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Foreword

IN 1938 the Committee on Tax Educa-
tion and School Finance was estab-
lished by the National Education Asso-
ciation. Later the name was changed
to Committee on Educational Finance.

The Committee has carried on a
broad range of activities bearing upon
and directly related to the financing of
public education in the United States.
Among these activities are national
conferences of leaders in public-school
finance and related fields, the sponsor-
ing of finance studies by educators,
economists, and persons in other dis-
ciplines, and the provision of materials
in response to needs in the field.

The Committee has given scme at-
tention to theory as it concerns the
federal government and the financing
of public education, but it has been
concerned mainly with school finance
at the local and state levels.

Its impact on public-school finance
has been substantial. In 1964, Robert
H. Wyatt, President of the National
Education Association, speaking of the
Comnmittee’s national conferences on
school finance, expressed the apprecia-
tion of those in this field when he said:
“During the last six or seven years the
proceedings of these national confer-
ences have won a high place in the cur-
rent literature on educational finance.”

This document reduces some 3,000
pages of material issued under the
auspices of the Committee to these
readings in educational finance. The
objective has been to put the “heart”
of the work of the Committee into a
document which, in form and length,
will be most useful to those concerned
with public-school finance—college
and university students, workers in the
field, economists, and interested citi-
zZens.

The reports, studies, and other pub-
lications of the Committee have not
been revised or rewritten. Rather, the
procedure has been to select verbatim
excerpts from the materials of the
Committee which give the basic view-
points, findings, and conclusions of the
authors of the papers and documents
which are cited. The objective has been
to reveal the major trends in local and
state school finance during the past
decade and the current situation in
this field.

To assist the reader, excerpts from
Committee publications are in roman
type, and introductory matter inserted
by Dr. Norton, the compiler, are in
italic type. Also, the items listed in the
references at the suds of the chapters
are given in the order in which they
are mentioned.

Burley V. Bechdolt, Chairman
NEA Committee on Educational
Finance, 1965-66
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I. Social Forces Significant for Education

The problems and needs of our com-
plex and dynamic society are the
sources from which education derives
its goals and justifies its mounting finan-
cial support. This fact is clearly recog-
nized by the Committee on Educational
Finance of the National Education As-
sociation. Hence, it has continuously
sought to identify the major social
forces and demands to which education
must promptly and effectively respond.

The following excerpts from mate-
rials of the Committee give examples
of appraisals of the changing social
scene which must be taken into account
in shaping a system of public schools
adequate to the demands being made
upon them.

Appraisals of Social Forces

Citizens Groups’ Appraisals of New
Demands on Education

Citizen action has shaped public edu-
cation more in the United States than
in any other nation. This has been par-
ticularly true in recent years. Alert
citizen groups have analyzed American
society and pointed out the educational
implications of powerful social forces.
A report by the Committee issued in
1959 brought together the statements
of a number of citizen groups as to the
scope and quality of education demand-
ed by present-day society. Illustrative
excerpts (1:8, 9, 10, 20, 21, 24, 25,
60) from this report are given below,

From the work of the Committee for
the White House Conference on Edu-
cation, one fundamental fact emerges:
schools now affect the welfare of the
United States more than ever before in
history, and this new importance of
education has been dangerously under-
estimated for a long time.*

The problem of its children’s schools
lies at the heart of a free society. None
of man’s public institutions has a
deeper effect upon his conduct as a
citizen, whether of the community, of
the nation, or of the world.*

No one denies that good schools are
essential to the national welfare; the
most important resource of the United
States is its citizens—not its soil, min-
erals, climate, or extent of territory, im-
portant as these resources are.?

This Nation has been propelled into
a challenging new educational era since
World War II by the convergence of
powerful forces—an explosion of

1 Committee for the White House Conference on
Education. 4 Report to the President. Washington,
D. C.: Government Printing Office, April 1956. p. 4.

2 National Citizens Commission for the Public
Schools. Financing Public Education in the Decade
g!zhead. New York: the Commission, December 1954,

p.

3 Commission on Intergovernmental Relations. 4
Report to the President for Transmittal to the Con-
gress. Washington, D. C.: Government Printing Of-
fice, 1955. p. 194,

/0 /n




knowledge and population, a burst of
technological and economic advance,
the outbreak of ideological conflict and
the uprooting of old political and cul-
tural patterns on a worldwide scale,
and an unparalleled demand by Ameri-
cans for more and better education.

These forces have created enor-
mously increased educational chal-
lenges of which we have not yet taken
full stock. . . .t

In the nineteenth century, Yankee
mechanical ingenuity, building largely
upon the basic discoveries of European
scientists, could greatly advance the
technical arts. Now the situation is
different.

A nation which depends upon others
for its new basic scientific knowledge
will be slow in its industrial progress
and weak in its competitive position
in world trade.”

Ignorance is a far greater handicap
to an individual than it was a genera-
tion ago, and an uneducated populace
is a greater handicap to a nation. This
trend is obviously going to continue and
quicken.”

An important . . . reason for the
growing importance of education is the
plain fact that the schools have become
the chief instrument for keeping this
Nation the fabled land of opportunity
it started out to be.z

¢ The President’s Committee on Education Beyond
the High School. Second Report to ihe President.
Washington, D. C.: Government Printing Office,
July 1957. p. 1.

18 Bush, Vannevar. Science—The Endless Frontier.
A Report to the President on a Program for Postwar
Scientific Research. Washington, D. C.: Government
Printing Office, 1945. p. 14. . .

% Committee for the White House Conference on
Education, op. cit.,, p. 4.

. 1bid,
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On the basis of the findings of
citizen groups illustrated above, the
Commiittee on Educational Finance
reached this conclusion:

Education has been of high impor-
tance to the well-being and progress
of the United States in the past. Present
conditions underline its growing im-
portance. Gur schools, colleges, and
universities provide much of the spe-
cialized and advanced education to
meet a mounting demand for highly
trained manpower. Educational insti-
tutions are a principal source of the
basic research which is the very stuff
of survival and progress in this scien-
tific age. Education is an essential in-
gredient of the increasingly productive
economy upon which depend our hich
standard of living and national security.
The schools are a primary source of an
enlightened citizenry, qualified to deal
with a growing ranee of complex do-
mestic and foreien affairs. Our schools
are a principal means whereby the
ideal of equal opportunity is given
reality in action.

In short, ours is the kind of civili-
zation, and we live in the kind of world.
which requires a lot of education—
more in amount and better in qualitv
for a rising number and percentage of
our people. Our material well-being.
our national security, and the further
fulfillment of our democratic ideals re-
quire more and better education. Such
are the considerations which empha-
size the great and mounting importance
of education in the United States.

Other Appraisals of Social Forces
Affecting Education

Francis S. Chase (2) in 1959 iden-
tified a series of forces pointing to in-
evitable change in public education.

The first factor [is] the technologi-
cal upheaval, . . . I want to mention only
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two aspects of that upheaval. One is
that we are destroying occupations re-
quiring a low level of literacy and skill
and replacing them with an increasing
number of jobs requiring a higher level
of education, a greater capacity to use
mathematics, to communicate effec-
tively, and to exercise judgment. Who
are the unemployables today? And
what is this phenomenon of unemploy-
ment in the midst of prosperity?
Where are the manpower shortages to-
day? Is it not clear that the shortages
are in those occupations requiring a
high level education or of specialized
training and skill? And is it not equally
clear that unemployment exists chiefly
in the occupations where men have
been trained, if at all, to do a particular
job and not very much more? To view
the same phenomenon from a different
angle, it may be said that our increas-
ing productivity, which is a striking
characteristic of our economy, is
brought about by destroying low-skilled
and unskilled jobs at the rate of some-
thing like 3 percent a year and replac-
ing them with jobs requiring a higher
level of education and skill. It does
not require a prophet to foresee the
cumulative effect of that process on
the demands for education. Thus,
whether improved education is viewed
as cause or effect or both, it is an essen-
tial accompaniment of further gains.

Another technological kickback on
education is traceable to modern trans-
portation and communication which
bring about a juxtaposition of cultures
on a scale never before known. Changes
in modes of life and thought have al-
ways followed a clash of cultures, pro-
ducing new demands on education; but
today, suddenly, all cultures of the
whole world are thrown together. And
the implications for education as yet
are but dimly realized.

A second force, I think, is more im-
portant than the technological upheaval
1n its implications for education. This
force is the astronomical expansion
of human knowledge. In some ways,
juxtaposition of cultures is part of that.
It is now necessary for the educated
American to know a great deal about
non-Western cultures. When most of
us went to school, a person had a fair
title to being an educated man if he
knew the great contributions to Western
civilization. That simply is not true
any more. It is not even safe any more
for American citizens to indulge an
ignorance of the cultures of other parts
of tae world.

The other phase of the expansion of
knowledge is, of course, the advance-
ment of science which led Robert Op-
penheimer to say that most of what
we now know was not in any books
when many of us were going to school.
Yet, what is being taught in schools
continues to resemble by and large the
knowledge of 1920 or even 1890.

The third force, and in my opinion
the most important of the three, is
simply the spreading aspirations of
men. Take a good sharp look at the
struggle over integration and you will
see it as one result of a submerged
group in our society at long last dar-
ing to aspire to full development of the
potential of the individuals in it, and
with an insistence no longer to be de-
nied. We have come to the stage in
this country when no group is so in-
articulate or so oppressed that it does
not share the common aspirations of
which we have long been proud.

And if you will look at Asia, or
Africa, or any of the other undeveloped
parts of the world, you will find scarce-
ly a village so remote or inhabitants so
illiterate that they have not perceived
the dream of men who stand on their
feet and take their places in the society

13
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of man. This is a force pushing us all
toward better education because there
is no other way unless we are going to
deny human aspirations. No thinking
man is going to take that for his posi-
tion.

John H. Fischer (3: 11-15), in 1963,
writing about the imperatives and pos-
sibilities in tomorrow’s schools stated:

Those who set the policies for
schools, those who advise them, and
the American people as a whole must
now ask a more fundamental question
than what we can do with what we
happen to have at hand. We must ask
. . . what demand the modern world im-
poses on the schools and what must be
done to bring the schools abreast of
those requirements.

The most pervasive and powerful
force now shaping our culture and
therefore setting tasks for schools is
the rising influence of science and tech-
nology. It dominates our lives in count-
less ways and must be considered in
every decision that is made affecting
schools. . . . But the interesting para-
dox is that while the rise of technology
makes human muscle power less and
less marketable, it sharply and steadily
increases the demand for intellectual
competence.

In American industrial history, 1956
can be marked as a turning point. That
was the year when, for the first time,
white collar workers outnumbered the
blue collar group. A hidden detail in
this statement is the fact that white
collar workers are women. . . .

Peter Drucker’s apt sentence sum-
marizes the prospect: “A society in
which automation has become a gov-
erning concept of production and dis-
tribution is, of necessity, an ‘educated

14

society’ . . . a society in which knowl-
edge rather than man’s animal energy
is the central resource.”?

The second major trend affecting
education in this country is the concen-
tration of people in the cities and their
suburban satellites. Many years ago
the city schools led the way, by preced-
ence if not by foresight, toward the
use of large buildings and the organi-
zation of bigger districts. . . .

But the early advantages of urban
schools have largely disappeared, and
new difficulties have rapidly appeared.
Too little attention is being given to
the peculiar problems of the city
school. . . .

