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Key Takeaways
•	 Demographic shifts, more competition in the public school arena,  

and state aid formulas are driving challenges. 

•	 If credit deterioration persists, some states may opt to reform their 
education funding models.

•	 Credit selection within the school district sector is becoming 
increasingly important.
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Throughout 2024, public K-12 school districts in certain areas of the country reported growing 
budget imbalances on account of slowing revenue, waning federal aid, and rising costs. 
Breckinridge anticipated weaker post-pandemic school district fundamentals in 2022 (Is it time 
to go back to school on school credit?). Some struggling districts are now being forced to make 
significant budget cuts, and in December, Moody’s placed the K-12 sector on “negative outlook.”1

The school district budgetary challenges highlight demographic shifts driving enrollment 
changes. These include aging population, outmigration from high-cost regions, and lower 
fertility rates. Budget challenges also highlight the impact of school choice and the limitations 
of current school finance formulas. School district formula grants sometimes limit state 
disbursements or place limits on locally derived revenue. We anticipate that more pressure 
may be placed on states in 2025 to support modern enrollment realities. This might include three 
states with a significant municipal market presence: Washington,2 California,3 and Florida.4

DEMOGRAPHIC SHIFTS HAVE MORE PERMANENTLY CHANGED 
ENROLLMENT PATTERNS
Following the end of significant federal pandemic aid, weakening credit fundamentals 
have refocused school district investors’ attention on negative enrollment patterns. Aging 
population, mobility and migration due to cost-of-living concerns, and lower fertility rates 
are root causes of disenrollment patterns. Fertility, in particular, declined in every U.S. state 
between 2005 and 2022, and it is likely to continue, especially in the Northeast and the West, 
which have the Nation’s lowest birth rates.5

SCHOOL CHOICE CONTINUES TO GROW, INCREASING COMPETITION FOR 
THE PUBLIC SCHOOL SECTOR
School choice is also a driver of disenrollment trends. Competition from charter and private 
schools can draw students away from their public district. As of 2024, well over half of U.S. 
states had some kind of school choice program.6 School choice programs continue to expand, 
making it easier for school-age children to attend public charter schools or magnet schools, 
private schools, or receive their learning online or via homeschooling models.7 Proponents 
of school choice cite the benefits of allowing students to obtain preferred schooling, and the 
benefit of decoupling school quality from location of residence. As more states pass laws 
allowing or expanding school choice, traditional public school districts may be negatively 
impacted via loss of students, loss of teachers, and/or lack of public support.

CURRENT STATE FUNDING FORMULAS CAN BE RESTRICTIVE & CALLS 
FOR REFORM ARE GROWING
State aid can both ameliorate and exacerbate the budgetary challenges vexing school districts. 
State funding formulas tailored to current enrollment realities could help reduce credit 
weakening. Nationwide, state support comprises nearly half of revenue for public schools. In 
over 40 percent of U.S. states, state funding provides at least 50 percent of districts’ revenue.8

1.	“Moody’s issues negative outlook for K-12 public schools in 2025,” Yahoo! Finance, December 12, 2024. Note that S&P has not yet published its state and 
local government outlook for 2025, and Fitch remains neutral on states and local governments (which include school districts). 

2.	“Schools across WA are struggling to balance their budgets,” The Seattle Times, May 27, 2024.
3.	“‘Fiscal cliff’ approaching for some districts in California as costs soar and enrollment falls,” EdSource, June 21, 2023.
4.	“Florida’s top education official says public school closures a tradeoff for school choice,” Politico, May 29, 3034.
5.	“Fertility Rates by State,” National Center for Health Statistics, December 15, 2024.
6.	“School Choice In America,” EdChoice, December 15, 2024.
7.	IBID.
8.	State enhancement and intercept programs also provide state backing in the event of default that help school district bonds maintain higher liquidity 

