
School Revenue Crisis–Problem and Solutions
Scope of the Problem

* If Texas fails to invest sufficiently in the education of nearly five million students in our public schools today, the result will be a sharp decline in the average income of Texans over the next 30 years, according to recent projections by the state demographer.


* Three out of every five students in our public schools are economically disadvantaged. For more than one out of six students, English is a second language. Roughly one out ten must cope with a disability. These high-need students require extra help to meet increasingly rigorous state academic standards. Yet state funding formulas understate the costs of educating them.       


* Just to keep up with enrollment growth and cost inflation–in other words, to maintain current, inadequate funding levels–would take approximately $5 billion in new funding for the coming biennium. Updating obsolete formulas for the cost of educating high-need students and for cost variations between areas of the state would require still more. 


* But there’s a structural budget shortfall.  The 2006 cuts in school property taxes cost more than $14 billion per biennium to replace, but the replacement revenue sources–chiefly the business franchise tax–have fallen short by $9 billion per biennium.


* The state share of formula funding for school districts has fallen below 45 percent and is headed lower. State formulas also have locked in huge inequities between school districts in funding per pupil. Meanwhile, the state has made it harder for elected school boards to raise funds locally, mandating a voter referendum to ratify any tax rate above $1.04 per $100 of value.  

* The economic contraction of the past two years has shrunk state revenue below projected levels, so that there may well be a shortfall even for the current biennium.


* The governor, lieutenant governor, and House speaker this spring have responded to the state’s projected revenue shortfall with budget cuts. Recent cuts in the budget for the current fiscal year already have targeted after-school programs for at-risk students, mentoring of beginning teachers, and science labs needed to help students meet the state graduation requirement of four years of science in high school. Now these state leaders have issued a new directive for cuts equaling another 10 percent for fiscal 2011. These cuts are “just the beginning,” says the speaker.

Solutions to the School Revenue Crisis  
* Texas cannot afford a shortsighted policy of disinvestment in our schools. We need a balanced approach, taking full advantage of short-term revenue options to cover immediate shortfalls and tapping neglected revenue sources for the long run to share fairly the costs of education. 


* For the short run, Texas needs to make full use of the Rainy Day Fund of roughly $9 billion, which has been saved up precisely to deal with the type of temporary revenue losses that have been caused by the recession. The state also can look forward to regaining more than $1 billion in investment income from the Permanent School Fund this biennium and more than $2 billion next biennium as well. And some costs can be put off until economic recovery restores revenue flows.


* For the long run, Texas needs a modernized revenue structure. One of the fairest ways to modernize would be to apply the state sales tax to cover sales of business and professional services (other than “lifeline” services like health care and child care) just as it already applies to the sale of most goods. This overdue update of the state tax system would yield at least $5 billion per biennium. Broadening the tax base in this way also will help keep the tax rate lower.