Closely related to the urban problem
is the mobility of our population—a
mobility that has too long been viewed
as only geographic and economic. It
is now clear that the social and cultural
aspects of migration are more complex
than physical relocation and much
more difficult to deal with in the
schools. . . . Housing culturally dislo-
cated children calls for only land,
money, and time—nothing new. Learn-
ing how to teach them well is another
matter altogether.

Nor can we get much help from our
experience with the children of the
European immigrants who flooded the
schools during the last half of the nine-
teenth century and the first quarter of
the twentieth. . . .

The current arrivals in the cities have
a different history and a different out-
look. . . . In respect to its Negro citi-
zens, the country faces the moral im-

perative to try to correct the scarring
effects of cultural and social segrega-
tion. This must be a matter of national

3 Drucker, Peter. “Education in the New Technol-
ogy.” Think Magazine 28:2; June 1962. Reprinted by
permission from THINK Magazine. Copyright 1962
by International Business Machines Corporation,
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concern, but much of the work will
have to be done in the cities and par-
ticularly in the schools of those cities.

A fourth major current of change by
which we must expect our life as a na-
tion and the work of the schools to be
influenced is the growing closeness of
relations among the nations and peoples
of the world. . . . The curricula of our
schools will have to reflect our need to
be reliably informed about the whole
world.

We must, moreover, prepare our-
selves and our children to participate
intelligently and respectfully in the
affairs of a close-knit world in which,
as a race and as a cultural entity,
white Americans are a minority. . . .

. . ‘et

. . . Whether we look at the facts
from the viewpoint of economics, poli-
tics, or simple morality, we must con-
clude that the present situation is in-
tolerable. On the one hand, we
cannot continue to allow millions of our
children to suffer the appalling handi-
caps under which they are now grow-
ing up. On the other hand, we must
find more effective ways to enable all
our young people to reach the highest
level of educational and personal
growth and development of which they
are capable.

INTERPRET VALUES IN
CONTEXT OF TIMES

For too long now, we have been pre-
occupied with comparisons between
our schools and the Russians’. We have
better reasons for educating our own
chiidren than to practice one-up-man-
ship with Comrade Khrushchev. . . .

There is happily no necessity for
America to formulate a new system of
values. We are the fortunate inheri-

tors of a body of humanc principles
that has been carefully devised, hard-
won, and staunchly defended. We have
lived by them, albeit imperfectly, but
well enough and long enough to have
found them good and durable. . . .

The principles by which we ought
to pattern our programs are profound,
but they are not difficult to state. There
is, first, the idea that all men are created
equal and endowed by their Creator
with certain unalienable rights. As we
attempt now to construct educational
institutions better suited to the work
they must perform, we must recognize
this principle as fundamental. . . .

. . . The achievement of genuine
equality of educational opportunity for
all our people must now be the basis
on which all our further efforts are
erected.

The second major principle to which
we must address ourselves, a corollary
of the first, is the proposition that every
man should be free to achieve self-ful-
fillment. Although this proposition
centers in the individual and the free-
dom of his mind, it produces conse-
quences of vast importance to society.

COMMITMENT TO VALUES

Turning now from the imperatives
we cannot deny to the possibilities we
might create, we must ask whethc: we
mean seriously to commit ourselves to
these values. If we do, we must go be-
yond mere lip-service and begin to
work throughout the country for
schools that are capable of liberating
the human spirit, enlightening men’s
minds, and releasing their potentialities.
The alternatives are to indoctrinate our
children in prescribed, restrictive ways;
or to condemn many of them to
mediocrity and neglect.

15
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Increasing and Changing Population

Population changes and trends have
been rapidly identified as of great sig-
nificance for a viable educational
system. The 1961 Conference on Edu-
cational Finance was concerned largely
with this factor. Excerpts from five
addresses follow.

Implications of Population Changes
for Education

Seymour L. Wolfbein (4) identified
social and economic implications of
our rapidly changing population.

From a social and economic point
of view, population change has three
major dimensions which present us in
large part with some of the overridingly
important issues of today and the im-
mediate future: These are changes in
sheer size, changes in composition, and

changes in geographic distribution.

These changes and these issues can be
seen best through the people them-
selves—how they perform now, what
their prognosis is for the future.

Five major population groups stand
out as the main protagonists in this
arena. How they fare in the current
decade will be the prime determinant
of social and economic progress in the
United States. It is possible to gauge
their performance from many points of
view; but none is more critical than
the relationship between education and
employment for each one of these
groups: the youth; the unskilled; the
older worker; the Negro; and persons
residing in depressed areas.

NET INCREASE IN LABOR FORCE

Everything remaining equal, an in-
creasing population brings an increas-
ing labor force or working population,
and the 1960’s are no exception. It
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is expected that the net increase in the
labor force of the United States will be
13.5 million—the biggest upturn in
the economically active sector of the
population in this country’s history.

Behind this large net increase stands
an even bigger grand total of gross
change which gives us a much clearer
perception of the problems posed dur-
ing the current decade. Here is the
balance sheet for the 1960’s:

(Millions)

Number of workers in 1960. . . 73.6

Subtract:

Withdrawals from the labor
force because of death, re-
tirement, marriage, child-
bearing, etc.............

1960 workers still in labor
force in 1970. ............

Add:

Young workers coming into
the labor force during the
1960°s. . ..covveevnnnnnn

Women returning to the

labor force during the
1960°S. .o veevinnnnnnne.

Number of workers in 1970...

—15.5
58.1

26.0

87.1

This balance sheet speaks for itself,
but one statistic deserves special em-
phasis: There will be 26 million new
young workers entering the job market
during this decade, as the record post-
war baby crop becomes of labor market
age. This is a figure unparalleled in our
history, 40 percent above the 1950’s.

INTERNAL COMPOSITION OF
CHANGES:

AGE AND SEX

Numbers related to sheer size tell
only part of the story. Just as im-
portant is the internal composition of
these expected labor force changes.
Here are our expectations for the cur-
rent decade:




Eapected Labor Force Changes, by Age
and Sex, 1960~70

In the Change
labor force 1960-1970
In In Number Per-

960 1970 (in mil- cent
' ¢in millions) lions)
All persons 14

years and
older........... 73,550 87,092 13,542 18.4
Males.......o0000 49,971 57,443 7,472 15.0
14-24........... 8,963 13,121 4,158 46.4
25-34,.....0000. 10,913 12,173 1,260 11.5
3544, . 00000000 11,3€7 10,999 —368 —3.2
45-54....0000... 9,681 10,725 1,044 10.8
55-64.000000nnns 6,484 7,721 1,237 19.1
65 and over..... 2,563 2,704 141 5.5
Females........... 23,579 26,649 6,070 25.7
14-24......0..... 4,822 7,046 2,224 46.1
25-34. 0000 0nnnn. 4,364 4,905 541 12,4
3544, .0000000nn 5,268 5,470 202 3.8
45-54,...000000. 5,141 6,555 1,414 27.5
55-64..c000i0nnn 3,031 4,313 1,282 42.3
65 and over..... 953 1,360 407 42.7

We will be using this table also as
a reference point for our later discus-
sion, but three major facets can be
referred to at this point very briefly,
which the table emphasizes again: the
strategic role to be played by youth;
the continued entry of women into the
labor force; the actual decrease among
men in the critically important work-
ing group 35-44 years of age. The
juxtaposition of a tidal wave of new
young workers and an actual diminu-
tion of workers in one of the prime
age groups underscores the almost
unique manpower posture we are fac-
ing into during the 1960’s.

INTERNAL COMPOSITION:
DEPLOYMENT OF WORKERS

How our working population de-
ploys itself occupationally and indus-
trially is also, of course, basic to the
social and economic issues we will
want to assess. Here it is important
to know that, under the impact of
tremendous increases in productivity

and technological change, we are a
country which actually has more per-
sons employed in industries which pro-
duce services than in industries which
produce the tangible goods we all need.
Here is the latest industrial scorecard
for the wage and salary workers in the
United States (March 1961):

Goods-Producing Industries
(in millions)

Manufacturing. . .....covveennennnn "~ 15.5
Construction. . .....coeveeevnennenns 2.5
Mining.....ooo0ieennnnnennnnnnenes .6
Agriculture. .. .coovveeeninnniereneens 5.0

23.6

Service-Producing Industries
(in millions)

Transportation and public utilities.. ... 3.8
Trade...coveeevenerecrnrncenonnnnns 11.4
Finance, insurance. .........ecee0ve. 2.5
7 o T 6.6
Government.......cceeeevnneeennnnn 8.8

33.1

By the same token, we now have
more white-collar workers than blue-
collar workers, and there is nothing in
the offing which will change this major
contour of our work force, as the fol-
lowing tabulation shows:

1910 1959 1970

All workers............. 100% 100% 100%
White-collar............ 22 42 45
Professional and tech-
nical......coovueen. S 11 13
Proprietary and man-
agerial.......cco000e 7 11 11
Clerical and sales...... 10 20 21
Skilled............... 12 13 13
Semiskilled........... 14 18 18
Unskilled............ 11 6 5
ServiCe. .. euvinennnnnns 10 12 13
Farm.........ccce0vene 31 9 6
FIVE POPULATION GROUPS

We have attempted to present a few
of the major relevant trends in the first
three sections; we now move on from
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this vantage point to the five population
groups we mentioned at the start. Ezch
presents a major social and econoiic
issue today; each apparently will con-
tinue to do so in the years immediately
ahead.

Youth—We have just completed the
thirteenth consecutive quarter during
which at least one out of every eight
teen-age boys has been unemployed.
The record for the teen-age girls is just
about the same; their unemployment
rates are at least double the national
average. Somewhat higher unemploy-
ment among youth may be expected
since they do move more extensively
from one job to another and are at the
beginning of their career development.
But among them are the school drop-
outs, whose unemployment experiences
are very severe. All of this is made all
the more serious, since we have already
seen that this decade will bring an
unparalleled 26 million new young
workers into the job market—and if
current levels prevail, 7.5 million of
them will be drop-outs, without a high-
school diploma and very ill-fitted for
the job world ahead.

The problem of the drop-out is criti-
cal. The job structure, already oriented
toward the professional, technical, and
skilled trades, leaves a narrower band
of employment opportunities for the
youngster without adequate prepara-
tion. His unemployment rate is triple
the national average; when he is em-
ployed, it is at the most menial snd
low-paying jobs.

Unskilled—For a long time now,
the differential unemployment experi-
ence among the different skill groups in
our working population has been very
marked. Most severely affected have
been the unskilled manual workers—
not only under the impact of recessions,

~ but also in terms of the long-range

substantial and significant decline in the
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number of unskilled jobs. Today, ont
in every five of our unskilled workers
is un:mployed—a rate which is two-
thirds higher than that for semi-skilled
workers, 100 percent higher than that
for the skilled craftsmen. There is
nothing in the offing which can serve
to alter these differentials, again es-
pecially in the light of our current and
expected industrial and occupational
structure.

Negroes—Negroes tend to have the
least amount of educational attainment,
are highly concentrated in the unskilled
trades, and still, of course, experience a
substantial amount of discrimination in
employment. As a result, their unem-
ployment rate is double that of their
white colleagues; they account for about
one out of every 10 workers, but two
out of every 10 unemployed.