and help lower-rated districts maintain investor appeal. Over 30 states around the US provide some form of enhancement.
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https://www.seattletimes.com/education-lab/schools-across-wa-are-struggling-to-balance-their-budgets/
https://edsource.org/2023/fiscal-cliff-approaching-for-some-districts-in-california-as-costs-soar-and-enrollment-falls/692718
https://www.politico.com/news/2024/05/29/florida-public-school-choice-00160501
https://www.cdc.gov/nchs/pressroom/sosmap/fertility_rate/fertility_rates.htm
https://www.edchoice.org/school-choice-in-america-dashboard-scia/
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Despite their importance, most states use funding formula models designed in times of 
growing or stable enrollment. Thirty-five states and Washington, DC, use a primary funding 
model for school districts that is based on student counts.9 Per-pupil funding models 
impact districts with declining pupil counts and can sometimes limit a district’s ability to 
raise revenue by other means, such as effective caps on property tax revenue.10 While state 
spending on public education increased in all but five U.S. states in 2024,11 calls for changes 
to funding models have been growing in certain regions. It is possible for states to alter their 
funding formulas to allow for greater flexibility in revenue generation. 

Breckinridge continues to see value in independent research for the public K-12 school district 
sector. Default risk in the K-12 public school space remains extremely low given strong state 
oversight and credit enhancement programs for districts in many U.S. states. However, 
ratings risk is salient given the potential for more rating agency downgrades. The fiscal issues 
challenging certain districts are not necessarily limited to lower-rated, smaller, or poorer 
issuers. Focusing research efforts based on rating, enrollment size, or tax base is not entirely 
possible. We do not expect to materially lighten our K-12 sector exposure, but we may become 
increasingly selective with school district credits. Where credit distress is materializing, we are 
on the lookout for the possibility of state intervention or state funding changes. 

9.  “50-State Comparison: K-12 Funding,” Education Commission of the States, December 15, 2024.
10.  �Washington is a great example of this. Levy lids following a 2012 state supreme court decision that increased per pupil funding has hurt wealthy 

districts experiencing enrollment declines in recent years. 
11.  “2024 State Expenditure Report, Fiscal Years 2022 – 2024,” National Association of State Business Officers,” 2024.
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This material provides general and/or educational information and should not be construed as legal, tax or investment advice. It does not include all of the information 
necessary to make a decision to invest with Breckinridge. The content is current as of the time of writing or as designated within the material. All information, including the 
opinions and views of Breckinridge, is subject to change without notice.
All investments involve risk, including loss of principal. Diversification cannot assure a profit or protect against loss. Fixed income investments have varying degrees of 
credit risk, interest rate risk, default risk, and prepayment and extension risk. In general, bond prices rise when interest rates fall and vice versa. This effect is usually more 
pronounced for longer-term securities. Income from municipal bonds can be declared taxable because of unfavorable changes in tax laws, adverse interpretations by the IRS 
or state tax authorities, or noncompliant conduct of a bond issuer. There is no assurance that the customization or the approach will meet their objectives.
Breckinridge believes that the assessment of ESG risks, including those associated with climate change, can improve overall risk analysis. When integrating ESG analysis with 
traditional financial analysis, Breckinridge’s investment team will consider ESG factors but may conclude that other attributes outweigh the ESG considerations when making 
investment decisions.
There is no guarantee that integrating ESG analysis will improve risk-adjusted returns, lower portfolio volatility over any specific time period, or outperform the broader 
market or other strategies that do not utilize ESG analysis when selecting investments. The consideration of ESG factors may limit investment opportunities available to a 
portfolio. In addition, ESG data often lacks standardization, consistency, and transparency and for certain companies such data may not be available, complete or accurate.
Breckinridge’s ESG analysis is based on third party data and Breckinridge analysts’ internal analysis. Analysts will review a variety of sources such as corporate sustainability 
reports, data subscriptions, and research reports to obtain available metrics for internally developed ESG frameworks. Qualitative ESG information is obtained from corporate 
sustainability reports, engagement discussion with corporate management teams, among others. A high sustainability rating does not mean it will be included in a portfolio, 
nor does it mean that a bond will provide profits or avoid losses.
Any specific securities mentioned are for illustrative and example only. They do not necessarily represent actual investments in any client portfolio.
The content may contain information taken from unaffiliated third-party sources. Breckinridge believes the data provided by unaffiliated third parties to be reliable but 
investors should conduct their own independent verification prior to use. Some economic and market conditions contained herein have been obtained from published sources 
and/or prepared by third parties, and in certain cases have not been updated through the date hereof. All information contained herein is subject to revision. Any third-party 
websites included in the content.
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