the reduction in
costs incurred to educate the child in public
schools.

In 2003 the New Hampshire state legisla-
ture entertained a proposal to allow 2,000
children who are entering or currently
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enrolled in New Hampshire public schools to
use vouchers worth 80 percent of the per
pupil amount spent by the state to attend
private schools in the state.93 The legislature
determined that the vouchers would cost the
education general fund $9,653,641 in FY04,
$13,826,671 in FY05, $19,718,804 in FY06,
and $24,261,465 in FY07.94 However, those
costs would be offset somewhat by enroll-
ment decreases resulting from more children
attending private schools.

To more precisely determine the fiscal
effects of the program on public school dis-
tricts, the Concord-based Josiah Bartlett
Center for Public Policy conducted a fiscal
analysis of the proposal.95 The Bartlett analy-
sis included a breakdown of private and pub-
lic school enrollment for every town and
school district in the state. On the basis of
that breakdown, researchers were able to pre-
dict approximately how many public school
students would switch to private schools and
what the fiscal impact would be on each indi-
vidual school district.

Researchers also estimated the amount by
which spending on public schools rises or
falls with the number of students, excluding
fixed costs (such as heating and electricity)
that would not change much even with lower
numbers of students. The resulting analysis
showed that the variable cost of educating
one additional elementary student in public
schools (including all transportation and
debt costs) was at least $5,920, or about 73
percent of total per pupil costs.96

The analysis showed that most school dis-
tricts would have more money to spend on
their students if a school choice program such
as the one being considered were in place and
fully implemented in its first year. Although
the districts stand to lose 80 percent of the
state per pupil funds they currently receive,
that revenue loss would be more than offset by
a reduction in enrollment and the associated
variable costs of educating fewer students. The
only districts that would not have more
money to spend per student are those that
currently receive no state aid, since those dis-
tricts would not recoup the 20 percent of state

funds left over after paying for vouchers for
their students. Nevertheless, those districts
would enjoy lower enrollments, and the
decrease in the variable costs of educating
fewer students would offset any revenue loss.
Overall, the analysis showed that the school
choice program would make an additional
$8,791,057 available to public schools for
every 2,000 students in the choice program.
Legislation similar to the 2003 proposal has
been introduced each year in the New
Hampshire legislature.97

A school choice program that provides
vouchers to students in an amount less than
the variable costs of educating each student
in the public schools can be expected to save
money. The departure of students increases
the revenues available to the students who
remain in public school classrooms. The New
Hampshire case illustrates that point very
clearly and shows the financial benefits of
school choice for school districts.

A School Voucher Program for
Baltimore, Maryland

In March 1996 Baltimore’s mayor Kurt L.
Schmoke, a Democrat, called for dramatic
reform of the city’s school system. Citing low
test performance on the Maryland School
Performance Assessment Program, the mayor
said, “It’s time to give all Baltimore parents the
option to pull their children out of poorly run
schools and place them in schools where they
believe their children will get a better educa-
tion.”98 Since that time, advocates have pushed
for legislation that would provide school choice
to Baltimore families.99 In March 2005 the
Maryland Public Policy Institute issued a report
showing that a school voucher program
designed for low-income students could save
Baltimore more than $30 million over 10 years.
The voucher amount would be $7,000, approx-
imately 75 percent of the per pupil expenditure
in Baltimore public schools.100 To allow for
gradual growth in the supply of private schools,
the proposed program would be phased in over
10 years and limited to public school students
from families whose income is at or below 185
percent of the poverty line.101 After year two,

15

A school 
voucher program
designed for 
low-income 
students could
save Baltimore
more than $30
million over 10
years. 



low-income students already in private schools
would also become eligible.

By year 10 the program would cost the state
of Maryland about $100 million per year to
cover the cost of the vouchers for Baltimore stu-
dents. However, the vouchers would provide
significant savings for Baltimore schools as a
result of lower enrollment. Since Baltimore
spends nearly $9,000 per year to educate a stu-
dent in the city’s public schools, a $7,000
voucher would save approximately $1,300 for
each student who transferred to a private
school (allowing for a 10 percent administrative
cost). That amount results in a total savings of
more than $30 million in 10 years.102

Baltimore school officials have appealed to
the state for additional financial resources, cit-
ing a recent Baltimore Circuit Court ruling
that halted the city’s plan to pay down a budg-
et deficit by saving resources and cutting pro-
grams.103 A school voucher program funded at
the state or local level could be used to help
solve the current fiscal crisis in the Baltimore
schools.