Older workers — Unemployment
rates among persons 45 years of age
and over have compared very favorably
with those of other age groups during
the pestwar period, especially under the
protection of seniority systems which
prevail in a significant number of in-
dustrial sectors. However, the older
worker is at a significant disadvantage
when he loses his job; he has a much
more difficult time getting re-employed.
Right now 40 percent of men 45-64
years of age who are unemployed have
been out of work continuously for 16
weeks or longer.

Depressed  areas—Cutting across
these groups is the changing geography
of American industry which is leaving
in its wake areas of substantial unem-
ployment. Our most recent data (for
March 1961) show that fully 101 out
of the 150 major labor areas in the
U.S. are now classified as “areas of
substantial labor surplus.” Another
184 smaller areas are in this category,
too. Experiencing an unemployment
rate of at least 6 percent, all of these
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depressed areas now account for more
than 3 million, or about 55 percent of
all the unemployed in the country.

PATHWAYS TO SOLUTIONS

These five groups represent some of
the more intractable social and eco-
nomic problems of today and the dec-
ade ahead. Leaders in education, as
elsewhere, will find, more and more,
four major pathways in the forefront of
discussion as possible routes to be taken
to arrive at solutions.

Education, training, skill develop-
ment—My definition of education con-
tains this dimension: “To help the per-
son withstand the inevitable changes
between what he learns and what will
be expected of him throughout his life.”
This argues for viewing education and
training as a development process
which continues throughout the life-
time of an individual. It calls for the
development of guidance and counsel-
ing at the elementary-school level; for
more creative and meaningful curricula
—especially for the manually talented
—at the secondary-school level in order
to increase the holding power of the
schools; for the broadest kind of train-
ing to increase the flexibility, the
adaptaoility of persons vis-a-vis the
changing job world; for an organized,
systematic program of supported re-
training and re-skilling of unemployed
workers to fit them for new, different
employment opportunities. A good be-
ginning toward this last point is con-
tained in the Area Redevelopment Act.

End of discrimination—Vigorous
action, on all fronts, is needed to end
discriminatory education and employ-
ment practices against Negroes, older
workers, and other sectors of our popu-
lation. Given the challenge ahead of
us, discriminatory practices add a dan-
gerous dimension to our already grave

-

domestic situation as well as to our
posture in the international field. The
current efforts in the field of govern-
ment-related employment are indica-
tive.

Mobility—As the 1960 Decennial
Census returns come in, we are once
again reminded of the substantial mi-
gration and mobility of our population.
Just as much attention should be paid
to the changing geography of industrial
and business employment opportuni-
ties. The geography of our nation’s em-
ployment has also changed. And mobil-
ity, in fact, is the traditional manner in
which we have matched the changing
location of our population and the
changing location of our economic op-
portunity. Support will be asked to
change the institutional forces which
hinder mobility and on the positive side
to take concrete steps toward increas-
ing mobility wherever necessary—from
steps toward vesting pension rights to
the possibility of help in relocating un-
employed persons to areas of economic
opportunity.

Automation and technological de-
velopment—Cutting across many, if
not most, of our current and expected
employment and unemployment prob-
lems is the factor of productivity. It
is fundamental to our aspirations for
higher economic growth. Yet increased
productivity can and does have im-
portant effects on the displacement of
workers. Not only government, but
labor and management as well, have
shown increasing concern with this
problem. Studies made in the Depart-
ment of Labor show that action has
been taken in a number of instances
which mitigated and even prevented
the displacement effects of technologi-
cal improvements. We need to focus,
coordinate, and broaden our efforts in
this field, as well as in the areas of ed-
ucation, full opportunity for all, and
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mobility. These are some of the major
social and economic issues emerging
from our rapid population changes in
the 1960’s.

Selma J. Mushkin (5:25-32) pointed
out the following effects of population
upon public finances.

Increases in population—growth in
sheer numbers of people—contribute
in only a minor way to changes in pub-
lic spending and taxing. On the other
hand, changes in the characteristics of
the population contribute importantly
to the shaping of public finances.

Public expenditures and tax loads
have increased far more, proportion-
ately, than population over the dec-
ades. . . .

The substantial price inflation from
the period prior to World War I to the
present and the enlarged scope of gov-
ernmental activities, as well as popula-
tion growth, contributed to expansion
of the public sector of our economy. . . .

The essence of population pressures
on public finances is not depicted by
comparative statistics on population
and public activities. Along with the
growth in population, changes occur
which markedly affect the way people
live and their needs and standards for
goods and services, both those provided
publicly and those provided privately.
The public services required by a pop-
ulation small in size and living and
working the way rural people do are
very different from those required by
an enlarged population in a crowded
metropolis. In a rural setting we dig
our own well, put in our own septic

-tank, burn our trash, build and main-

tain our access road, have ample liv-
ing space for older members of the
family, and use our own shotgun for
protection. We cannot do these things
in a crowded city without creating a
hazard for our neighbors or.threatening
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the well-being of members of our own
family. Public expenditures and taxes
take the place of private efforts in many
instances where there is a similarity of
function. But in many ways new activi-
ties become necessary as a result of
social and economic problems develop-
ing out of crowded living. Water and
air, for example, once free goods, now
have a price—the price of waste-treat-
ment works and air- and water-pollu-
tion control measures.

Even our defense outlays are in some
measure affected by the size of our
population and that of cur allies com-
pared to those of the nations challeng-
ing us, for a realistic evaluation of our
comparative military strength requires
that through technology and alliances
we compensate for our smaller popula-
tion.

Broadly defined, the demographic
dc =lopments that affect, and in turn
are affected by, public policies are the
following:

1. The rate of growth of the popula-
tion in the dependent and in the pro-
ductive age groups

2. The movements of population
from rural to urban areas, from central
city to suburbs, and from low-income
areas to more affluent ones

3. The fluidity of the population in
terms of occupation and income status.

Let us examine the impact on public
finances of each of these three types of
population changes: in composition, in
geographic concentration, and in in-
come characteristics.

COMPOSITION OF THE
POPULATION

Children and the aged are two spe-
cial population groups who are bene-
ficiaries under important public pro-
grams. . . . '




B e

) |

In the past decade, [1950-1960],
the numbers of children and of the
aged have been increasing far more
rapldly than the population in the work-
ing ages. . . .

Events during the past few years
strongly suggest further expansion of
educational services to improve the
quality of the teaching and of the prod-
uct. We have made only a small be-
ginning toward meeting the challenge
and responsibilities imposed upon our
teachers and our schools and col-
leges. . ..

GEOGRAPHIC CONCENTRATION
OF THE POPULATION

The geography of the population
growth has been as important a factor
(if not more important) in shaping
public finances as the comparatively
high rates of growth in the dependent
age groups. . . . In general, the popula-
tion has moved from states with rela-
tively low incomes to those with higher
ones; from the states with low taxes and
low levels of public expenditures to
those with higher taxes and higher
standards for highways, schools, hospi-
tals, and local public services such as
police and fire protection. These pop-
ulation shifts contributed to higher
average levels of public services at the
end of the decade of the fifties than at
the beginning. People moved into states
in which public expenditures were
higher, and some of the poorer states
with little or no population growth
were able to improve their public serv-
ices. Preliminary findings suggest that
levels of public services were raised
more in the poor states than in prosper-
ous states confronted with the financing
of public services for a rapidly growing
population. .

Irterstate populatlon movements are
overshadowed by the growth of meiro-

politan areas. Three - major conse-
quences of this metropolitan concentra-
tion of population may be identified for
discussion. :

First, advances in the range of pub-
lic services and the size of public out-
lays have to be stepped up just to keep
from falling behind. . . .

Secondly, the population concentra-
tion in metropolitan areas has put
formidable pressure on the property
tax as a source of local funds. . . .

The concentration of population in
metropolitan areas has had a third most
important influence, which dwarfs all
others. It has sharpened the twin needs
of planning ahead on a comprehensive
basis for urban develcpment and of de-
veloping an effective structure for gov-
ernment in these areas.

Effective action is serlously handi-
capped by rural majorities in state legis-
latures. Cities are turning to the na-
tional government because of lack of
adequate state support of metropolitan
functions. More and more the national
government is filling a vacuum created
by state failure to perform in the in-
terest of the majority of its citizens. . . .

INCOME CHARACTERISTICS

. . . the income characteristics of
the population play a significant role in
policies concerning both expendltures
and taxes. Higher family incomes in a
growing national economy raise the
standards for public services, sharpen
the contrasts between the average fam-
ily and the poor, and increase the ca-
pacity to pay taxes. . . .

"While there is a strong upward move-
ment of family income, individual fam-
ilies find their status impaired by un-
employment dlsablhty, and death.

In 1961, Conrad Taeuber (6: 1 0-18),
traced population trends in the United
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States and pointed out their implica-
tions for education.

. . . No state school system has
escaped the consequences of the dra-
matic changes that have occurred in
birth rates and the number of births.
No school system can fail to be aware
of the relentless movement of large
cohorts of children into the older age
groups, and the fact that the high
schools and colleges have hardly begun
to feel the pressures which have been so
insistent on the grade schools in recent
years.

For the high schools, and even more
so for the colleges, there is the added
factor that large proportions of larger
numbers are calling for their services,
and thus, the demand here is rising
more rapidly than the numbers of the
population alone would imply. More-
over, the continual redistribution of the
population means that unusual de-
mands are developing in some areas,
while some other areas may be experi-
encing considerable difficuity in main-
taining their facilities for a dwindling
number of clients.

In some areas one population group
has declined while another has in-
creased, and the needs and demands
have altered significantly. When people
with school-age children move to
another location, they cannot take their
school facilities with them. But they do
take with them a need for such facili-
ties, and if they choose to move to a
newly developing area, such as a sub-
urban development, they may contrib-
ute to some very acute problems. . . .

GEOGRAPHIC DIFFERENCES IN
GROWTH

. . . Two major trends stand out: the
movement to the West and Southwest;
and the movement to metropolitan
areas, particularly their suburbs. . , .
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GROWTH OF METROPOLITAN
AREAS

One of the most significant changes in
our paterns of living has been the con-
centration of people in cities. . . . By
1950 . . . only one-third of our pop-
ulation [was] living in rural areas, and
that percentage went down still further
between 1950 and 1960. The urban
exceeds the rural population in 39
states. The preference is not only for
urban areas, but for the larger urban
areas. By 1960 nearly two-thirds of
the population lived in what we call
Standard Metropolitan Statistical
Areas. In most states this term refers
simply to the cities of 50,000 and over,
the county in which they are located,
and any adjoining county which is
closely related to the central city.
Approximately 85 percent of the na-
tional growth in the last 10 years was
in the SMSA’s, and more than three-
fourths of that was outside the central
cities. The central cities themselves
gained relatively little, and many of
them showed some losses, including
New York, Chicago, Philadelphia, and
Detroit. These suburban areas, includ-
ing satellite cities, increased their totals
by nearly 50 percent over the 1950
totals. The SMSA’s in the South and
West grew more rapidly than those of
the North and East. That nearly con-
tinuous block of metropolitan areas
which extends from Boston to Wash-
ington grew by 16.5 percent and now
includes about 17 percent of all the
population of the United States.

. . . The urban aggregate tends to
grow more rapidly at the periphery than
in the central area, and as it spreads
outward it sooner or later breaks out
of the legal boundaries that were in-
herited from the past. . . .

