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school districts revealed the following: 
 
• Prior performance of school districts was the 

strongest determinant of passing rates for state 
assessments, SAT/ACT scores, graduation rates 
and dropout rates. 

• The economic status of the student population was 
the second strongest determinant of district 
performance on all outcomes measured.  

• Increasing total district expenditure had no effect 
on passing rates for state assessments or, in some 
cases, worsened performance. 

• Increasing total district expenditure worsened both 
SAT and ACT scores. 

• Increasing district expenditure on instruction as a 
share of total expenditure generally improved 
student performance (except for grade 5 
mathematics). 

• Increasing district expenditure on leadership, 
teacher salaries and class size reduction generally 
did not improve student performance (the one 
exception was for grade 5 mathematics). 

• Increasing teacher experience never improved 
student performance. 

________ 
 
This publication is available online at: 
http://www.texaspolicy.com/pdf/2004-03-19-BH-Educ.pdf. 
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Some in the Texas Legislature are presently 
considering several proposals to replace at least a 
portion of the school property tax with a business 
activity tax (better known as a value-added tax). It is 
believed this proposal would enable the state to 
eliminate “Robin Hood” and provide funds to alleviate 
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educational disadvantages caused by existing property 
tax limitations. 
 
Without taking a position on the business activity tax, 
the Texas Public Policy Foundation’s free market 
philosophy dictates that any tax policy alternative be 
fully considered in the marketplace of ideas. To this 
end, the strengths and weaknesses of any proposed 
policy must be considered and that is the purpose of 
this paper. 
 
All too often, policy changes that have profound 
economic effects are made with little regard to the 
economics of the issue. For example, some years ago, 
popular sentiment in favor of “taxing the rich” 
encouraged the U.S. Congress to impose taxes on 
various “luxury” goods such as furs, small private 
aircraft, and yachts. Tax revenues plummeted as the 
rich went elsewhere for their luxuries. At the same 
time, the middle class workers who made the luxury 
goods were rendered unemployed. 
 
Policymakers ignore economic analysis at the peril of 
themselves and their constituents. The politics of 
making policy are not avoidable. The economic effects 
of politically determined policy are even less avoidable. 
Just as potential policy changes have their political 
positives and negatives, so too do they have their 
economic positives and negatives. The business activity 
tax is no different. 

________ 
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http://www.texaspolicy.com/pdf/2004-03-19-BAT.pdf. 