Virginia: The Fiscal Effect of Tuition Tax
Credits on State and Local Budgets

Virginia, a mostly conservative state, would
seem to be a promising place for school choice.
Poll data show that two-thirds of Virginians
support school choice in principle, yet school
choice has yet to pass the state legislature.
School choice bills have been introduced each
year with varying degrees of success. In 2005
lawmakers considered a bill sponsored by
Delegate Chris Saxman (R-20th District) that
would have granted a scholarship of up to
$5,000 per student and a 25 percent tax credit
to businesses that donate to scholarship organ-
izations.104

A study by the Thomas Jefferson Public
Policy Institute released earlier in the year
found that under a program such as the one
proposed by Saxman each $5,000 scholar-
ship would cost the state $1,442.105 Because
the amount of state aid varies greatly
between local jurisdictions, the effect of the
tax credit on state finances would be differ-
ent depending on where the student lived.

State aid ranges from as little as $982 per stu-
dent in Fairfax City to as much as $4,587 in
the city of Buena Vista. To show the effect of
tuition scholarships, researchers provided a
district-by-district analysis that revealed the
state savings per pupil in each of the 132
school districts. In all except 8 of the 132
school districts, the state would reap finan-
cial benefits when students left their local
public school system.106

The study also examined whether local
public school districts would gain or lose
funding with tuition tax credits. To deter-
mine that, researchers looked at the current
local contribution per pupil, the fixed costs
that would remain in a school district regard-
less of lower student enrollment, and the rev-
enue from state retail sales and use taxes.
Results showed that 91 of the 132 school dis-
tricts would derive a net gain of more than
$1,000 for each student who chose to trans-
fer to a private school. (Some school districts
would derive a net gain of as much as $8,600
per departing student.) Twenty school dis-
tricts would have between $500 and $999
more per student available for redirection to
other uses, and 21 school districts would
gain less than $500. Only 3 school districts
would actually lose money as a result of a
tuition tax credit.

Overall, tuition tax credits would save state
resources and also have a positive fiscal impact
on local school finances. Even after paying the
fixed costs associated with enrollment losses,
the overwhelming majority of school districts
come out ahead.107 Savings as a result of the
tuition tax credit program could also, of
course, be used to provide tax relief.

Local School Choice: 
Possibilities for Savings at 

the Local Level
Although school choice will most often be

enacted through state legislation, towns or
local school districts in some states could con-
sider adopting school choice as a way to cope
with local budget challenges.108 As noted earli-
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er, local school choice programs exist in Maine
and Vermont, and those programs have
demonstrated significant cost savings. To eval-
uate the potential effect of school choice on
local budgets, the Yankee Institute for Public
Policy in Hartford, Connecticut, produced a
downloadable calculator in Microsoft Excel
that allows one to input information about a
town or district school budget, including per
pupil cost, annual cost increases, and project-
ed population increases.109 The District
Grants for Non-Public Schooling Calculator
can be used to compare a town or district’s
annual education expense under a policy with-
out tuition grants and a policy of grants for
private school attendance. Representative
analyses conducted by the Yankee Institute
indicate that towns or school districts would
benefit significantly from a policy of school
choice because of savings from lower enroll-
ment. Savings are especially large in towns or
districts considering new school building con-
struction or expansion.110

Fiscal Impact Summary

Predicting the fiscal impact of school choice
is not an exact science. To a large extent, the
conclusions about the fiscal impact of an exist-
ing or proposed program will depend on the
assumptions used to estimate the number of
students that would migrate from public to
private schools under a school choice scenario.
Also, different researchers may use different
estimates of variable costs and fixed costs and
the amount of savings that public schools
experience because of decreased student enroll-
ment. Different assumptions will lead to dif-
ferent conclusions about the fiscal impact of a
program. However, most studies to date have
found that the impact is positive.