Many of the community and govern-
mental problems of the recent rapid
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population growth are the result of the
preference’ which people have shown
for living in the areas near our larger
cities. But in many instances these areas
did not have the governmental organi-
zation to cope with rapid increases in
their numbers. The need for schools,
hospitals, homes, churches, business
establishments, roads, and many other
facilities has been especially acute in
these areas, for the migrants did not
bring these facilities with them, but
created an urgent demand for them as
soon as they arrived. Often the areas
from which they had come found it in-
creasingly difficult to maintain these
services for themselves, because the re-
duced population base meant fewer
people to carry the load.

INCREASES AMONG THE VERY
YOUNG AND THE OLDER
POPULATION

The growth of the population was very
unevenly spread over the country. It
came about very unevenly in another
sense. We increased most rapidly in
our youngest and our cldest popula-
tion groups. . . .

NEGROES

. In the last 10 years Negroes
have increased slightly more rapidly
than the total, and today they make
up about 10.5 percent of all Americans.
For many years they have been mov-
ing out of the South into the North
and West. . . .

The movement was very largely a
movement from rural areas to urban,
and especially industrial areas—a part
of the movement from the farm to other
occupations. Over half the Negro pop-
ulation is now living in the metropolitan
areas, and there they are primarily
found in the central cities. In the North-
ern states, over nine-tenths of all

Negroes live in the metropolltan areas,
primarily in the central cities.

Like most migrants, these were
largely young adults. In the case of
Mississippi, more than half of the teen-
age Negroes living in the state in 1950
had moved cut of the state by 1960,
and nearly 40 percent of the Negro men
and women in their twenties who lived
in the state in 1950 were no longer
living there in 1960.

HOUSEHOLDS AND FAMILIES

Among the dramatic changes that
have taken place within our lifetime,
none is more remarkable than the
change in regard to marriage and child-
bearing. . . .

. The bearing and raising of chil-
dren occupies a shorter period of a
woman’s life than was formerly the
case. By age 30, childbearing is vir-
tually completed and the youngest chil-
dren are entering school. . . .

Many of the women who have com-
pleted their responsibilities for the rear-
ing of children have sought and found
employment outside the home. Much
of our increase in the number of
women workers has come from this
source. . . .

FUTURE GROWTH

. Predicting population growth
is indeed a hazardous venture, since,
under present conditions, the major
variable is the birth rate—-assummg
that we can keep war or other major
catastrophes out of the reckoning.

Our present birth rate of 24 per 1000
of the population is clearly controlled,
in the sense that the great majority of
the population in the childbearing ages
are limiting the numbers of children
below the blologlcal limits. Under these
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could respond rather rapidly to changes
in the economic and social climate, as
indeed they have in recent years. . . .

But if it is not possible to forecast
the future population growth, there is
no such limitation on predicting the
numbers of people who will reach cer-
tain significant ages in the future. Most
of the 4.25 million children who were
born in 1960 will live to reach their
fifth birthday in 1965, their tenth in
1970, and their twentieth in 1980. The
numbers at these future dates can be
predicted with relative certainty, for
death rates are relatively stable, and
the likely declines can make little differ-
ence in the numbers who will survive to
these key ages.

In the last five years the average an-
nual number of youngsters reaching
their fourteenth birthday (the beginning
of high-school age) was 2.7 million.
It will jump to 3.2 million in the years
1960-65. Between 1965 and 1970 this
number goes up to 3.9 million, and in
the first five years after 1970 it will
exceed 4 million. These children are
already here, and the only significant
question we can ask about their num-
bers is where they will be—whether
they will be even more concentrated
in metropolitan areas than they are at
the present time. . . .

. . . Migration generally is from areas
of lesser to areas of greater opportu-
nity. . . .

. . . There is some evidence to in-
dicate that some of the streams of mi-
gration have tended to lower the edu-
cational levels of the areas from which
the migrants came, as well as those to
which they went. In other words, al-
though the migrants tend to be better
educated than the people they leave
behind, their level may be lower than
that which prevails in the areas to
which they came. This aspect of our in-
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ternal migration has had far less atten-
tion than it deserves, and the evidence
is very incomplete at best.

LeRoy J. Peterson (7:35) in 1961
stated that “at a minimum we will
probably spend more on education dur-
ing the next 10 years than we have
spent in the last 100 years.” He based
this prediction on the following brief
summary of school and preschool age
population in 1960.

1. We have more children of school
age than we have ever had before in
the history of the U.S.—an increase of
over 13.5 million in the 5-19 age group
from 1950 to 1960.

2. We have more children of pre-
school age than we have ever had—
over 4 million more in 1960 than in
1950.

3. We have more pupils in school
than ever before—nearly 15 million
more in 1960 than in 1950 in public
and private elementary and secondary
schools and colleges.

4. The educational level, in terms
of years of schooling completed, is the
highest it has ever been—the average
adult now has over 11 years of educa-
tion. In the younger workers group, the
average person is now a high-school
graduate.

5. We now have a larger percent of
relatively new school buildings than we
have ever had in recent history—44
percent of our classrooms were built
within the past ten years.

6. We are spending more mor-v for
education than we have ever 5. .. up
to this time. . . .

7. We have passed the point of “no
return” in public education. There is
no turning back. Our system of gov-
ernment, our economy, our position of
world leadership, and our race for
space are all dependent upon a broad-
ly diffused high level of education.
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John A. Gronouski (8:46) analyzed
some effects of population structure.

During the past decade practically
all state and local governments have
shared the common problem of a
rapidly expanding need for tax revenue.
While the fiscal problem besetting the
several states in part reflects inflation
and demands for a higher standard of
governmental service, the overriding
factor is described by that somewhat
hackneyed phrase, “population ex-
plosion.” It is the structure of popula-
tion growth—rather than population
increase per se—that has created the
problem.

In Wisconsin, which is typical of
the national pattern in this respect, the
5-17 year-old age group has grown
about 35 percent during the past de-
cade, against an increase of only 5 per-
cent in the 18-64 age bracket. Over
the same period the over 65 age groups
expanded in size by about 25 percent.

The implication is clear: rapid
growth in the costly (to government)
school-age population, and in the rela-
tively costly over 65 age class, com-
bined with a modest increase in the
work-force age group, has meant an
inevitable rise in the per capita tax
burden on the latter. This is what has
occurred and any realistic appraisal in-
dicates that this imbalance in popula-
tion growth will create continuing state
and local fiscal problems during most
of the present decade.

Population Profile of the States:
1960 and 1970 (Projected)

CEF Report, November 1961, No. 4
(9:12), provided a projected distribu-
tion of population by age group and by
state, 1960 to 1970. See the table.

A Slowdown in Population Increase?

CEF Report, November 1962, No.
6 (10:14), gave major findings of a
population study.

In his study on the historical analysis
of fertility trends, Richard A. Easter-
lin® explores some of the underlying
causes of long-term population trends
in the United States and identifies the
emerging labor supply conditions which
suggest a downtrend in the fertility rate
ahead. A few of the major findings
of the study are summarized here:

® A long-term downtrend in total white
fertility in the first three decades of
this century was associated with de-
cline of the fertility of foreign born
and rural native components of the
population. The fertility of the urban
native population remained almost
stable.

® Rural fertility fluctuated with farm
income. The marked decline of rural
fertility in the 20’s and early 30’s was
in response to the down-turn in farm
income. The baby boom in rural
areas in the 40’s is associated with
farm prosperity during and following
the Second World War. The farm
fertility rate fell in the 1950°s with
the slump in farm income.

® The explanation of Postwar II baby
boom lies in the urban native fertility
change. This change in urban fertility
has varied directly with the demand
in the labor market and inversely
with the unemployment rate. The
prospect of entry into the labor mar-
ket of an increasing number of young
persons is considered unfavorable to
the maintenance of a high rate of
fertility among the urban population.

® The postwar baby boom in the
U ited States was associated with
exceptionally favorable income and
employment conditions for young
persons. The rapid movement of
young people (better educated than

9 Easterlin, Richard A, “The American Baby Boom
in Historical Perspective.” American Economic Re-
view 51: 869-911; December 1961.
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POPULATION PROFILE OF THE STATES: 1960 AND 1970 (PROJECTED) |

. (Total populahon == 100%)
| - 1960 - o 1970
State Under 5-17 18:21 22.65 65 years Under 5:17 18:21 22.65 ¢ “65years yoors
5 years years years years and over § 5 years years years years and over
. 4”1 2 3 4 _5 6A; Zﬁ_y 8 _9 10 n
! Alabama. ..... 120% 27.5% 5.6% 469% 8 o% NA% 252% 7.4% 474% 89%
“‘ Alaska........ 151 242 81 502 142 262 9.1 484 2.4
Arizona....... 12,8 26,9 54 479 6.9 14,1 25.2 73 46.2 7.2
! Arkansas...... 10.9 26.5 53 464 10,9 104 234 7.1 459 13.2
y California..... 1141 23.6 5.1 514 8.8 1.5 265 73 467 8.0
Colorado...... 119 251 55 485 9.0 11,8 26.3 7.4 461 8.4
Connecticut. ... 11.0 229 44 521 9.6 12,2 25.5 55 47.5 9.3
N i Dﬂlawar.-- e ] 2.4 240] 4.9 50.6 8-0 ] 2.3 26.3 6.5 47-9 7n0
i | District of
) '< Columbia.... 10.2 18.5 6.2 56.0 9.1 10.6 20.2 9.0 51.0 9.2
j‘ Florida........ 10.9 23.0 4.9 50.0 11.2 11.6 23.0 63 463 12.8
! Georgia....... 12,0 2691 59 4,4 7.4 11.0 25.3 80 48.0 77
Hawaii........ 12.8 24.8 6.9 489 4.6 12.4 26.1 8.6 48.2 4.7
ldaho......... 12.3 27.9 52 459 8.7 11.6 27.8 7.3 440 9.2
Minois......... 11.2 229 48 514 9.7 123 24.8 6.3 469 9.7
Indiana....... 11.6 24.8 5.2 48.8 9.6 11,5 26,5 7.1 46.0 8.9
) lowa.......... 11.1 24.6 49 473 11.8 10.7 257 6.7 44.6 123
Kansas........ 11.3 24.1 52 484 11.0 11.2 25.2 69 459 10.8
3 Kentucky...... 11.3 263 57 47. 9.6 10.8 24.2 7.6 470 104
' Lovisiana. ..... 13.0 27 .4 55 467 7.4 127 27.2 74 452 7.5
¥ Maine........ 11.2 24.8 53 477 11.0 121 24.4 6.9 46.1 10.5
: Maryland.. ... . 11.8 24.8 5.1 51.0 7.3 12,9 26.6 6.6 469 7.0 .
] Massachusetts.. 10,7  22.5 49 508 114 11.8 24.2 64 46.6 11.0 v
; Michigan...... 12.4 254 4.8 49.2 8.2 12. 27.5 6.2 458 8.4 i
! Minnesota..... 12.2 254 49 471 10.4 124 269 6.6 433 10.8 |
; Mississippi..... 129 28.7 6.0 43.8 8.7 12.2 267 7.9 435 9.7
: Missouri....... 10.8 23.0 5.0 49.5 n.7 1.7 23.4 6.8 46.3 11.8
i Montana...... 123 263 5.0 467 10.0 12.2 277 70 43.2 9.9
' Nebraska...... 11.3 24.1 5.0 48.0 11.6 114 24.9 6.2 453 12.5
! Nevada....... 11.6 23.3 .50 537 6.4 11.7 247 73 513 5.0
' New Hampshire. 10.9 23.8 5.1 49.1 111 11.3 24.9 6.8 467 10.3
1 New Jersey.... 10.6 22,46 43 533 9.2 1.5 250 53 4838 9.4
: " New Mexico... 143 28.7 5.8 45.8 5.4 14 27.11 7.5 458 55
U New York..... 101 2.7 4.5 53.6 10.1 10.8 206 57 493 10.6
i ; North Carolina. 11.6 27.4 6.3 479 6.8 10.7 2. . 8.3 48.5 7.5
I North Dakota.. 12.6 27.2 53 45.6 93 11.8 26.8 6.6 447 10.1
Ohio.......... 117 244 49 497 9.3 11.8 269 6.7 46.0 8.6
, Oklahoma..... 10.4 24.6 5.4 48.9 10.7 10.0 22.5 7.3 484 11.8
' Oregon....... 10.5 25.2 4.6 49.2 10.4 97 27.6 6.6 451 11.0
Pennsylvania... 10.5 23.2 47 51.6 10.0 10.7 240 57 490 10.6
Rhode Island... 10.4 223 57 51.2 10.4 10.9 24.0 73 470 10.8
; South Carolina. 12.4 29.3 6.6 454 6.3 11.6 26.6 93 459 6.6
: South Dakota.. 12.2 26.3 5.1 45.9 10.5 1.6 27.0 6.4 43.1 11.9
; Tennessee. . ... 11.0 25.8 58 487 8.7 10.1 24.2 7.7 48.6 9.4
i Texas......... 1213 259 5.6 48.6 7.8 12.0 26.0 2.1 46.7 8.2
i Utah.......... 14.2 28.7 6.0 444 6.7 13.2 28.6 8.3 43.2 6.7
' Vermont....... 11.3 25.2 55 468 11.2 11.3 25.6 74 448 10.9
Virginia....... 11.5 254 6.2 496 7.3 11.0 24.9 8.1 48.7 7.3
‘ : Washington.... 11.1 24.9 50 49.2 9.8 10,6 27.8 65 455 9.6
i } West Virginia.. 10.5 27.2 5.2 47.8 93 9.8 25.1 6.3 48.1 10.7
? ' Wisconsin...... 119 24.9 4.8 48.2 10.2 12.3 26.2 6.3 448 10.4
: Wyoming...... 123 263 49 483 7.9 123 27.6 5.2 46.0 8.9 ;
] Source:

