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• Declining school enrollment and more school choice may 
negatively impact credit fundamentals for school districts 
and local general obligation (GO) bonds.

• Despite the risks, credit quality is likely to remain strong 
in most districts.

• But potential growth in K-12 public school alternatives 
warrants monitoring given the importance of school 
districts to the municipal bond market.
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The latest on K-12 public 
school enrollment trends

FIGURE 1: PUBLIC K-12 
SCHOOL ENROLLMENT IS 
BELOW ITS PRE-COVID LEVEL 
IN ALL BUT SEVEN STATES

In our 2022 Municipal Bond Market Outlook, we noted that the COVID-19 pandemic had 
contributed to lower K-12 public school enrollment and student achievement. Districts 
that relied on remote learning experienced higher enrollment declines and educational 
backsliding relative to peers.

Now, nearly 3/4ths the way through the 2022 calendar year, evidence is accumulating 
that pandemic-induced enrollment declines may prove lasting and give way to more 
school choice.1 A combination of factors, including remote school, migration, and 
remote work contributed to weaker enrollment patterns during the pandemic. Parents 
and policymakers now appear more interested in school choice for a variety of reasons. 

A secular trend of declining enrollment and more school choice options could 
negatively impact school district and local general obligation (GO) credit fundamentals. 
Some districts could receive less state aid, face more competition, or suffer weaker 
tax base and economic growth. If charter schools proliferate and issue more debt, the 
market could see more below investment grade ratings. 

Notwithstanding the potential for enrollment attrition, credit quality is likely to remain 
strong in most districts. School district debt is typically supported by strong legal 
structures, including credit enhancement, that insulates bondholders from the operating 
stress caused by enrollment weakness. Districts are highly rated and generally flush with 
cash thanks to three COVID-era stimulus bills. In most districts, there are limits to the 
competitive threat posed by school choice. Large urban school districts seem most at risk 
from sustained disenrollment, but the ratings generally incorporate these risks.

Still, recent enrollment declines and the potential for growth in K-12 public school 
alternatives warrant monitoring. For over two years market observers have fretted 
over pandemic-induced changes to mass transit systems, urban business districts, 
hospitals, and airports. Less serious consideration has been given to school districts. 
That makes little sense given their centrality to the public finance ecosystem. 

There is little question that the COVID-19 pandemic caused a decline in U.S. K-12 
public school enrollment. Public school enrollment fell by 2.7 percent or 1.3 million 
students between Fall 2019 and Fall 2021.2 It declined in each of the fifty states in 2020 
and recovered in only seven by the beginning of the 2021-22 school year (Figure 1). 
Early indications for 2022-23 suggest that the enrollment recovery has stagnated. Total 
enrollment in non-charter public schools in September 2022 was 1.27 million students 
lower than in Fall 2019.3 

Fall 2019 to 2020                 Fall 2019 to 2021
Source: National Center for Education Statistics (NCES), Digest of Education Statistics, and 

Breckinridge Capital Advisors, Inc. (Sept. 2022).

Figure 1: Public k-12 school enrollment is below 
its pre-Covid level in all but seven states
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Three factors appear most responsible for COVID-related enrollment declines. 

First, remote schooling is correlated with weaker enrollment patterns. Non-charter 
public school districts with the most remote learning days during the 2020-21 school 
year lost an additional 1.2 percent of students in the 2021-22 school year.4 Districts 
with the least remote learning in 2020-21 experienced a rebound in enrollment of 0.9 
percent in the following year.5 Parents, health policy experts, and educators (across the 
globe) have expressed varying opinions on the wisdom of remote schooling during the 
pandemic. However, some parents clearly opted to remove their children from traditional, 
neighborhood public schools. This seems particularly true for parents of young children, 
such as kindergartners, for whom remote school may have made limited sense.6 

