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I N T R O D U C T I O N

Massachusetts faces an unprecedented education funding crisis as the slow recovery of
state revenues and a concurrent drop in municipal income are compounded by the
impending end of federal stimulus funding. The immediate need for financial
efficiency, and a recent resurgence of education reform efforts, makes this an
opportune time to reexamine the school finance system and evaluate what changes are
needed to achieve its goal—delivering high quality public education to all students.

In 1991, the Massachusetts Business Alliance for Education (MBAE) called
for specific legislative action to reform both the education system and the
way that it was financed. The so-called foundation budget, a key feature of
that proposal, became part of the Education Reform Act of 1993 to
provide a progressive plan for funding the state’s schools based on a model
of the way a school system really functions. The foundation budget set
standards for student teacher ratios, maintenance expenditures, support
personnel, teacher training, and budgets for educational supplies among
other details. The formula also recognized the special needs of
disadvantaged youth by providing for the services needed to close the
achievement gap between low-income and affluent students. 

The new law contained an inflation-adjustment mechanism designed to
establish and preserve equity among districts, and to allow schools to
continue to operate at the program levels envisioned in 1993. The
expectation was that the dollar value of the foundation budget would keep
pace with rising costs. Over time, this expectation has not been met as

actual costs came to exceed the factor used to adjust the foundation budget. In
particular, healthcare insurance expenditures for education employees have risen far
faster than inflation, surpassing the foundation budget allowance in 2010 by almost
$1.7 billion dollars alone. As a result, while Massachusetts may spend on average
$10,700 per student per year on education, the percentage of that amount that directly
affects what goes on in the classroom, as opposed to paying for administration,
contractual obligations and health care, is much lower. 

MBAE, with the support of The Boston Foundation, has undertaken this study to
examine how the foundation budget has met original expectations as well as current
needs. This is the first of a three-part series on school finance from MBAE. Next we
will look at where opportunities can be found for savings through cost efficiencies and
consolidation. The final phase of this work will review what other states and districts
are doing to advance new paradigms of school finance that could both increase
efficiency and achieve an increase in the quality and equality of education
opportunities for students. 

Our purpose is to identify where adjustments are needed in the way Massachusetts
finances our schools, and to inform and promote policies that will provide sufficient
funding for a world class school system that educates all children for success. 

Linda Noonan, Executive Director
Massachusetts Business Alliance for Education
December 2010
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E X E C U T I V E  S U M M A R Y

The 1993 Massachusetts education reform law represented a “grand bargain”—high standards
and accountability for student performance in return for equitable funding across districts.
High standards were to be established through curriculum frameworks that specified what
every child should learn. For their part, educators agreed to be held accountable for student
achievement, including implementation of the Massachusetts Comprehensive Assessment
System (MCAS) exams and graduation requirements linked to MCAS.

In return, the governor and the legislature, with broad support from the business community,
agreed to make sure that every school district had sufficient funding to provide its students
with the quality education needed to meet this consistent standard of academic achievement.
This was intentionally designed to achieve equity for urban districts with large concentrations
of minority and low-income students, which had traditionally been underfunded. 

The accountability and the funding provisions were closely linked. Political and business
leaders did not want to put additional resources into the schools without clear measures of
educator accountability, and educators could not fairly be held accountable for student
performance absent adequate funding.

At the heart of this historic bargain was the foundation budget—the new law’s
definition of what constituted adequate funding. Since 1993, successive
governors and legislatures have lived up to their obligations under the
Education Reform Act, making sure that all districts reached the foundation
funding goal set by the law. Nonetheless, it is clear today to any reader of the
state’s newspapers that something is amiss. School districts across the state are
laying off teachers and cutting back on book purchases, teacher training, library
services, and athletic programs. 

Having played a central role in forging and passing the 1993 historic bargain,
MBAE has a sustained interest in the school finance debate today. The
organization commissioned this paper to examine the apparent contradiction
between the state government’s adherence to the foundation budget
requirements and the school funding challenges visible in so many school
districts across the state.

Key Findings

1.    Health Care Costs: The explosive growth in the cost of health care for school employees
has caused a major funding shortfall. From 2000 to 2007, costs rose by 13.6 percent per
year, while the overall inflation adjustment was growing at only 3.4 percent. Over this
period, annual health care costs in school budgets grew by $1.0 billion—$300 million
more than the increase in Chapter 70 aid.