Computed from: National Education Association, Special Project on Financing Education in the
1960’s. Population Projections: 1960-1970. Washington, D.C.: the Association, June 1961, 12 p. 50¢.
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the older members of the labor
force) to higher income occupations,
expansion of veterans’ benefits and
unemployment compensation, and
increased home ownership among
young persons accounted for the im-
provement in economic conditions of
the young scgment of the family-
building age group. The favorable
employment conditions for young
workers were stimulated, as never
before, by a restrictive immigration
policy. The flow of immigiants to the
United States in past periods of high
demand for labor acted as a buffer.

Easterlin’s findings suggest a cycle—
low fertility in one period leads to a
favorable change in the labor market
entry about two decades later and
hence to a rise in the fertility rate. The
high fertility rate of a former period
leads to an unfavorable labor market
entry condition for young workers and
decline in the fertility rate.

Unique Commitments of Public
Education in the United States

In addition to present-day social de-
mands there are also time-honored
American commitments of public edu-
cation. George E. Watson (11:19-20)
in 1960 dealt with a unique one.

IS FREE, UNIVERSAL
EDUCATION STILL OUR GOAL?

. . . the one characteristic of Ameri-
can public education that distinguishes
it from European education and at the
same time makes a tremendous im-
pact upon our standard of living and
upon our business, our commerce, and
our industry is its universality at both
the elementary and the secondary level.
Europe presumes to prepare an elite
portion of its youth by a selective proc-
ess beginning at age 11 or 12. While
in America a great majority of our

high-school age youth are in high
school. . . .

. . . The issue is: Do we or do we not
believe in this American pattern of
free, universal education? Do we or do
we not bend our efforts toward im-
proving our accomplishments with each
segment of this elementary- and sec-
ondary-age group? Do we or do we not
devise new concepts and procedures to
make schooling available, challenging,
and worthwhile to all in these age
groups? Do we believe in free universal
elementary and secondary education or
are we willing to give up this American
drecam? Let us keep the issue clear in
this next decade. Let us not accept any
fogging of the issue by any individual
or group.

Arthur F. Corey (12:10-11) holds
that the American dream of a society
of free and equal men rests on the fol-
lowing postulates which find their veri-
fication not in reason alone, but also in
faith. He cites a statement of the Cali-
fornia Teachers Association.

The Public School is the major agency
by whick society assures both its stability
and its evolution. . . .

The Public School is based upon a firm
belief in the integrity and worth of the in-
dividual.

The Public School is committed ir-
revocably to strive for equal educational
onnortunity for all.

The Public School is dedicated to the
ideal that human liberty is best guaranteed
whrough representative government and dem-
ocraiie processes.

The Public School is of itself a recognition
that only an enlightened people may safely
exercise liberty and wisely pursue happiness.

In keeping with these principles it is the
obligation of the free public school in Amer-
ica to provide for every person the educa-
tional opportunity which will enable him
proudly to assume his responsibilities as an
American citizen.!

1 California Teachers Association, Commission on
Educational Policy. “We Hold These Truths . . .”
CTA Jaurnal 52:20-21; January 1956.
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Senator Wayne Morse (13:23-24),
dealing with American educational
commitments, stated in 1964

OUR FUTURE GOALS

In 1787, in a letter to James Madi-
son, Jefferson said: “Above all things,
I hope the education of the common
people will be attended to; convinced
that on their good senses we may rely
with the most security for the preserva-
tion of a due degree of liberty.”

These are wise words with present
application. Thirty-five years will see
us approach the end of the century.
What must we do if we are to assure
to the best of our ability that the patri-
mony we pass on to our children and

to our grandchildren has under our
stewardship increased in value, ma-
terially and, more importantly, spiritu-
ally?

The concept of equality which is en-
shrined in the great documents of our
republic is being polished and bur-
nished in the controversies in the courts,
in the Congress, and to be frank, in the
streets of our great cities. Surely the
application of this concept to education
can only mean that we must find the
way to provide to each and every young
American the education which will
bring his unique God-given talents and
abilities into full realization. We cannot
afford and should not tolerate the
waste of potential ability. The sole
criterion for educational opportunity
should be the ability to profit from it.
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Il. Proposed Educational Responses to
Changing Social Needs

The materials of the Committee on
Educational Finance include frequent
analyses of imperative changes in the
purposes, content, and structure of
public education in the United States
if it is to make essential responses to
the social trends and forces identified
in the previous section of these readings.

Analyses of Imperative
Changes in Education

Statements from four sources are
presented below. Francis S. Chase
(1:10-16) forecast a number of needed
educational changes in the following
excerpts.

EXTENSION OF SCHOOLING?

There will be a continuing extension
of the years of schooling, and it is
bound to go in both directions. The
number of kindergartens and nursery
schools and the number of children in
them are going to increase enormously.
The more highly urbanized we become,
the more we become aware of the great
dangers to society of the cultural de-
privation that takes place when a
youngster who comes from a home
having few, if any, books or other
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cultural resources is not reached by the
schools until the age of six.

The extension of education upward
is in progress, both in absolute numbers
and in percentage of the population. 1
think we probably are not more than
the lifetime of some of the older among
us, such as myself, from the point when
50 percent of the population may re-
ceive education beyond high school. . . .

NEW TYPES OF INSTITUTIONS?

I foresee . . . the emergence of the
community college as a capstone of
public education and as a cultural
center for communities, and a center
for continuing education in nearly every
community. . . .

Another development will be a
further consolidation of small high
schools into schools enrolling 400 or
more. . . .

Not only is it going to be demon-
strably more economical to provide
education in the home communities for
most students through two years of
college, but also the establishment of
community colleges will be seen as the
best means of promoting the continuing
education of persons of all ages so
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essential to effective living today and
in the future.

EMPHASIS ON QUALITY?

. . . The point has been reached
where some of us should be asking
some hard questions such as: Excel-
lence in what? For whom? And how?

CURRICULUM REVISION?

. . . The need for revision of the
sciences in my opinion is no more
urgent than the need for revision of the
social sciences or the cutting of the
deadwood out of the humanities and
replacing it by the most stimulating
examples of the thought of man that
can be found in the world’s cultures. So,
the effort at curriculum revision simply
must move on and it must move on
swiftly.

TEACHER QUALIFICATIONS?

. . . Teachers’ qualifications, as I see
them, are now being improved some-
what. We are getting somewhat better
programs of preparation in a number of
places. We are getting somewhat more
meaningful standards applied by state
departments of education, and the work
of the National Commission on Teacher
Education and Professional Standards
and of other agencies has been very
useful. . ..

. . . there are real possibilities in the
organization of teams of teachers
where the team has the responsibility
for the total development of the group
of children, but where there is differen-
tiation of function and recognition of
diversity of talent among teachers as
well as among pupils. . . .

DIRECTION OF FEDERAL SUPPORT

. . . the share of federal government
support will increase, and ought to in-

crease, and must increase, . . . also . . .
we will finally get rid of the silly myth
that there is some inherent danger in
funds coming from the federal govern-
ment but that such danger does not
pertain to funds coming from other
sources.

The whole direction of the economy
and the national need for education
are going to require, if we are at all
wise, that we allocate to the federal
government at least a quarter of the
support needed for education from the
lowest entering age probably through
graduate school. . . .

TYPE OF ADMINISTRATION

. . . I see a decentralization of the
operation of schools and instruction to
the point where the school really is the
primary unit.

If you look through this country at
the really good schools, public or
private—the ones that stand out—ox
go to any other country and look at the
really good schools, you will find that
they are all schools that for one reason
or another enjoy an unusual amount of
autonomy. They are all schools where
the principal and the teachers feel that
theirs is the responsibility for meeting
the needs of the population served and
where they are thrown on their mettle
to find ingenious ways of meeting those
needs.

We may still have to have our large
units for certain centralized functions
such as tax collection, allocation of
funds, accounting, and sometimes pur-
chasing. (But the gains from central-
ized purchasing can be grossly exag-
gerated and often not realized.) I am
not against some of those functions
being centralized, but what I am against
being centralized is the development
of learning experiences.
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If we are to have the community
colleges of which we spoke, they must
be autonomous institutions, They must
not be under a heavy layer of bureauc-
racy—a local bureaucracy can be just
as deadening as a federal bureaucracy.
And I would carry this decentralization
further. Within a school, the faculty
should be organized in series of teams
or task forces with major responsibility
for specified teaching tasks so that it is
not necessary to build up a big adminis-
trative hierarchy within the school.

John H. Fischer (2:16-17) stated
what was needed to translate social
demand into educational action.

Let us . . . assume that we recognize
the imperatives that technology, urban-
ism, mobility, and the international
situation impose upon society and upon
the school. . . . What else is required?