Second, the pandemic accelerated pre-existing enrollment declines stemming from 
weak demographic trends. Eighteen (18) states experienced enrollment declines in 
the 2010-19 decade prior to COVID (Figure 2). Of these, 16 reported declines during 
the 2019-21 COVID period (Figure 2). In most of these states, slow population growth 
correlated with enrollment patterns from 2010-19 (Figure 3). Given that the pandemic 
accelerated many Americans’ moving plans, enrollment declines are at least partially 
explained by a “pull-forward” of enrollment patterns that would have occurred in later 
years. For example, enrollment weakness in New York City has been attributed to 
families migrating out of the city earlier than anticipated as well as low birth rates.7

FIGURE 2: WEAK STATE 
ENROLLMENT GROWTH 
DURING COVID IS 
ASSOCIATED WITH WEAK 
ENROLLMENT GROWTH 
BEFORE COVID

FIGURE 3: … AND PRE-COVID 
ENROLLMENT WEAKNESS 
WAS STRONGLY RELATED 
TO GENERAL POPULATION 
DECLINES (% CH, 2010-19)

Source: National Center for Education Statistics, and Breckinridge Capital Advisors, Inc. (Sept. 2022).

Figure 2: Weak state enrollment growth during 
Covid is associated with weak enrollment growth before Covid

% ch. K-12 public enrollment, 2010-19
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Figure 3: … And pre-Covid enrollment weakness was 
strongly related to general population declines (% ch, 2010-19)
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Third, a small portion of enrollment declines is likely related to the advent of remote 
work. A handful of well-resourced families opted for home-schooling or online charter 
schools, while traveling the country in recreational vehicles.8 Others absconded to 
second homes. In Vermont, towns that host ski resorts witnessed a boom in enrollment 
during the pandemic.9 Most these students likely returned to their pre-pandemic 
schooling arrangement, eventually—but plainly not all. 

The students who have not returned to traditional public schools since the onset of the 
pandemic fall into four broad categories. 

First, some students dropped out of school, altogether. Recent stagnation in high school 
graduation rates in many states highlight this reality.10 So does an uptick chronic truancy, 
which is correlated with dropout rates.11 Many students have settled into a “new normal” 
in terms of their relationship with school. This mirrors the pattern with adults who have 
opted alternatively for new jobs, new work-from-home arrangements, or dropped out of 
the workforce entirely.

Second, a small proportion of families have opted to continue home-schooling their 
children. By some estimates, as many as 3.7 million students were home schooled in 
the U.S. in 2020-21, up from 2.5 million the prior year.12 

Third, private school enrollment has grown, altering a pre-COVID trend. Prior to the 
pandemic, private schools had experienced stagnating enrollment across the country. 
Private high school enrollment in 2019 was 9 percent of total 9-12 enrollment, about the 
same level as in 1989.13 Total enrollment in Catholic schools declined by 15 percent in 
the 2011-21 decade, from over two million to under 1.7 million.14 The expense of private 
school and the growing secularization of American families contributed to these patterns.

However, private school enrollment (in particular, Catholic school enrollment) appears 
to have increased since the pandemic.15 This likely reflects, at least in part, school 
decisions to offer in-person learning during the 2020-21 school year. 

Recent hiring data supports this conclusion (Figure 4). K-12 private and sectarian school 
hiring is recovering at a much faster pace than in public schools. This pattern differs from 
that witnessed after the 2001 recession, when both public and private school employers 
added staff throughout the downturn. It also differs from the 2007-09 recession, when 
public schools cut staff due to severe resource constraints.16 One might expect an entirely 
opposite trend. Public and private school employers face the same wage-pressure 
constraints, but only public-school coffers are flush with federal aid.17

FIGURE 4: PRIVATE SCHOOL 
PAYROLLS ARE RECOVERING 
MORE SWIFTLY THAN THEIR 
PUBLIC-SCHOOL PEERS

Public K-12                 Private  K-12
Source: Bureau of Labor Statistics, and Breckinridge Capital Advisors, Inc. (Sept. 2022).

