
POLICY BRIEF

RETHINKING THE PROPERTY TAX– 
SCHOOL FUNDING DILEMMA

The COVID-19 pandemic brought new urgency to 
school funding. School closures and the switch to 
remote learning led to substantial learning losses for 
many students.1 But even prior to the pandemic, the 
academic performance of students in many states 
was below proficient, with persistent geographic, 
racial, and economic gaps.

Inadequate and inequitable public education has 
frequently been blamed on the way we fund schools 
in the United States. Most funding comes from a mix 
of local property taxes and state aid. State aid for 
education can promote equity among school districts, 
but it sometimes fails to do so and often falls short 
of providing adequate funding, particularly for low- 
income students. Furthermore, as state aid is funded 
by sales and income taxes, it is often cut during 
recessions when revenues decline. 

In contrast, the property tax is remarkably stable 
over time and can offset state aid cuts. While propos-
als to eliminate property tax funding of schools are 
popular in many states, maintaining local funding 
is necessary for meaningful local control of K–12 
education. Local control promotes civic engagement 
and can make spending more efficient. Because home 
values constitute a substantial portion of many 

owners’ net worth and are strongly influenced by 
school quality, voters are motivated to approve 
worthwhile spending and oppose wasteful spending.2

The property tax has shortcomings, however. 
Assessed property values within a school district 
or community—the property tax base—vary from 
jurisdiction to jurisdiction. The resulting fiscal 
disparities mean communities with high per-pupil 
property wealth can fund an adequate education at a 
lower tax rate than jurisdictions with moderate or low 
per-pupil property wealth. Since the property tax is 
based on each parcel’s estimated value, its fairness 
depends on the accuracy of assessments—infrequent 
revaluations and state limits on assessed values 
erode equity. Because property taxes are based on 
value, not income, low-income taxpayers face a high 
tax burden relative to income. 

The dilemma is that the two major sources of 
funding for public education—local property taxes 
and state aid—each have weaknesses and strengths. 
Yet, the thoughtful combination of the two is the 
foundation of a school finance system that provides 
a high-quality education, equitable funding, and 
fairness for taxpayers. 

The thoughtful combination of the local 
property tax and state aid is the foundation 
of a school finance system that provides a 
high-quality education, equitable funding, 
and fairness for taxpayers.

The local property tax base, which includes residential property 

like these homes in Atlanta, affects how easily communities can 

fund public education. Source: Luciano Mortula/Dreamstime.com 
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State Aid in School Funding
State aid is crucial in narrowing fiscal disparities 
among school districts. Almost all state constitutions 
require their government to support education, and 
aid to elementary and secondary schools is the 
largest single item in most states’ general fund 
budgets. Yet the roles state governments play in 
financing K–12 education differ widely, as seen 
in figure 1.3 

Central to every state’s policy is the goal of 
reducing spatial differences in per-pupil property 
tax bases and in education costs, though states 
place differing importance on equity and adequacy 
goals. In recent decades, most states have sought to 
reduce differences in student academic outcomes 
by ensuring that each school district has sufficient 
resources to provide an adequate education. In many 
states, school funding policy promotes equality of 
access, which loosens the tie between property tax 
rates and total per-pupil resources. Most states use 
foundation formulas to achieve these goals. 

A foundation formula calculates how much aid 
a school district needs to reach a state’s mandated 
per-pupil spending or foundation level. In 2021, 
34 states used cost-adjusted foundation formulas 
to allocate state education aid.4 Foundation aid is the 
difference between a state-determined foundation 

level of per-pupil spending and the amount of money 
per pupil a school district receives if it levies a 
state-mandated property tax rate. School districts 
that raise more property tax revenue than the 
foundation level receive no foundation aid.5

Courts in many states have ruled that every 
school district must have sufficient funding to 
provide an adequate education, but state funding 
formulas often fail to account for differences in 
district characteristics including size, location, and 
student socioeconomic factors, all of which influence 
the amount of money necessary to provide equal- 
quality education. One way states account for cost 
differences is by replacing actual student counts 
in aid formulas with weighted student counts that 
reflect the higher costs of educating particular 
student groups.

In recent years, several scholars and organiza-
tions have assessed the performance of states’ school 
funding systems, including the performance of state 
aid. The Albert Shanker Institute and the Rutgers 
University Graduate School of Education calculate 
three school funding performance indicators  — 
adequacy, fiscal effort, and progressivity—but 
many states fall short in achieving one or more 
of these targets.6
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Figure 1

State Share of Public Education Revenue, 2018–2019

Note: Washington, DC, is excluded.
Source: Data from NCES (2021)



Case Studies
The practical nuances of state education finance 
and property tax policies offer important lessons 
for policy makers.

California: Property Tax Limits and  
Shift to State Funding
California educates more students than any other 
state, but it has shifted funding away from local 
governments in pursuit of educational equity at the 
cost of local control. Taxpayers’ successful quest to 
control property tax increases in the 1970s also 
traded horizontal equity and fairness for predictabi-
lity. Weak student achievement was one unintended 
consequence of abandoning local funding of schools 
and imposing assessment limits.

Massachusetts: Successful Property Tax  
and School Finance Reform
In many ways, Massachusetts serves as a model 
for how to manage the property tax–school funding 
dilemma. Massachusetts enacted Proposition 2½ 
in 1980. Though inspired in part by California’s 
Proposition 13, the measure did not include an 
assessment limit and the commonwealth later added 
more local government flexibility and modifications 
to its property tax system. The Education Reform 
Act of 1993 allowed Massachusetts to target school 
districts that most need aid and to link accountability 
standards to increased school aid, producing strong 
academic results.