First, we must be willing to accept
higher educational goals for the
country as a whole and to take the steps
necessary to extend at least minimally
adequate  opportunities throughout
every state. We are far from these goals
now. . ..

Second, we must proceed systemati-
cally and resolutely to identify the gaps
in our present knowledge of learning
and teaching. We must be willing to
risk every one of the assumptions and
dogmas about techniques and institu-
tional arrangements to which we have
become intellectually and emotionally
attached. To bring the level of educa-
tion up to the needs of today’s world,
we must be ready to abandon estab-
lished procedures whenever they are
shown to be outmoded. . . .

Third, in order to translate into re-
ality the things we have been talking
about, we must be prepared to appraise
their cost not merely in dollars and tax
rates, but in terms of the values by
which we mean to govern ourselves and
advance our society. We must learn to
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look upon the financial support of edu-
cation not as a consumable expenditure,
but as the prudent, systematic invest-
ment of a share of our productivity in
our future strength and well-being,
+ + » The most important consequences
of education and the strongest justifi-
cations for investing in it are related
not to the magnitude of our gross
national product, but to the quality of
our people and the character of our
nation.

A study of the Commiittee on Edu-
cational Finance (3:22) in 1960 identi-
fied the following unmet educational
needs.

1. Recognition of teaching as a
major profession in training required,
ethical standards maintained, responsi-
bility carried, performance expected,
and compensation paid.

2. Curriculum specialists and re-
search workers to aid in developing
curriculums to meet the demands of
today and the needs of a school popu-
lation varying widely in aptitude and
life objectives.

3. Funds to provide for the par-
ticular needs of slow learners, the
physically handicapped, the academi-
cally talented, and other special groups.

4. Enough school buildings, includ-
ing libraries, science laboratories, gym-
nasiums, and auditoriums, to house all
pupils under conditions which are con-
ducive to high educational perform-
ance.

5. Funds to lift the financing of
thousands of school districts to an ade-
quate level of support and performance.

6. Wider provision of kindergartens
and other educational provisions for
young children.

7. Trained educational and voca-
tional counselors for pupils at all grade
levels.




XA T

L mwme =

S r e ee—

e —— 1Y

T L

-

. T —— O S o 7 g e Tt s St (K

8. Courses in physics, chemistry, and
other sciences and advanced courses in
mathematics and foreign languages in
high schools which do not have them
now.

9. Community colleges and techni-
cal institutes in all states.

10. Scholarships and other financial
provisions so that no able and willing
youth will be prevented from securing
the education he should have.

11. Recognition of the school super-
intendency as on a par with other top
executive positions in public and pri-
vate service.

12. Federal support for education to
supplement what the states and locali-
ties can provide so that the overdue
“break-through’ in financing our
schools may be achieved.

Paul J. Strayer (4:6-8), an econo-
mist, in 1958 gave his views as to
needed educational changes.

. . . higher level of education is re-
quired by modern production methods.
The unskilled worker is being replaced
by automatic machinery. Even on the
farm there is no longer a place for the
man with a strong back and no imagi-
nation. The farmer must now be a com-
bination of engineer and businessman.
The growth in the number of skilled
workers is reflected in the decline in the
number of unskilled workers [and] the
percentage of professional and man-
agerial persons [has] increased. . . .
The wealthy states have . . . great

. interest in the educational levels
achieved in the poorer states. A large
percentage of their work force will
come from the poorer states. The in-
terest of the poorer states is equally
compelling. By raising their educational
standards, they may hope to achieve the
status of their more opulent neighbors.
The migration of thousands of individ-

uals to California is a good example of
needs suggested above. But in all in-
dustrial states there should be real in-
terest in the education the migrant has
received before he moves to his new
place of work.

. . the need for more educated
people expands continuously as the
complexity of the economic, the techni-
cal, and the political system grows
apace. What was once a reasonably
good education no longer proves to be
satisfactory. If we are to solve the prob-
lems associated with our social and eco-
nomic development in the future, we
must have many more persons with a
highly developed understanding of our
society. The limiting factor in many
enterprises today is not lack of capital,
but rather the lack of managers, skilled
workers capable of running the increas-
ingly complex machinery, and technical
personnel necessary to develop and
adapt the equipment of the plant to
make the greatest use of modern
developments.

The Cost-Quality Relation
in Education

Throughout the materials of the
Commiittee on Educational Finance one
finds statements that the quality of edu-
cation must be vastly improved if it is
to meet the new demands of a dynamic
society. Those who dealt with this ques-
tion were concerned with both the
definition of quality in education and
the cost-quality relationship.

Does Better Education Cost More?

A special study (5:7-44) prepared
for the Committee by John K. Norton
dealt with the foregoing question. Ex-
cerpts follow.

. . . Stated briefly, the question being
asked in many communities and states

33




- : e e

. ]

T e

a2

is: What would we have to spend to
obtain high-quality schools?

OPINIONS DIFFER

There is no lack of opinion on this
question. The trouble, however, is that
opinions differ sharply. . . .

Is there no better way to deal with
the relation of educational quality to
expenditure level than merely to add to
the discordant opinions on this matter?
. . . There is a better way.

Those who would take this better
way, however, must leave the winding
path of folklore, opinion, and prejudice
and take the straight highway of re-
search, fact, and the open mind. The
building of this highway began in 1920
when Leonard P. Ayres sought a fac-
tual answer to the question: Does more
money buy better schools? Since then,
hundreds of investigators have asked
this question in various forms and have
sought objective answers to it. . . .

COST-QUALITY RELATIONSHIP IS NOT A
SIMPLE QUESTION

The question of the cost-quality re-
lationship in education involves the
issue of what is quality education. Most
people want to step up the quality of
education in the United States, but they
vigorously disagree on what quality ed-
ucation is and how it may be achieved.
To get quality education, however, we
must not only want it, but we must also
know what we mean by quality educa-
tion. . . .

QUALITY AS TEACHING PERSONNEL,
FACILITIES, AND AMOUNT OF
SCHOOLING

Some research studies have defined
school quality in such terms as type and
number of teachers employed, ade-
quacy of instructional materials, and
amount of schooling provided. . . .
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QUALITY AS SCORES ON
ACHIEVEMENT TESTS

A second group of investigators has
measured the extent to which level of
school expenditure and scores on pupil
achievement tests are related. . . .

QUALITY AS EMPHASIS ON
FUNDAMENTAL OBJECTIVES AND SOUND
PROCEDURES

This third type of study assumes that
to test the inner essence of educational
quality one must go into a school Sys-
tem and carefully observe what is going
on there. What are the purposes of the
school program? What are the teachers
teaching, and how are they teaching it?
What attention is being given to in-
dividual pupils, from the brightest to
the most handicapped, and those in be-
tween? Is the environment of the school
system and of the classrooms conducive
to optimum learning? Are such funda-
mental ends as the development of in-
dividual pupil initiative and the ability
to think, consciously and effectively
being pursued?

OTHER CONSIDERATIONS AFFECTING
COST-QUALITY RELATIONSHIP IN
EDUCATION

In dealing with the complex matter of
the relationship between school quality
and school expenditure, related issues
arise. Is there a point of diiainishing
educational returns as cost level is in-
creased? What is the quality effect of
the level of expenditure for certain
small-expense items in a school budget?
What is the relation of school quality
to high or low school expenditure over
a period of years? Do people in states
of high school expenditure rank higher
in educational achievement and in earn-
ing capacity than those in low-expendi-
tures states? . . .
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COMPLICATING FACTORS ON
THE SIDE OF COST

There are also certain complicating
factors on the expenditure side when
the cost-quality relationship in educa-
tion is otjectively studied.

One-room schools—In sparsely set-
tled areas most schools may be in one-
room buildings and enroll only 10-20
pupils—some even fewer. This runs up
per-pupil costs since at least one teacher
has to be employed for each school. If
the teacher is paid a reasonable wage,
the cost per pupil is high, largely as a
result of sparsity of population.

Pupil transportation—If the small
schools are consolidated, transportation
costs must be met. These may absorb
as much as 30 or 40 percent of current
school expenditures. . . .

The climate of a community—Cost
of fuel, the amount of sheltered play
space which must be provided, and the
type of building construction vary with
climate.

The condition of the labor market—
In the 1930’s there was a temporary
oversupply of trained personnel for
available jobs . . . . Today there is a
general shortage of trained personnel.
Boards of education must compete for
trained teachers, many of whom find a
demand for their services in other
fields. . . .

Regional cost differentials—What a
dollar will buy differs in different sec-
tions and communities in the United
States although the importance of this
factor is often overestimated, particu-
larly as it affects what must be paid for
technical and professional personnel as
opposed to unskilled labor.

Effect of inflation—Inflation has
markedly decreased the value of the
dollar since 1940. The expenditure per
pupil to purchase a given type of serv-
ice or commodity required in the opera-

tion of a school has accordingly in-
creased with the passage of the years.

MAJOR QUESTIONS CONCERN-
ING THE COST-QUALITY RELA-
TIONSHIP IN EDUCATION

QUESTION 1: Do we get teachers
with more prepara-
tion, better instruc-
tional materials,longer
school terms, and bet-
ter pupil attendance
by spending more
money for schools?

The findings of . . . early inquiries,
that higher expenditures secure a higher
quality of personnel and othier school
facilities, have been repeatedly con-
firmed by later research. Better pre-
pared teachers, more instructional ma-
terials, longer school terms, and better
pupil attendance are bought by spend-
ing more money for schools.

[Some of these early studies were
those of Ayres, Norton, Ferrell, and
Mort.1]

The foregoing evidence is of some
value. It is doubtless true that teachers

1 Ayres, Leonard P. An Index Number for State
School Systems. New York: Russell Sage Founda-
tion, 1920. p. 54.

Norton, John K. The Ability of States To Support
Education. Washington, D. C.: National Education
Association, 1926. 88 p.

Ferrell, Doctor Thomas. Relation Between Cur-
rent Expenditures and Certain Measures of Educa-
tional Efficiency in Kentucky County and Graded-
School Systems. George Peabody College for
Teachers, Contributions to Education, No. 216.
Richmond, Ky.: the Author (Eastern State Teachers
College), 1937. 114 p.

Mort, Paul R., director. Reconstruction of the Sys-
tems of Public Support in the State of New Jersey.
Report of the Governor’s School Survey Commis-
sion, Vol. II. Trenton: Governor’s School Survey
Commission, 1933. p. 26-29.

Mort, Paul R., director. The Financing of the
Public Schools of Maine. Report of a Survey of
State and Local Support of Public Schools. Augusta:
Maine School Finance Commission, 1934. p. 64-97.
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with more preparavion, better instruc-
tional facilities, and larger amounts of
schooling result in better educational
returns. But this was assumed rather
than proved in the early studies. Actual
educational returns were not measured.
Accordingly, a second group of re-
search workers began to seek answers
to the following question.

QUESTION 2: Do pupils make
higher scores on
standard tests of the
three R’s in elemen-
tary schools and in
high-school academic
subjects in high-
expenditure as com-
pared with low-ex-
penditure school
systems?

Several studies have dealt with the
relation of school expenditure per pupil
to pupil scores on standard tests of
achievement. . . . [Among the studies
referred to are those by Powell, Grimm,
and Bloom.?]