Figure 4: Private school payrolls are recovering 
more swi�ly than their public-school peers
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Fourth, more students now attend public charter schools than before the pandemic. 
Charter school enrollment had been rising for at least a decade prior to the pandemic 
(Figure 5). To some extent, the recent increase in charter enrollment merely reflects 
an acceleration of this pre-pandemic trend. But enrollment jumped by 7 percent in 
the 2020-21 school year compared to 2019-20, which suggests that charters likely 
benefitted from offering learning modes distinct from those offered in the local public 
schools. In districts where remote school was the norm, charters with in-person 
learning likely benefitted. In districts where in-person learning predominated, on-line 
charters gained.18

More recently, there are anecdotal signs that charter school enrollment growth is 
slowing. For example, the School District of Palm Beach County, Florida, and Dallas 
Independent Schools, Texas, reported that charter enrollment appears saturated as the 
2022-23 school year begins.19 In California, where roughly one-in-nine students attend 
a charter school, charter school enrollment fell by 1.8 percent in 2021-22 (after rising 
by 3.4 percent the prior year).20 Online charters are an exception. There, enrollment 
trends appear to remain reasonably strong.21

A variety of indicators suggest that disenrollment patterns spurred by the pandemic 
have left more parents amenable to non-traditional schooling options. This could 
increase enrollment stress for K-12 public schools. 

As an initial matter, the pandemic is not over.22 A winter surge of COVID cases remains 
possible, and some parents may opt for a different learning environment for their 
children again this year if controversies over masking and remote-schooling return.23 A 
handful of U.S. school districts have begun 2022-23 with a masking policy in place.24 

The demographic profile of America’s students is also changing. Notably, non-Hispanic 
white students comprise a shrinking share of overall public-school enrollment (Figure 
6). In past periods of similar, albeit more rapid demographic change, parents have 
sought alternatives to their zoned public school. Extreme examples of this behavior 
surfaced in the aftermath of the Brown v. Board of Education decision, the Supreme 
Court case that abruptly desegregated America’s K-12 public schools.25 Modern racial 
mores and conditions differ substantially from the 1950s and 1960s, and private and 
public schools are both experiencing a similar demographic makeover (again, Figure 6). 
But it is a stubborn fact that American school districts are more segregated today than 
in the 1970s.26 As the country diversifies it’s not inconceivable that a sorting process 
plays out across public school systems, choice programs, and private school options.

FIGURE 5: CHARTER SCHOOL 
ENROLLMENT WAS RISING 
BEFORE THE PANDEMIC

Tailwinds for the school 
choice movement could 
accelerate enrollment 
challenges

Source: National Center for Education Statistics, and Breckinridge Capital Advisors, Inc. (Sept. 2022).

Figure 5: Charter school enrollment was rising before the pandemic
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Debates over curricula may also incent more school choice. Across the U.S., states 
and districts are variously expanding or circumscribing pedagogical boundaries as 
they relate to race, gender, and sexuality issues.27 Some parents may increasingly 
seek schools more aligned with their cultural views than what is on offer in their 
neighborhood. Here, again, education-history is instructive. One can see parallels 
in today’s curricula wars with the vehement fights between Catholic and Protestant 
parents in the late 1800s. We would not go too far with this analogy; most parents 
report satisfaction with their school curricula.28 But those debates eventually gave way 
to ballooning private Catholic school enrollment.29 

Global demand for private tutoring is also suggestive of a change in public attitudes 
regarding school choice, or at least paying for bespoke educational experiences. The 
so-called “shadow education” market for individualized learning expanded rapidly prior 
to COVID-19. The pandemic accelerated it.30 The private tutoring market is expected to 
grow by over 9 percent between 2022-28, from $30 billion to nearly $50 billion.31

Lastly, policy is being realigned to reduce impediments to private and charter school 
options. Two recent Supreme Court cases make it easier for states to subsidize 
sectarian schools.32 The federal Tax Cuts and Jobs Act (2017) expanded the use of tax-
advantaged 529 plans to include K-12 private school tuition.33 Several states seek to 
expand school choice options. Recent legislation in Florida expands voucher programs. 
Arizona has created a voucher system for all K-12 students in the state.34 If Republicans 
retake Congress next year, it’s possible that Congress repurposes COVID-era K-12 
public education aid for school choice initiatives.35

All the above is made possible by declining public trust in the public school system. In a 
recent Gallup poll, only 28 percent of Americans expressed “a great deal of confidence 
in public schools,” near the all-time low.36

To the degree newfound momentum for school choice causes further disenrollment, it is 
a credit-negative development for municipal investors. This is true for several reasons.