Also, it is important to note that bolder,
more universal school choice programs would
tend to result in more positive fiscal benefits
for public schools. Obviously, the departure of
only a few students from selected public
schools does not appreciably reduce expenses
for that school or school district. Only when

significant numbers of students migrate to
private schools is a school or district able to
reduce staff or costs for building maintenance
or transportation. Therefore, school choice
programs that provide choice to a larger num-
ber of students produce the most significant
cost savings for states.

Table 4 provides a brief summary of the
fiscal impact of the existing school choice
programs in several states and also summa-
rizes the available fiscal evaluations that have
been done on school choice programs pro-
posed but not yet enacted in other states. The
general conclusion is that school choice
makes sound fiscal sense and can be part of a
responsible state budgetary strategy.

Issues Facing States 
Attempting to Reduce the 
Growth of Spending on 

Education

Although the fiscal benefits of school
choice are apparent, there are a number of
issues that must be dealt with as policymak-
ers attempt to implement school choice pro-
grams in their states. The following sections
discuss a number of important issues that
policymakers should consider in crafting and
implementing school choice legislation.

Funding Formulas 
Funding for education in most states is

extremely complex. Typically, only a handful
of people in each state understand how the
state’s school-funding formulas work or how
much money is actually spent per pupil when
all sources are considered.111 In addition,
many states distribute funds to school dis-
tricts differently according to a locality’s
wealth and its ability to pay for basic educa-
tional services.112 Understanding the fiscal
effect of a school choice policy on state and
local revenues typically requires a detailed
and rather sophisticated analysis.

The complexity and lack of transparency of
public school funding formulas make it diffi-
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Table 4
Fiscal Impact of School Choice on State and Local Budgets: A Summary

State and Program Fiscal Impact

Arizona, Tuition Tax Projections for the program predict that the state will save money

Credit Program once 7,348 scholarships are granted to students who otherwise

would attend private schools. One study predicts that the breakeven

point will be reached by 2007 or sooner. A program that offered

education grants of $3,500 to elementary students and $4,500 to

high school students would have resulted in a net savings of 

$32.4 million to the state and local districts in FY03.

Wisconsin, Milwaukee Parental Milwaukee Public Schools would incur $70 million in added 

Choice Program expenses and would have to borrow an additional $70 million for 

new facilities if nearly all the voucher students returned to MPS.

Ohio, Cleveland Scholarship A KMPG study found positive fiscal impact on Cleveland public 

and Tutoring Program schools. The presence of 1,222 fewer students in public schools

results in higher per pupil revenue for the Cleveland Municipal 

School District.

Florida, Corporate Income Tax Studies by Florida TaxWatch and Florida State University’s Collins

Credit Scholarship Program Center concluded that the program has a positive fiscal impact on 

state education revenues.

Pennsylvania, Educational The program saves Philadelphia City public schools between

Improvement Tax Credit $136,000 and $360,000 annually. The approximate statewide 

savings is between $147 million and $205 million annually.

Maine and Vermont,  A 2001 study of the Maine and Vermont town tuitioning programs

“Town Tuitioning” identified significant cost savings associated with those programs.

A study examining Maine’s use of private “town academies” 

concluded that the program saved taxpayers nearly $8 million 

during the 2001–02 school year. Also, Maine’s town academies

spent an average of $640 per student per year above the tax-

supported tuition revenue. Those private funds accounted for more

than $25 million in expenditures that taxpayers did not have to bear.

Utah, Tuition Tax Credit Program Tuition tax credits would save the state between $53.9 million and

(proposed) $92.9 million annually. Over 13 years, total savings would be

between $755 million and $1.2 billion. Additional savings would

include money saved on school construction costs by local school

districts.

South Carolina, Universal The program could save the state $931.3 million per year after a 

Scholarship Tax Credit (proposed) five-year phase-in.

New Hampshire, Vouchers The school choice program would make an additional $8,791,057

(proposed) available to public schools for every 2,000 students in the program.

Maryland, Baltimore Voucher The program would save Baltimore more than $30 million over 

Program (proposed) 10 years.

Virginia, Tuition Tax Credit Ninety-one of 132 school districts would derive a net gain of more 

(proposed) than $1,000 for each student who chose to transfer to a private

school.