The[se] studies show that pupils on
the average make higher scores on
tests in the three R’s in elementary
schools and in the academic subjects in
high schools in high-expenditure as

2 Powell, Orrin E. Educational Returns at Varyirg
Expenditure Levels. Contributions to Education, No.
573. New York: Teachers College, Columbia Uni-
versity, 1933. 54 p.

Grimm, Lester R. Our Children's Opportunities in
Relatlon to School Costs. Springfield. Ill.: Illinois
Education Association, Department of Research and
Statistics, 1938. 46 p.

Connecticut Citizens for the Public Schools. Com-
mittee on Financing Education. A Study of Factors
Related to Academic Achievement in the Public
Schools. Hartford: Connecticut Citizens for the
Pubtic Schools (120 Gillett Street), June 1957. p. 7.

Bloom, Benjamin S., and Statler, Charles R.
“Changes in the States on the Tests of General Edu-
cational Development from 1943 to 1955.” School
Review 65: 204-21; Summer 1957.

Bloom, Benjamin S. “The 1955 Normative Study
of the Tests of General Educauunal Development.”
School Review 64: 110-24; March 1956.
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compared with low-expenditure school
systems.

Teaching personnel and school facil-
ities, however, are only means for
achieving quality in education. They do
not measure quality. Also, standardized
tests in school subjects measure only a
part of the educational results. Ac-
cordingly, late in the 1930’s a third
type of study was first employed by
Mort and other research workers to
provide more comprehensive measures
of educational quality. The findings of
studies of this type are presented in
answer to Question Three.

QUESTION 3: Docommunities which
spend more per pupil
get schools with edu-
cational programs
and procedures which
take better account of
the needs of society
and of the findings of
psychological re-
search?

Substantial progress has been made
in developing research methods which
measure educational quality in compre-
hensive and valid terms of the fore-
going question. [Nine major studies
have dealt with this topic.?]

3 Mort, Paul R.; Vincent. William S.; and Neweil,
Clarence A. The Growing Edge, An Instrument for
Measuring the Adaptability of School Systems. New
York: Metropolitan School Study Councit (525 W.
120th Street), 1946. 33 p.

Mort, Paul R., and Cornell, Francis G. American
Schools In Transition: How Our Schools Adapt
Their Practices to Changing Needs. New York:
Teachers College, Columbia University, 1941, 546 p.

Grace, A. G., and Moe, G. A. State Aid and
School Costs. Report of the Regents’ Inquiry. New
York: McGraw-Hill Book Co., 1938. See especially
pages 324-29,

Commission on the Legal Structure of Rhode Is-
land Public Education. Schools for Our Children.
Report of a Survey of the Structure and Operation
of the Rhode Island Public School Syvstem, with
Emphasis on Public School Finance, Vol. 1. Provi-
dence: the Commission, 1941, p. 98.

Strayer, George D, director. A Report of a Survey
of Public Education in the State of West Virginia.
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The . . . studies bearing on Question
Three reveal that communities spending
more per pupil generally get educa-
tional programs which take better ac-
count of the needs of society and the
findings of psychological research on
how children learn best. The scope of
these school programs includes ob-
jectives ranging irom excellent teach-
ing of the three R’s to such funda-
mental behavior patterns as good cit-
izenship and the ability to think.

QUESTION 4: Is there a point of
diminishing educa-
tional returns in in-
creasing the level of
school expenditure?

In 1949, Woollatt reported a study
[in which the] criterion of quality was
the extent to which teachers were ap-
plying in their classrooms the findings
of psychological research of the pre-
ceding 50 years. . . .

This study reported that [Woollatt’s
study* is a classic.]... high-expenditure
schools were not only doing a superior
job in teaching skills, but were also
outstanding in emphasis placed on such
highly important educational objectives

Charleston: Legislative Interim Committee, State of
West Virginia, 1945. p. 529.

McLure, William P, Let Us Pay for the Kind of
Education We Need. Report of a Study of State and
Local Support of Mississippi’s Schools. University:
University of Mississippi, 1948. p. 3.

New York State Educational Conference Board.
What Do Good Schools Do for Children? Albany:
the Board, 1954. p. 2.

Smith, Stanley V. Quality of Educativn Related to
Certain Social and Administrative Characteristics of
Well-Financed Rural School Districts. Doctor's
thesis. New York: Teachers College, Columbia Unj-
versity, 1954. 225 p. :

Griffis, James T. Educational Production at Three
Cost Levels. Houston, Texas: Gulf School Research
Development Association (3801 Cullen Boulevard),
1955. p. 23.

¢ Woollatt, Lorne H. The Cost-Quality Relation-
ship on the Growing Edge. Metropolitan School
Study Council Research Studies, No. 4. New York:
Teachers College, Columbia -University, 1949, p. 65.

as the development of good character,
the stimulation of intellectual growth,
and the ability to think. ...

There may be a point of diminishing
returns in educational expenditure, that
is, a point beyond which increased fi-
nancial support will yield little or no
further educational returns. Woollatt’s
study, however, suggests that this point
had not been reached in school systems
at the top level of expenditure in the
United States. . . .

QUESTION 5: Is there a relationship
between school qual-
ity and level of ex-
penditure for certain
small-expense items
in a school budget?

. . . two . . . studies seem to em-
phasize the importance of discrimi-
nation in allocation of budgetary items.
Apparently certain small expenditures
count larger in advancing school qual-
ity than might be expected, considering
their relatively small amount. [The two
studies are those by Brickell and Both-
well.?]

QUESTION 6: What is the relation
of school quality to
high or low school
expenditure over a
period of years?

. . . Furno reported a study con-
cerned with the effect on school quality
of the level of expenditure in a com-
munity over a 25-year period. He found
that the cost-quality relationship was

¥ Brickell, Henry M. 4n Analysis of Certain Non-
Instructional-Staff Expenditures. Doctor’s project.
New York: Teachers College, Columbia University,
1953. 41 p.

Bothwell, Bruce K. Creative Expenditures for
Quality Education. New York: Associated Public
School Systems (525 W. 120th Street), 1958.
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cumulative. The maintenance of a high-
expenditure level over a period of years
has “powerful influence upon the type
and quality of education children will
receive in a school district for the sub-
sequent decade.”**

This results from several inter-rela-
tionships, as stated by Furno:

If the expenditure level is high, chances
are good that superior teachers will be em-
ployed and retained for a number of years.
On the other hand, if the expenditure level
is low, the chances of emploving and retain-

ing superior qualified teachers are dimin-
ished.®

Apparently, drastic increases or de-
creases in level of expenditure in par-
ticular years are less influential in ad-
vancing quality than a long-range pro-
gram of school support which is dis-
criminating as to items and adequate in
amount. One ingredient in developing
quality schools is an intelligent long-
range policy for their adequate financial
support.

QUESTION 7: Do people in states of
high-expenditure for
schools rank higher
in educational
achievementandearn-
ing capacity?

[Studies of this specific question ¢
along with data from the 1950 federal

¥ Furno, O. Frederick. The Projection of Schoot
Quality from Expenditure Level. Doctor’s thiesis.
New York: Teachers College, Columbia University,
1956. p. 47-48.

1 Ihid., p. 48.

8 Norton, John K., and Lawler, Eugene S. Un-
finished Business in American Education. Washing-
ton, D. C.: American Council on Education, 1946.
65 p.

Norton, John X., and Lawler, Eugene S. An In-
ventory of Public School Expenditures in the United
States. Washington, D. C.: American Council on
Education, 1944. 2 Vols., 409 p.

Bowyer, Vernon. “Measuring the Economic Value
of Education to the States.” Improving Educational
Research. 1948 Official Report. Washington, D. C.:
American Educational Research Association, a de-
partment of the National Education Association,
1948.
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census led to the conclusion that] states
which make superior provision for the
financing of schools rank substantially
higher than low-expenditure states in
educational achievement and in earn-
ing power.

CONCLUSIONS AND
OBSERVATIONS

In the light of the facts as to the
cost-quality relationship in education,

. . certain conclusions and observa-
tions are offered below.

1. There is a factual basis for deal-
ing with the relationship between qual-
ity in education and its level of cost.

It is no longer necessary to deal with
this critical question solely on the basis
of unsupported opinion.

2. The cost-quality relationship in
education is not a simple one.

It involves a number of complex
matters such as what is quality in edu-
cation, how quality is to be measured,
and special circumstances in different
communities which condition the per-
centage of each school dollar that can
be focused directly on instruction.

3. The evidence now available as to
the relationship of level of per-pupil ex-
penditure to the quality of education
found in a school system is neither final
nor complete. It is, however, highly
significant.

It must be taken into account by
those who would consider this im-
portant question on a rational and ob-
jective basis as opposed to one of in-
dividual opinion or prejudice.

4. A higher quality education is gen-
crally provided in school systems which
spend larger amounts per pupil; lower
quality education is generally provided
in school systems which spend smaller
amounts per pupil.

This conclusion is overwhelmingly
supported by available factual studies




of the cost-quality relationship cited
and reviewed in this booklet.

5. Money is not everything in achiev-
ing quality cducation in a community;
more money does not automatically
produce better schools.

Doubtless, the presence or absence
of factors other than money also have
their effect on the educational quality
of a school system. The effect of money
in permitting the employment of
superior teachers is greatly lessened, if
not lost altogether, in a community
which permits politicai favoritism to
prevail over proper mcthods of teacher
selection and improvement. The ef-
fectiveness of excellent teachers will be
lessened if the community attitude
toward the value of education is low
and if parents and people in general
give pupils little incentive to do good
work in school and to remain in school.

Factors reflecting the cultural status
of a community—including its level of
educational achievement, its apprecia-
tion of the value of education, and its
understanding of what good education
is—are powerful in achieving quality
education. They rank close to amount
of money spent per pupil in their re-
lation to quality of schools.

Divisive factions in a community
may waste energy in meaningless quar-
reling about the schools. Under such
conditions no clear mandates ejther
from the community or from its board
of education as to school policy and
program are developed. Whatever is
done is condemned, teacher morale is
lowered, and efforts at administrative
leadership are futile.

When such negative factors lower the
effectiveness of a school system, they
may be more powerful in reducing edu-
cational quality than high expenditure
is in increasing it, if perchance such
expenditure is provided. o

6. Educational quality generally in-
creases, as measured in terms which re-
search workers have employed thus far,
as per-pupil expenditure increases.

This is true whether educational
quality is defined in terms of better
teachers, school facilities, and amount
of schooling; whether quality is defined
as scores made on tests of the three
R’s and related skills by pupils in ele-
mentary schools and scores made on
tests of academic subjects by pupils in
high schools; whether quality is defined
in terms of educational programs and
procedures which take account of the
changing needs of our society and of the
findings of psychological research; or
whether quality is defined in several or
all of the above terms.

7. Specifically, when communities
spend more money on their schools,
they generally are able to employ and
do employ more and better teachers.
They are able to and do provide better
materials and other a* Is to good teach-
ing. They get better teaching. The
amount of schooling provided is greater
because longer school terms are main-
tained. There is better attendance and
youths remain in school longer. Higher
scores on achievement tests are made
both in the three R’s in elementary
school and on academic tests in high
school. And the quality of the educa-
tional program as a whole and of teach-
ing procedures is generally rated higher
by trained observers in the higher-ex-
penditure school systems.