2.    Impact on Teachers, Education Materials, Training: With health care costs rising
rapidly but overall district spending increasing at more modest rates, there has been
relatively little left over for other areas of the school budget that directly affect student
learning -- teachers, instructional materials, and teacher training. Since 2000, per-pupil
spending statewide on these key elements of school budgets, adjusted for inflation, has
been falling. From 2000 to 2007, spending on books fell by more than half and
spending on teacher training by almost a quarter.

3.    Inflation Adjustment Falls Short: The price indicator used to adjust the foundation
budget to keep it in line with inflation has increased much more slowly than the actual
cost of running schools in Massachusetts—only 3.4 percent a year from 2000 to 2007. As
a result, the foundation budget, and the state aid and local spending requirements that
depend on it, have failed to keep up with rising costs. The foundation budget shortfall
was $1.2 billion in 2007 and is now almost $1.7 billion. 
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4.    Equity Not Achieved: Over the 17 years since the Education Reform Act passed, there
has been virtually no equalization in spending or state aid between rich districts and poor.
The gains made by the neediest districts in the years before 2000 have been all but
nullified by losses in the years since. With growth of only 2.3 percent per year from
2007 to 2010, the per-pupil spending in needy districts was a full percentage point
less than the wealthiest suburban districts (3.4 percent). As a result, they made very
little progress relative to the foundation goal, properly adjusted for inflation. Poor
districts were 21 percent below in 1993, rose to within 3 percent of the goal in 2000, and
were back down to 16 percent below in 2010.

In addition to the impact of skyrocketing healthcare costs for their own employees, school
districts are also hurt by soaring increases in Medicaid and health insurance for state
employees—increases that are crowding out all other areas of the state budget. From 2000 to
2010, health care consumed two thirds of the entire increase in state spending. Controlling
health care costs has therefore become a critical education issue.

The inability to increase state aid, and the resulting cuts in spending,
particularly in the neediest districts, call into question the historic bargain
created in the Education Reform Act of 1993. If we cannot bring resources in
the classroom to the foundation goal—either by increasing state assistance
or reducing costs in health care, student transportation, school operations,
central administration, and other areas that don’t directly impact teaching
and learning in classrooms—we cannot in good faith continue to hold
teachers and principals accountable for reaching the reform law’s
performance goals.

T H E  C E N T R A L  R O L E  O F  T H E  F O U N D A T I O N  B U D G E T

The school funding side of the 1993 “grand bargain” was codified by the reform law’s spending
goal—the foundation budget. This consisted of a specific set of resources that were to be made
available to every school. It included class size goals (22 for elementary school, 25 for middle
school), additional teachers for music, art, libraries, and physical education, funding goals for
teacher professional development, and funds for books, software, and other educational
materials. The foundation budget rises (and falls) with changes in enrollment, and provides
additional resources for districts with high percentages of low-income students and students
who are not fluent in English. This approach was considered a radical change at the time
because instead of basing state aid on available funds, regardless of whether this was enough
to educate students properly, the new law began by defining what schools needed, and then
allocating funds accordingly.

The school funding formula was set up to ensure that over the first seven years of the reform
period, every district’s spending would be brought up to the foundation level and be
maintained there as the foundation itself was adjusted for inflation. This was done by keying
both state aid and required local support to the foundation budget spending goal.

Adjusting for Inflation

Prices and wages rise over time. Unless adjusted to reflect rising costs, the dollar amounts
established in 1993 would quickly become too low to maintain the class size, book purchase,
and professional development goals set in the 1993 bargain. For this reason, an inflation
adjustment was included in the 1993 statute. As we’ve seen, the price index used for this
adjustment—a national index of the cost of operating state and local governments—has not
kept pace with the actual cost of running Massachusetts schools. As a practical matter, this has
meant that neither state aid nor required local contributions have risen sufficiently to allow
districts to meet the 1993 class size, book purchase, and professional development goals. 
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Many districts, mainly wealthier suburban districts, have chosen to spend more than the
statutory minimums. But other districts, usually inner-city districts with low property wealth
and high percentages of needy students, have spent at or near the minimum required. Such
districts are now spending well below the programmatic levels envisioned in the 1993 bargain.