First, school grant aid typically falls when enrollment drops. In every state, grant aid 
is predicated on enrollment or its derivative and represents a large portion of K-12 
public school revenue.37 State funding ranges from 33 percent of spending in Missouri, 
Nebraska, and New Hampshire to as much as 89 percent in Vermont and Hawaii.38 
Rating agencies consider state aid and enrollment trends in their school district rating 
methodologies. Moody’s Investors Service explicitly includes weights for the size and 
consistency of state aid as well as a district’s enrollment trends.39

FIGURE 6: NON-HISPANIC 
WHITE ENROLLMENT HAS 
BEEN DECLINING IN PUBLIC 
AND PRIVATE SCHOOLS

Disenrollment has 
negative credit 
implications

Public                 Private
Source: U.S. Census, and Breckinridge Capital Advisors, Inc. (Sept. 2022). 

Figure 6: Non-Hispanic white enrollment has 
been declining in public and private schools
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Second, school choice weakens a district’s monopoly position over local K-12 education 
delivery. In Michigan, competition from charter schools has proliferated in recent years 
resulting in downgrades. Two Michigan school districts even defaulted in 2013, in part, 
because “rising school competition amidst population declines” reduced enrollment 
and revenues.40

Third, disenrollment will tend to slow local tax base growth. The quality and reputation 
of traditional neighborhood public schools has long been correlated with residential 
real estate values.41 Communities with disfavored schools are less likely to attract 
capital, families, and jobs, over time. 

Fourth, disenrollment could lead to slower economic growth in-and-of-itself. Some 
portion of the 1.3 million K-12 school age children who have left the public schools are 
unlikely to re-enroll anywhere. Research has consistently demonstrated that additional 
years of schooling and skill-acquisition gained through school is associated with 
stronger growth (Figure 7).42

Lastly, to the degree disenrollment leads to more school choice, it would likely result 
in more low-rated charter school bond supply. Charters often issue non-rated or 
speculative-grade debt backed by volatile school-level revenues, as opposed to more 
stable district-level taxes. Charters generally cannot issue GO bonds, and they rely 
to a significant degree on state aid and donations to support credit quality, especially 
in their early years. In 2022, 57 percent of Standard & Poor’s 313 charter school bond 
ratings were below investment grade.43

Notwithstanding the risks, enrollment attrition and school choice are unlikely to mature 
into material credit issues for many issuers. 

As an initial matter, a large portion of school district debt is structured to be insulated 
from the operating stress caused by enrollment declines. For example, California 
districts typically issue GO bonds that are designed to be paid even during bankruptcy.44 
California school district debt comprises roughly 22 percent of all publicly traded 
school district bonds.45 Another 50 percent of school district debt comes with credit 
enhancement provided by a state aid intercept program, permanent fund, state 
guarantee, or other form of appropriation-linked support.46 These programs tend to 
provide substantial ratings uplift to a district’s underlying credit fundamentals. 

FIGURE 7: GDP IS CLOSELY 
ASSOCIATED WITH 
EDUCATIONAL ATTAINMENT

Fortunately, the market is 
well positioned to absorb 
a change in enrollment 
patterns

Source: Lee-Lee (2016), Barro-Lee (2018), and UNDP, HDR (2018). 
Data compiled from World Bank sources, and Breckinridge Capital Advisors, Inc. (Sept. 2022).