Sources: See notes to relevant sections of the text. 



cult for state officials to identify funds as
money “saved.” Costs may go down as a result
of lower enrollment, but the money saved may
continue to be spent in other ways or at other
jurisdictional levels. Savings will depend on
how policymakers choose to allocate the
funds. If policymakers choose to increase the
per pupil allocation for students who remain
in public schools, the net expenditures will not
go down, but public schools will have more
funds to spend per pupil. Of course, a state or
school district knows it is saving money if it is
able to reduce staff or expenditures for build-
ing maintenance and school buses. For states
and districts that are experiencing high enroll-
ment growth, the savings may be less obvious,
and calculating them may require estimating
the cost of educating students who would
have remained in public schools if not for the
school choice plan.

Fixed Costs
This analysis focuses on the cost savings

that states and districts can attain by allowing
a larger portion of students to attend private
schools that, on average, cost less than what
the state pays to educate students in public
schools. Under school choice, public schools
experience a decrease in funds, but they also
experience a decrease in costs as a result of
lower student enrollment. Of course, not all
public school costs decrease proportionately to
the level of student enrollment. For example,
school building debt, utilities, maintenance
costs, teachers’ salaries, and administration are
not reduced appreciably by the departure of a
few students using vouchers or tax credit schol-
arships. Those fixed costs must be taken into
consideration when crafting a fiscally sound
school choice program.

Nevertheless, the portion of costs that is
truly fixed is not as large as many people
think. According to a thorough analysis of
school funding in South Carolina, the por-
tion of costs that fluctuates on the basis of
student enrollment is nearly 80 percent of
total per student funding. The other 20 per-
cent is used to cover fixed costs such as utili-
ties and building maintenance.113 A similar

analysis of Arizona public school finances
showed that $4,309 of the $8,500 to $9,000
funding that public schools receive per stu-
dent is allocated irrespective of student
enrollment. In other words, this is the aver-
age amount of funding that districts keep
even when students leave the district.114 If a
voucher or tax credit is equal to or less than
the variable student funding, school districts
with declining enrollments will not have
problems meeting their ongoing fixed costs.

Moreover, the National School Boards
Association acknowledges that a “school dis-
trict would realize significant savings” if “size-
able numbers of students from a single grade
in a single school or from a school with small
pupil population transferred out.” In that
case, “the school district could cut costs by
reducing staff and perhaps expenditures for
building maintenance and school buses.”115

Start-Up Costs
As has been shown, school choice pro-

grams can save money by transferring a large
portion of the public school enrollment to
private schools. Savings will grow as more
students use vouchers or tuition tax credits
to attend private schools. However, there may
be some additional start-up costs that must
be planned for during the early stages of the
program. Most school choice plans deal with
start-up costs by limiting the use of vouchers
or tax credit scholarships to public and pri-
vate school students who are entering kin-
dergarten or the lower elementary school
grades. Public and private school students in
higher grades can be phased in a year at a
time.

Some school choice programs limit par-
ticipation to students who are in public
schools. Families of private school students
might think it unfair to withhold a voucher
or tax credit scholarship from students just
because they are already in private school.
Although such a reaction is understandable,
offering vouchers or tax credit scholarships
to all students, including those already in pri-
vate school, would make the program pro-
hibitively expensive, at least in the early
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stages. Once sufficient enrollment has
migrated to private schools, the savings can
be used to extend vouchers or tax credit
scholarships to existing private school stu-
dents. A phase-in of this type also helps to
preempt charges that the program will bene-
fit wealthy families disproportionately.

Other start-up costs might include costs
for record keeping, student transportation,
monitoring student eligibility, and disburse-
ment of funds. But judging from existing pro-
grams, those costs appear to be minimal.116

Loss of Federal Dollars
Opponents of vouchers or tuition tax cred-

its routinely claim that school choice would
harm public schools because public schools
would lose federal funds as a result of declining
enrollment. But, on average, federal funds con-
stitute only about 8 percent of total education
funds.117 Also, most federal funds are targeted
to the most difficult to educate students,
including those with learning disabilities and
those who live in low-income neighborhoods.
It has been shown that federal funding does
not typically cover the incremental costs of
educating a special needs student compared
with a non-special-needs student. Therefore,
when such students transfer to private schools,
the public school system benefits because the
forgone federal dollars are more than offset by
the reduced cost of educating those stu-
dents.118 Also, federal programs all come with a
significant amount of red tape and often
impose unnecessary and costly regulations on
schools and school districts. In many cases, the
loss of federal funds would be offset by
decreased administrative costs and increased
local flexibility.