The basic idea behind the state aid formula established in 1993 is simple enough. There’s a
target for how much each district should be spending (the foundation budget) and a formula
for determining how much each district should contribute in the way of local funds, taking
into account personal income and property wealth in equal measure. If the foundation budget
is greater than what a district can reasonably be expected to fund on its own, the difference is
made up with state education aid. A similar approach is used in the vast majority of states
across the country.

Had the foundation budget increased at the rate necessary to cover districts’ rising costs—or if
those costs had risen at the same rate as the formula’s inflation adjustment, as was the case
from 1993 to 2000—most of the complaints about the funding formula would disappear.

The Chapter 70 formula is designed to keep districts at the foundation budget, regardless of
whether that budget is itself keeping up with actual costs.1 The only way to fix this problem is
to control costs and/or add revenue. Intellectually, this solution is much simpler than
redesigning the formula’s underlying algebra. Politically, it’s much more difficult.

Organization of the Paper

The conclusions summarized above are spelled out in more detail below, using a series of
charts to illustrate the key points graphically. The paper begins by looking at the statewide
increase in school spending over the reform period and where it went (teachers, book
purchases, school operation, employee health insurance). This is done first in current dollars,
then in real, inflation-adjusted dollars. The next section goes beyond the statewide totals to
look at how the neediest districts with large percentages of low-income and minority students
and with low property wealth have fared, and how their spending trends compare to the more
well-off districts. The concluding section looks at the impact of health care costs on the state
budget as a whole.

Analysis Before and After 2000

Financial trends since 1993 are best understood by looking separately at the periods before
and after FY 2000 (fiscal year 2000, which was school-year 1999-2000). From 1993 to 2000,
the spending increases envisioned in the foundation budget were phased in gradually. During
this period there were relatively larger increases in state aid to bring districts up to foundation
and increases in costs were roughly in line with the foundation budget inflation adjustments,
so the process went quite smoothly.

Once districts reached foundation budget levels in 2000, there was no longer the need to
increase state aid payments at levels substantially above the inflation rate. Since 2000, the cost
of employee health care has risen dramatically; and the problems have been compounded by
two periods of overall state budget shortfalls. As a result, much of the progress made in the
earlier years has been lost over the past 10 years.

Ideally, we would look at trends from 1993 to 2000 and then from 2000 to 2010. Data is
available over this entire period for actual school spending, the foundation budget, and district
enrollment.2 To understand what has happened, we need to be able to look at spending by area
of expenditure—most importantly, by separating out spending on employee health care.
However, information at this level of detail for spending and enrollment is available only for
1996, 2000, and 2007. Where possible, the analysis that follows runs from 1993 to 2010;
where necessary, it is limited to the periods 1996 to 2000 and 2000 to 2007.
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P A R T  1 :  W H E R E  T H E  M O N E Y  W E N T

Overall Spending Increase

In school year 1995-96 (FY 96), net school spending in Massachusetts was $5.2 billion.3 Of
this total, $233 million was spent on tuition for students who were the financial responsibility
of the district but actually attended school elsewhere—primarily out-of-district spending for
special education students, but also students using the school choice law or attending charter
schools. The remaining $5.0 billion was spent in the district’s schools in support of local
students.4

Of the $5.0 billion spent in-district, $546 million went to support employee benefits, mainly
health care, leaving $4.4 billion available to operate and staff the district’s schools.5 

By FY 2000 spending had increased by $1.6 billion to $6.8 billion; it increased by another $3
billion over the following seven years, reaching $9.9 billion in FY2007. As we see in the left-
hand portion of Chart 1 below, the increases in tuition and health care costs between 1996 and
2000 were relatively small. Most of the new funds—$1.4 billion—were available to support
teachers, book purchase, and other programs within the schools.

After 2000 the picture is very different. A third of the overall increase in school spending over
this period went to cover the increased cost of employee health care. The increase in tuition
paid reflected a large increase in the number of students going to charter schools or using
school choice programs. When account is taken of the decreased number of students the
statewide impact of the increased tuition payments on per-pupil funding for in-district
programs is relatively small, although it may be quite large in particular districts.6

Annual Changes in Spending 

These trends are best understood by looking at spending trends on an annual basis, as shown
in the right-hand side of Chart 1. With health care costs rising by an additional $100 million a
year ($147 million after 2000, against only $41 million before), the increases remaining for in-
district programs fell dramatically—from $341 million before 2000 to only $213 million after. 




