Key findings in E-12 education

+ Minnesota is now average in its education spending compared to other states.
In FY 1987, per pupil education spending in Minnesota was 11 percent above the
national average. By FY 2006, Minnesota’s per pupil spending was equal to the

national average.

School districts now rely more on property taxes. A decline in state aid to
schools since FY 2003 has resulted in a modest reduction in total school revenue

and a significant increase in school property taxes.

State general fund spending on E-12 education rose by 10 percent from FY 2000
to FY 2009. A major tax reform meant that in FY 2003, about $1 billion in school
funding was taken off of local property taxes and replaced by state funding.

However, state E-12 funding has gradually declined since FY 2003.

Key findings in higher education

In-state tuition increased by 68 percent at the University of Minnesota from
2000 to 2007. Average tuition in the Minnesota State Colleges and Universities
system (MnSCU) rose by 55 percent over the same period. At the same time, the

average state grant amount actually decreased by 7 percent.

Minnesota’s ranking among states in state funding for higher education
dropped from 12th in FY 2001 to 35th in FY 2006, as a share of personal income.
And although Minnesota is below-average in state funding for higher education, it

is above-average in the cost of attending public institutions.

State general fund spending on higher education dropped 16 percent from FY
2000 to FY 2009. Significant cuts earlier in the decade were partially restored in

recent years.

State higher education funding per full-time student dropped by 28 percent
from FY 2000 to FY 2007.

The 2000s can be
categorized as a lost
decade in which many
Minnesotans found their
opportunities to succeed
in school, the workplace,
or in providing a decent
standard of living for their

families were constrained.
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E-12 EDUCATION

A healthy early childhood, elementary and secondary school system
(E-12 education) is critically important to the state’s economic
vitality and quality of life. The importance of state funding for
education is recognized in the state’s constitution, which states,

“It is the duty of the legislature to establish a general and uniform
system of public schools. The legislature shall make such provisions
by taxation or otherwise as will secure a thorough and efficient

system of public schools throughout the state.”

A report to the Joint Economic Committee of the U.S. Congress emphasizes the
importance of E-12 education, noting that, “There is a strong consensus among
economists that formal education is an important determinant of individual
earnings as well as economic growth. The importance of formal education has been
magnified by recent economic trends underlying U.S. labor market demand for

skilled workers.™

The benefits of E-12 education are not limited to the realm of economics.
Individuals who obtain a high school diploma earn significantly more than those
who do not, and also report better health status and are less likely to be involved in
the criminal justice or welfare system.? Given the broad range of benefits accruing
from E-12 education, it is not surprising that the public has long recognized and

supported funding for the E-12 system.

In this decade, Minnesota’s state general fund investments in E-12 education grew
by 10 percent.? A large share of the increase in funding is the result of reform
legislation passed in 2001 in which the state took over roughly $1 billion in
education funding and reduced local property taxes by a similar amount. But the
state had trouble maintaining its commitment once fiscal challenges began. Since
FY 2003, state general fund investments in E-12 education have declined slightly.
Although school districts made up for some of the reductions in state funding
through increases in property taxes, total school district revenues are nonetheless

lower now than in FY 2003.

Minnesota has become an average state in terms of its investments in education.
And Minnesota still has work to do to ensure that all children have the opportunity
to succeed. In Minnesota, there are large racial and income disparities in
educational achievement—often called the “achievement gap.” Low-income
children are twice as likely to not be ready for kindergarten compared to children
from families with the highest incomes.* Among the thirty-seven states that

consistently report graduation rates, Minnesota ranks dead last in graduation rates

In Minnesota, there are

large racial and income
disparities in educational
achievement—often called

the “achievement gap.”
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Key findings

* Minnesota is now average in its
education spending compared
to other states. In FY 1987, per
pupil education spending in Minnesota
was 11 percent above the national
average. By FY 2006, Minnesota's per
pupil spending was equal to the

national average.

State general fund spending on
E-12 education rose by 10
percent from FY 2000 to FY
2009. A major tax reform meant that
in FY 2003, about $1 billion in school
funding was taken off of local property
taxes and replaced by state funding.
However, state E-12 funding has
gradually declined since FY 2003.

School districts now rely more
on property taxes. The decline in
state aid to schools since FY 2003 has
resulted in a modest reduction in total
school revenue and a significant

increase in school property taxes.
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State spending on E-12 education is down since 2003
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of black students. Minnesota also lags significantly behind the national average in
graduation rates of Hispanics, American Indians and Asians.® Minnesota’s future
economic competitiveness is at risk when so many Minnesota children are unable to

reach their full potential.

Major E-12 funding reforms passed in 2001

How Minnesota funds E-12 education changed significantly in this decade. During
the late 1990s and the early years of the current decade, the state used general fund
resources to reduce general education property taxes. This process culminated with
legislation passed in 2001 that included the complete state takeover of what was
called “general education costs” and the elimination of general education property
taxes in FY 2003.

Consequently, there was a dramatic increase in state spending on E-12 education in
FY 2003 and a corresponding decline in school property taxes. Approximately $1
billion in education spending was shifted off of local property taxes and was
replaced by state general fund dollars. As a result, the share of total school district

revenues paid by the state rose from 61 percent in FY 2000 to 75 percent in FY 2003.

State funding has dropped since FY 2003

Just as the state’s education finance and property tax reforms took effect, the state
started to face budget shortfalls. As a result, since FY 2003, state general fund
spending on E-12 education has gradually declined. By FY 2009, state general fund
spending on E-12 education had dropped 12 percent.