Impact on Nonprofit Charities
Nonprofit charitable organizations in

some states have opposed tuition tax credits
out of fear that existing charities (including
school district charitable foundations) will be
harmed because contributions to such chari-
ties are tax deductible (which only reduces the
basis for computing the amount of tax owed).
Contributions to scholarship-granting organ-

izations, on the other hand, can be used to
claim a dollar-for-dollar tax credit that is sub-
tracted directly from the final amount of tax
owed. Some observers have argued, therefore,
that taxpayers would redirect their charitable
giving toward scholarship organizations,
hurting other nonprofit charities.

That is likely an overblown fear. Tax-cred-
itable donations to scholarship-granting orga-
nizations reduce taxes paid by an amount
equal to the donation. After-tax discretionary
income is not reduced by such donations.
Individuals and businesses still have the same
incentives to donate their after-tax income to
existing 501(c)3 charities as they do currently
without the presence of a tuition tax credit. In
other words, individuals and businesses are
able to donate to existing charities and to tax-
creditable scholarship-granting organizations
without having to make additional financial
sacrifices. Also, according to studies of giving
patterns, people give because they are commit-
ted to the cause for which they give.119 It is
unlikely that a tuition tax credit would have a
significant impact on other charitable giving.

Management Challenge
Implementation and management of a

school choice program require strong com-
mitment and support from those who are
responsible for administering the program.
For that reason it is wise to avoid turning
responsibility for the program over to estab-
lished public education authorities who may
not believe in the program’s philosophy or
viability and may gain the least from its suc-
cess. Where possible, independent and neu-
tral oversight bodies should be formed to
oversee and administer school choice pro-
grams. Those bodies can consist of compe-
tent business and civic leaders appointed by
the governor or the legislature. Provisions for
the establishment of such bodies should be
included in the legislation proposing the
school choice program.120

Transportation
Under most school choice programs, trans-

portation is left up to parents, who often orga-
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nize car pools or make other arrangements for
transporting their children to the chosen
school. If policymakers are concerned that
transportation will pose a significant barrier
to parents seeking to exercise choice, a school
choice plan can include some provision for
transportation as part of the program, either
through a transportation voucher or through
the public school district transportation pro-
gram. Eventually, as more students migrate to
private schools, new schools will be created in
locations where the demand is greatest, and
parents will be able to choose a school that is
closer to their home. 

School districts that have implemented
public school choice have designed innovative
methods to deal with transporting neighbor-
hood children who may attend several differ-
ent schools.121 Some urban districts, such as
Washington, D.C., provide students with bus
tokens for public transportation.

Public Perception
Will the populace accept carefully devised

school choice programs as responsible, cost
effective actions? Surveys of public support
for school choice generally show strong sup-
port for the idea, but public response to
school choice depends greatly on how the
issue is framed.

For example, a 2004 national Phi Delta
Kappa poll on education found that only 42
percent of adults favored school choice.
However, researchers have argued that the poll
was worded in such a way as to lower support.122

To gauge the degree to which word selection
affects public support for school choice, the
Milton and Rose D. Friedman Foundation
commissioned Wirthlin Worldwide to conduct
a “split sample survey.” Some respondents were
asked the same question used in the Phi Delta
Kappa poll: “Do you favor or oppose allowing
students and parents to choose a private school
to attend at public expense?” Pollsters also asked
an equal number of respondents a more neu-
trally worded question: “Do you favor or oppose
allowing students and parents to choose any
school, public or private, to attend using public
funds?” The results showed a remarkable differ-

ence in how people responded. The more neu-
trally worded question netted support from 63
percent of respondents, while the Phi Delta
Kappa question showed support from 42 per-
cent of the public—a difference of more than 20
percent.123