Figure 7: GDP is closely associated with educational attainment
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Even in districts that lack strong security features, enrollment pressure is likely to 
result in only ratings downgrades from high levels. The median school district rating 
for Moody’s Investors Service is Aa3.47 Standard & Poor’s rates over 60 percent of school 
district debt in the four largest states AA- or higher (California, 73 percent; Texas, 63 
percent; Florida, 83 percent, New York, 69 percent).48

Importantly, most school district balance sheets are presently very liquid. Federal aid 
for K-12 public school districts has buoyed credit fundamentals and is likely to stay 
elevated relative to historical norms for another couple of years (Figure 8).49 States are 
also doing well. Large state surpluses can help support school districts, if needed.

Several big city school districts seem most at risk from recent enrollment trends. 
Seven of the 10 largest standalone districts experienced substantial declines from 
2015-21 (Figure 9). However, in our view, most of these districts already carry ratings 
that reflect potential credit weakness. To the degree the ratings are too high, the 
market and rating agencies generally appreciate the secular risks. 

FIGURE 8: FEDERAL SUPPORT 
FOR K-12 PUBLIC SCHOOLS 
IS UNUSUALLY STRONG
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Brookings Institution, and Breckinridge Capital Advisors, Inc. (August 2022).

Figure 8: Federal support for k-12 public schools is unusually strong
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FIGURE 9: SEVEN OF THE 10 
LARGEST SCHOOL DISTRICTS 
(BY DEBT OUTSTANDING) 
EXPERIENCED DECLINING 
ENROLLMENT, 2015-2021

Too big to ignore

District
Moody/S&P 
Underlying 

Rating

Enrollment 
Change (%) 
(2015-21)

Debt 
Oustanding 
($ billions)

Economic 
Trajectory

Legal 
Security

Los Angeles Unified A1/A+ -29% 11.3 Average Very Strong

San Diego Unified Aa3/AA- -25% 6.8 Average Very Strong

Chicago Board of Ed Ba2/BB -13% 10.5 Weaker Strong

Dallas ISD Aa1/AA+ -9% 3.8 Stronger Strong

Philadelphia School District Baa3/NR -8% 3.3 Average State Enhanced

Miami-Dade County Aa3/AA- -6% 2.5 Stronger Average

Houston ISD Aaa/AA+ -9% 2.5 Stronger Strong

Source: Moody’s Investors Service, Standard & Poor’s, Merritt Research Services, Bloomberg, and 
Breckinridge Capital Advisors, Inc. (September 2022).

Investors should remain attentive to the potential for disenrollment and school choice 
to disrupt traditional K-12 public school service delivery, even if the risks are very likely 
manageable. Public schools are central to the U.S. public finance landscape and the 
municipal bond market. The sector is too big to take for granted and the nature of U.S. 
public schooling is to vacillate between more—and less—parental control. 
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Nationally, 26 percent of all state and local general revenue goes to funding K-12 public 
schools. Public schools are also the largest state-local employer, by far. Forty percent 
of the state-local workforce comprises public school employees.50 In 2021, there were 
20 million public school employees. There were just over eight million employees for 
police, fire, water, sewer, and public hospital systems, combined.51 

Public schools also spend a lot on capital needs. In the 12 months ending through June 
2022, K-12 public schools spent $51 billion on capital projects (around 16 percent of all 
state-local capital expenditures). Only highways and streets consumed a larger share of 
state-local capital budgets.

K-12 public school systems also issue a lot of debt. There are 14,000 public school 
districts in the U.S.52 Of these, roughly 8,900 have publicly traded debt, representing 
just under $487 billion in bonds.53 These 8,900 issuers represent roughly 20 percent of 
market obligors and 13 percent of municipal debt outstanding.54

The central role of school districts in the state-local finance ecosystem reflects the 
understanding that each child has a “right” to a basic education.55 This sensibility 
animates public support for K-12 public school funding, generally, while honoring the 
intuition that parents should retain broad authority to control the education of their 
children. Each of the 50 state constitutions requires the state to provide an “adequate” 
education.56 But these obligations are balanced against the idea that parents can 
choose educational options not provided in their local school district. 57

Even if there is a low risk that today’s enrollment trends portend a new paradigm for 
public schools, investors should take note.

For Investment Professional and Institutional Use Only.

#307832 (9/26/22)
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