E-12 education weathered the deficit years better than many other areas of the
budget, which saw more dramatic cuts in funding. But E-12 education was not

immune from budget cuts. Unfortunately, students who already faced stark



disparities in opportunities were harmed by

budget choices made in 2003.

¢ Funding to aid students with Limited
English Proficiency was capped at five
years, although experts argue that setting a
cap ignores the fact that not all children

will achieve proficiency at the same pace.

¢+ Funding for After School Enrichment
programs, which help low-income students and children of

color who are struggling in school, was eliminated.

* Adult Basic Education, which includes English as a Second
Language, citizenship classes, and GED completion, was cut by

about 11 percent.

Policy choices have created greater reliance

on property taxes

The constitutional requirement that the legislature establish a
general system of public schools does not mean that the state will
fully fund E-12 education. Throughout recent history, well over
half of the total revenue for the E-12 education system has come
from the state, although a significant portion of public school
revenues comes from local sources, primarily local school

property taxes.

The state’s role in E-12 finance has widely been seen as ensuring

that all school districts can afford to provide access to schools of

The state’s role in E-12
finance has widely been seen
as ensuring that all school
districts can afford to provide
access to schools of

comparable quality.

comparable quality. The state has
administered this responsibility by providing
aid to school districts based on property
wealth per pupil; the poorer a school district,
the more aid the district will receive from the
state, all other things being equal. This
process is referred to as “equalization.” The
state has also provided additional resources
to school districts that have higher
educational costs. For example, the state provides more aid to
school districts with high concentrations of students in poverty.
In these ways, the state attempts to ensure that all children have

access to quality education.

Total school district revenues, and the relative importance of state
funding and local property taxes, have seen many changes over
this decade. Total school district revenues per pupil increased by 7
percent from FY 2000 to FY 2003. As a result of the reform
legislation passed in 2001, there was a dramatic increase in state
aid to school districts during this time period and a

corresponding decline in school property taxes.

* Per pupil state funding for school districts grew by 31 percent.
* School property taxes per pupil fell by 51 percent.

However, since FY 2003, the share of school district funding
coming from the state has declined and reliance on property taxes

has grown. The 2007 Legislature passed an increase in state

Schools are relying more on property taxes

School district revenues per pupil
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In FY 1987, per pupil
education spending in

Minnesota was 11 percent

above the national average.

By FY 2006, it was equal

to the national average.

funding for schools districts for the FY 2008—-09 biennium that was generous in

comparison to previous budget cycles, but it was still below what was needed to keep
pace with inflation.® From FY 2003 to FY 2009:

* Per pupil state aid to school districts fell by 14 percent.
* School property taxes per pupil rose by 48 percent.

The recent increases in property taxes and a modest net gain among other revenue
categories was only sufficient to offset two-thirds of the decline in state aid, so total
school revenues per pupil have fallen by 3 percent from FY 2003 to FY 2009. Simply

put, property tax increases were insufficient to replace the loss in state aid.

The increased reliance on the property tax to fund E-12 education raises serious
concerns regarding tax fairness. The property tax is a regressive tax, meaning that a
disproportionate share of taxes is paid by households with the least ability to pay.
Increasingly, school districts are relying more on school referenda to fund public
schools. While the stated purposes of ballot questions differ from district to district,
there is little doubt that the ultimate cause of the increase in the number of
referenda is the need to replace declining state aid. As the number of referenda has
increased, referenda passage rates have fallen. The decline in passage rates has been

attributed to taxpayer resentment over the increase in regressive property taxes.’

Increased dependence on property taxes to fund E-12 education also raises issues of
transparency. When taxpayers see their school property taxes increasing, they
naturally assume that public schools are getting more money. However, too often

this is not the case. School property taxes are generally being used to

Minnesota education spending falls replace a reduction in state aid and are not providing a net increase
compared to national averages in real per pupil funding.
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changed little from FY 1987 to FY 1995, but has fallen since then. By



FY 2006, Minnesota’s effort toward funding education was 9 percent

below the national average.

Minnesota can no longer claim that it funds its public school system
more generously than the national average. Based on the most current
Census Bureau data available, Minnesota is a middling state in terms
of per pupil support for public education and is considerably below
average in terms of the percentage of the state’s income that is devoted

to public education.

Conclusion

Compared to the other areas of the budget examined in this analysis,
E-12 education funding was not cut as severely during the deficit
years. Nonetheless, Minnesota has lost ground in education funding

compared to other states, and now falls in about the middle of the pack.

Major tax and education funding reforms passed in 2001 sought to replace a
significant share of local property taxes with state funding. This goal proved
difficult to maintain during the deficit years, and over time the state’s schools have
relied more on property taxes as state funding has declined. Greater reliance on the

property tax raises questions about whether all districts will be able to provide a

quality education for its students. And a persistent achievement gap raises questions

about whether all Minnesota children have the opportunity to succeed.
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Methodology

+ Data sources: The analysis of trends
in state general fund spending in this
section is based on data from the
Minnesota Department of Finance’s
General Fund Fund Balance Analyses.
Analysis of school district revenues is
based on data from the Minnesota
Department of Finance, Price of
Government, May 2008, and pupil
count data from the Minnesota

Department of Education.

Inflation adjustments: All data
used to examine changes over time
have been adjusted to reflect changes
in the buying power of the dollar using
the Implicit Price Deflator for State
and Local Government Purchases. As a
result, an increase in spending found in
this report means that spending grew
more than inflation. A decrease in
spending includes the nominal cut in
funding plus the lost buying power

due to inflation.
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