African Americans exhibit strong support
for school choice. The 2002 national opinion
poll by the Joint Center for Political and
Economic Study found 57 percent support for
vouchers among blacks, 75 percent support
among blacks under age 35, and 74 percent sup-
port among black households with children.124

Hispanic support for school choice is also
strong. A Latino Coalition poll of 1,000
Hispanic adults conducted in 2003 found
that 56 percent of Hispanic adults support
allowing low-income parents to use vouch-
ers.125 The Joint Center’s 2002 poll found 69
percent support among Hispanic house-
holds with children. Polls in areas of the
country where public schools are perceived to
be of extremely low quality tend to show even
greater support among minorities. For exam-
ple, a poll by the Archdiocese of New Orleans
found that 89 percent of African-American
respondents said yes to vouchers when asked
whether students in failing schools should be
allowed to transfer to other schools, public,
private, or religious.126

Clearly, public support for school choice
exists, and public officials should be able to
pass school choice measures by building on
that support.

Effect on Educational Quality
What impact does school choice have on the

quality of schooling? As school choice expands in
the United States, it is becoming increasingly
clear that choice helps schools, including public
schools, improve. A 2003 study of Florida’s A+
Opportunity Scholarship Program, in which
students in failing public schools receive vouch-
ers, showed that the most improvement was
found in public schools that were most directly
challenged by voucher competition.127 The study
confirmed the findings of an earlier study that
found that “failing [public] schools that faced
the prospect of vouchers made improvements
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that were nearly twice as large as gains displayed
by other schools in the state.”128 Public schools
that faced voucher competition implemented a
number of effective reforms including hiring
more reading specialists, implementing one-on-
one tutoring programs, and developing reading
programs that focus on phonics.129 Studies of
Milwaukee, San Antonio, Maine, and Vermont
as well as other locations also show positive
improvements in public schools motivated by
vouchers.130 Studies also show that students who
move to private schools do better than they were
doing in their previous school.131

The X Factor = Change
Much of the opposition to school choice

comes from a normal and natural fear of the
unknown. Few people relish the discomfort of
change; most people are naturally apprehen-
sive about having to learn to function in a new
educational environment. Most parents are
already psychologically vested in the current
form of education, and many are comfortable
with this arrangement. Therefore, policymak-
ers should expect some resistance to school
choice proposals as a result of the normal fear
of change and should avoid viewing those per-
sons who are resisting as adversaries. Policy-
makers should seek to address the legitimate
fears and concerns of people who can help
identify problems, and thus make the propos-
al better, but should also realize that some
objections are simply based on the fear of
change. Many people once opposed deregula-
tion of the telecommunications industry
because of fears of higher costs and lower
quality of service. But today people have come
to regard low-cost long-distance and high-
quality customer service as the norm. Today
competition between UPS, Federal Express,
and the U.S. Postal Service is seen as generally
positive even though initial proposals to
deregulate package delivery were opposed
because of concerns about higher prices or
lower quality.

Of course, under a school choice program,
parents who are satisfied with public schools
will be able to freely exercise their preference
and remain with the status quo. That fact

can be emphasized to assure those who like
the current public school system that they
will be able to continue with that system.

Summary and Conclusion

Legislative and independent evaluations of
the fiscal effects of educational choice pro-
grams have identified significant cost savings
associated with school choice. Results from
programs in Arizona, Milwaukee, Cleveland,
Florida, Pennsylvania, Maine, and Vermont
indicate that allowing an increasing number of
students to attend private schools for less
money than is spent per student in public
schools makes sound fiscal sense. Analyses of
proposed school choice programs in Utah,
South Carolina, New Hampshire, Baltimore
City, and Virginia reveal that those programs
could indeed save money and are reflective of
the savings that could result from similar pro-
grams in other states. School districts in states
where no constitutional prohibition exists
could adopt school choice unilaterally. Analyses
of local school choice programs show that sig-
nificant savings can be realized through local
option school choice, while maintaining a high
level of quality for students who remain in pub-
lic schools. Policymakers at the state and local
level can, therefore, look to school choice as part
of a fiscally responsible budgetary strategy.
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