South Carolina: A Tax Swap and 
an Outdated School Aid Formula
In 2007, South Carolina implemented a local-for-state 
tax swap, fully exempting homeowners from paying 
property taxes for school operations in exchange for 
a one-cent increase in the state sales tax for 
education. The timing of Act 388—just before the 
Great Recession—made clear how much less reliable 
sales taxes are than property taxes in most economic 
downturns. South Carolina’s foundation formula is 
also woefully outdated, relying on a measure of fiscal 
capacity that fails to account for the diminished 
residential property tax base.

Texas: The Courts’ and the Legislature’s 
Search for School Finance Reform
Texas relies more heavily on the property tax to fund 
state and local government than most states, but 
failure to regularly adjust its formula for rising costs 
and property values has both led to periodic increases 
in the share of school funding from the property tax 
and put a higher burden on homeowners. The state aid 
system does, however, account for a range of student 
and school district characteristics that raise the costs 
of providing an adequate education. 

Wisconsin: School Funding Decisions 
Motivated by Efforts to Reduce School 
Property Taxes
School funding in Wisconsin is intertwined with 
efforts to reduce property taxes. State-imposed 
revenue caps that mandate property tax rate 
reductions limit school districts’ ability to use state 
equalization aid to increase education spending. 
Wisconsin’s equalization aid formula does not 
account for differences in the spending needs of 
school districts, likely contributing to the large 
differences among districts in students’ academic 
performance. Despite some progress, racial gaps in 
educational performance remain extraordinarily large, 
and the share of public school revenues from the 
property tax remains above the national average.

This San Antonio classroom shows the diversity of the student 

population in Texas, where more than half is Hispanic. Source: 

Yellow Dog Productions/Photodisc/Getty Images



EXPAND RAINY-DAY FUNDS TO PREVENT  
FUTURE CUTS IN STATE AID 
State budgets rely heavily on income and sales taxes, 
which vary a great deal over business cycles, so govern-
ments should use revenue surpluses generated during 
economic booms to build up their rainy-day funds and 
resist the impulse to cut taxes during booms. These funds 
reduce the severity of recessions on schools when state 
tax revenues decline.
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Recommendations
Most policy makers nationwide share the goals of improving 
the quality of education, funding schools equitably, and 
reducing burdens the property tax places on taxpayers. The 
policies meant to achieve these goals, however, differ widely. 
Thus, no single set of policy recommendations will apply or 
prove equally relevant in all states.

USE BOTH LOCAL PROPERTY TAX REVENUE AND  
STATE AID TO FUND HIGH-QUALITY EDUCATION 
A well-functioning local property tax system provides stable 
funding, and properly structured state aid can reduce fiscal 
disparities caused in all states by the large differences in 
per-pupil property tax bases and in the per-pupil costs of 
providing high-quality education. Because both have their 
strengths and weaknesses, states should use a mix to provide 
their students a high-quality education—and resist calls to 
stop using local property taxes to fund schools.

IMPROVE EQUITY AND EFFICIENCY IN PROPERTY TAX SYSTEMS 
To increase acceptance of the property tax as an important 
component in financing public education, jurisdictions should 
consider:

• targeting property tax relief to taxpayers with high tax bills 
relative to their incomes;

• avoiding imposing restrictive limits on how much assessed 
values can grow each year or how much total property tax 
revenue jurisdictions can raise, and relaxing or repealing 
existing restrictions; and

• improving property tax assessment quality and considering 
more frequent assessments.

DISTRIBUTE STATE AID FAIRLY 
State aid allocations must ensure all students receive a 
high-quality education. States should:

• set appropriate academic standards and fund students’ 
ability to meet them;

• use foundation formulas that account for cost and fiscal 
capacity differences among school districts;

• acknowledge the higher costs of educating low-income 
students; and

• adjust funding formulas to reflect inflation and changes 
in fiscal capacity.

This Policy Brief is based on Rethinking the Property 
Tax–School Funding Dilemma, a Policy Focus Report by 
Daphne A. Kenyon, Bethany Paquin, and Andrew Reschovsky 
(Cambridge, MA: Lincoln Institute of Land Policy, 2022). 
https://www.lincolninst.edu/publications/policy-focus- 
reports/rethinking-property-tax-school-funding-dilemma

1 Goldhaber, Dan, Thomas Kane, Andrew McEachin, Emily 
Morton, Tyler Patterson, and Douglas O. Staiger. 2022. 
The Consequences of Remote and Hybrid Instruction 
During the Pandemic. Research Report. Cambridge, MA: 
Center for Education Policy Research, Harvard University. 
(May).

2 Fischel, William A. 2001. The Homevoter Hypothesis. 
Cambridge, MA: Harvard University Press.

3 NCES (National Center for Education Statistics). 2021. 
National Public Education Financial Survey Data. https://
nces.ed.gov/ccd/files.asp

4 Fischer, Adrienne, Chris Duncombe, and Eric Syverson. 
2021. Denver, CO: 50-State Comparison: K–12 and Special 
Education Funding. Education Commission of the States. 
(October 13). https://www.ecs.org/50-state-comparison -
k-12-and-special-education-funding

5 Reschovsky, Andrew. 2022. “Designing School Aid 
Formulas to Achieve High-Quality and Equitable 
Education.” Working paper No. 22AR2. Cambridge, MA: 
Lincoln Institute of Land Policy.

6 Baker, Bruce, Matthew Di Carlo, Kayla Reist, and Mark 
Weber. 2021. The Adequacy and Fairness of State School 
Finance Systems, School Year 2018–2019, 4th ed. Albert 
Shanker Institute and Rutgers University Graduate 
School of Education, December.

Strong schools are good for students, communities, and taxpayers, and both 

the local property tax and state aid are essential ingredients for a school 

finance system that achieves a high-quality education, equitable funding, 

and fairness for taxpayers. Source: kali9/Getty Images/E+
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