All the foregoing evidences of su-
perior quality in education are not
found in all high-expenditure school
systems, but they are found more often
in high- than in low-expenditure dis-
tricts. Some of them are largely or
wholly absent in low-expenditure
schools.

It appears that, other things being
equal, more money buys better educa-
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tion. When other things are weighted on
the negative side, money has less effect.
When other things are weighted on the
positive side, money has its most
powerful effect.

8. It is important that all factors
which contribute toward quality in edu-
cation should be capitalized to achieve
higher quality.

. . . Money is a powerful factor. But
there are others, and they also need
attention. . . . It is fully recognized that
they exist, and that the total job of
achieving higher quality education in
the United States encompasses more
than money. Without money, however,
the effect of other quality factors will
be lessened, if they are able to come
into the picture at all.

9. The pursuit of greater excellence
in education will be fully successful to
the extent that we are able to identify
and to bring to bear all factors, includ-
ing money, which are influential in
achieving educational quality.

This requires thoughtful deliberation
and agreement, insofar as this is pos-
sible and proper in a free society, as to
what a quality school is, and as to what
quality education is. It also requires
far more basic research as to what fac-
tors, in addition to money, are in-
fluential in producing quality schools;
and as to how these, as well as money,
may be maximized in their effects on
the schools.

Until recently the appropriations for
research in education have been ex-
tremely meager. This, however, is
changing. Federal and state grants are
being made for this purpose. Founda-
tions and educational associations are
allotting funds for educational research.
Eocal school systems are pooling their
resources to establish school study
councils. This trend is of great sig-
nificance for better schools. It will do
much to increase the effect of adequate
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financial school support. In education,
as in other areas of public and private
endeavor, facts plus careful thinking
are superior to opinion as a basis for
progress.

Successful pursuit of excellence in
education should not be based on un-
supported opinion, prejudice, and cap-
tious controversy. It must be founded
on research, open-minded deliberation,
and essential agreement as to the nature
of quality in education and the factors
which bring it about.

Underlying the whole process of edu-
cational improvement, however, must
be adequate financial support, for as
one thoughtful panel of citizens has
concluded: “All of the problems of the
schools lead us back sooner or later to
one basic problem—ifinancing.” *®

Measuring Quality and Cost

William D. Firman (6:101-110)
explored various definitions and con-
ceptions of quality in education and
reported studies of the cost-quality re-
lationship.

THE MEASUREMENT OF
QUALITY

The term quality in education does
not mean the same thing to all of the
people who may use the phrase. Every
person describes a quality school in
terms of his own set of educational ob-
jectives, and these objectives are cer-
tainly varied. Some people, for ex-
ample, are satisfied with a school which
doesn’t cost much money; and others
look for a school which gives a great
deal of attention to social and emo-
tional as well as intellectual develop-
ment. Some folks are satisfied when the

42 Rockefeller Brothers Fund. The Pursuit of Ex-
célleice—Education and the Future of America.
Panel Report V of the Srecial Studies Project.
Garden City, N.Y.: Doubleday and Co., 1958, p. 33.
Copyright © 1958 by Rockefeller Brothers Fund, Inc.
Reprinted by permission of Doubleday and Co., Inc.
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school limits its activities to teaching
the Three R’s; some, when schools pro-
vide academic preparation for college
entrance; and still others when schools
provide technical training.

Some people conceive of a quality
school as one which devotes its program
to the discovery and development of in-
dividual aptitudes and abilities, while
others emphasize the need to develop
complex skills in critical thinking and
problem solving. Still others stress the
importance of mathematics, foreign
language, science, or citizenship.

Although all of these objectives may
be considered desirable and philo-
sophically compatible at the onset, they
frequently create discord and opera-
tional incompatibility when related to
other considerations, particularly to fi-
nancial costs. It is at this point of dis-
agreement that one group’s essentials
become another group’s “frills,” or that
a compromise arrangement assumes
that “equality of educational opportu-
nity” means the same kind of education
for all.

Parallel with the problem of defini-
tion is, of course, the problem of de-
veloping, standardizing, and using ap-
propriate measures of the quality cri-
teria, whatever these criteria may be.
Mort and his associates made use of an
instrument known as The Growing
Edge,* a “process” instrument to meas-
ure the adaptability of a school system.
The Quality Measurement Project, on
the other hand, made use of “product”
measures, the scores of youngsters on
standardized achievement tests. These
tests of “process” and “product” have
served a useful purpose in the develop-
ment.of insights as to the nature of the
problem and.the interrelationships of

-4Mort, Paul R., Vincent, William S, Newell,
Clarence A. The Growing Edge: An Instrument for
Measuring the Adaptability of School Systems. New
York: Metropolitan School Study Council, 1957.

some variables. However, it has become
increasingly clear that additional in-
struments need to be developed and
used—instruments which can help to
measure the total spectrum of educa-
tional purpose.

. . . the quality of a school must be
described in terms of the quality of its
parts.

It may be anticipated that one school
is better than others in achieving cer-
tain educational goals while it is sur-
passed by others in achieving different
but perhaps equally important ones.>
Some of these differences may be the
result of deliberate control based upon
policy decisions; others may result from
school district failures to establish ob-
jectives or to evaluate results in terms
of these objectives. There is evidence
that still other differences arise from
basic inequalities of “input” among
pupils, teachers, schools, school sys-
tems, and communities.

THE MEASUREMENT OF COST

In the same way that a generalized or
global description of school quality has
been helpful to the conceptualization of
hypotheses and their preliminary test-
ing, so has a generalized description of
school “costs” served a useful purpose.

Usually expressed as the expenditure
level per pupil, a figure derived by
dividing the instructional-related ex-
penditures of a school district by the
number of children to be served, it has
been used for several purposes; . . .

As useful as this concept of costs
may have been, or may continue to be
for certain purposes, it is inadequate
as a measure of costs for the type of
study which is suggested here. It is a

_8 See: ‘Goodman, Samuel M, Procedures in School
Quality .Evaluation. The University .of the State of
New- York, The State Education Department. 1959.
Table 1, p. S - R
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measure which hides more than it re-
veals, and its use carries with it power-
ful assumptions which should not be
overlooked. For example, it may par-
tially ignore the concept of individual
differences suggested by the psycholo-
gists, and may be used at least verbally
as a hallmark of democratic educational
philosophy. At the same time, it may
ignore the research of the sociologists
relating to social class differences and
social class polarization in communities
of various types. Or, to describe this
concept in reverse, its use must assume
that all individuals are alike and have
identical educational needs which can
be satisfied with a given expenditure
level; or, it must assume that while in-
dividuals are different, all communities
are alike in their distributions of popu-
lation. Whichever the assumption may
be, an individual or a community one,
it is obviously false.

. . . if it is to be shown that there is
a cost-quality relationship in education,
and if it is to be acknowledged that
schools are not universally good or uni-
versally bad but that each does some
things well and other things poorly,
then it must be possible to relate spe-
cific measures of performance to estab-
lish the relationship.

Related to the problem of improv-
ing our cost measure is the problem of
improving our accounting and report-
ing procedures at all three levels of gov-
ernment; federal, state, local. Others
have spoken of this problem before and
have pointed out the importance of
developing comparable meaningful sta-
tistics as the basis for a myriad of
studies which need to be undertaken.
Certainly there is no doubt that this is
of the greatest importance to meaning-
ful cost-quality studies. New York
State has developed such a new system
which can provide the data needed. It
is being used in some school districts
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this year, and its use will become gen-
eral in the state in 1964-65.

A PROMISING APPROACH

While [the] analyses of Quality Meas-
urement Project data do support the
hypotheses that school systems vary in
outcomes as measured by the achieve-
ment test scores of pupils and variations
exist even among school districts of
similar institutional potential, one does
not yet have sufficient evidence to doc-
ument a quality judgment.

Individual school systems vary in
their effectiveness with different classi-
fications of pupils. Goodman reported
statistical evidence of this unevenness
when using intelligence quotient as one
index of pupil potential and socioeco-
nomic level as another index:

The average correlations among the rank-
ings of systems for mean performance of
the three different types of pupils classified
according to socio-economic index were .63
in grade 4, .26 in grade 7 and .36 in grade
10. When pupils were classified according

to 1.Q. these average correlations were .73
in grade 4, and .52 in grade 7 and 10.

The finding that the relative effec-
tiveness of school systems in teaching
the basic skills varies by pupil IQ and
socioeconomic level led to the discovery
that it varies also by subject matter
classification and sex.® Some schools
do a better job of teaching basic skills
to high IQ youngsters than to the low
IQ, while in other schools the reverse

is true. Some do a better job with boys

than girls, while other schools are more
effective with girls. This type of varia-
tion was found throughout approxi-
mately 90 discrete examinations of the
evidence, and this led to the realiza-

8 Firman, William D., ef al. Procedures in School
Quality Evaluation. The University of the State of
New York, The State Education Department. Jan-
uary 1961. o o
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tion that fewv schools are universally
good or universally bad; but rather that
each is a mosaic of specitic strengths
and weaknesses.

It is possible to assemble the mosaic
“quality patterns” for individual school
systems in such a way as to provide a
meaningful picture of relative strengths
or weaknesses ior the whole system,
or to show variation among the grades,
or to indicate trends of improvement or
deterioration. The process for doing
this is described in the publication
Procedures in School Quality Evalua-
tion.®

* Ibid.

FIGURE 1. THE QUALITY PAT-

TERNS OF [TWO] SCHOOL SYS-

TEMS IN THE QUALITY MEAS-
UREMENT PROJECT
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THE QUALITY PATTERNS OF
[TWO] SCHOOL SYSTEMS

Figure 1 provides a graphic example
of the process to which reference has
been made. It shows the quality pattern
for each of [two] school systems [B
and C], each distributed on a value
scale which ranges upwards and down-
wards from the state average. Discrete
observations were made in each of
grades 4, 5, 7, 8, 10, and 11; and
the number which are shown in these
columns represent the number of obser-
vations which scored at a particular

* “school level. ...

. . . School B is generally a good
school, while School C is generally a
poor school. . . .

EXAMINING THE EXTREMES

Of the school systems in the Quality
Measurement Project sample, 12 were
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identified as being almost universally
good in their effectiveness in teaching
the basic skills and 12 others were
identified as being almost universally
poor. The good ones generally have
quality profiles much like that displayed
for School B in Figure 1, and the poor
ones have profiles generally like that
of School C. . ..

The excellent schools were smaller
than the poor—two-thirds as large;
were nearly twice as wealthy; and spent
$125 or 25 percent more per pupil
for instructional purposes than did
those of poor quality. The good schools
had nearly five more professionals per
1,000 pupils than did the poor, and had
staffs that traveled more extensively
and were generally younger.

The poor schools had a slightly
higher average teacher salary; but
there was a larger percentage of the
staff of the good schools at higher salary
levels than in the poor schools. This
would appear to be associated with the
fact that the poor schools have more
home-town teachers and keep them
longer.

. . . The good schools are highly
selective in the recruitment process
while the poor schools are not. It is
worthy of note here, too, that 53 per-
cent of the staffs of the good schools
have master’s degrees while only 22.5
percent of the staffs of the poor schools
fall in this category.

While the evidence provided by these
comparisons may not be conclusive, it
does provide new insights, a basis for
more refined hypotheses, and a sug-
gestion of the more discriminating
techniques which need to be employed
in our search for truth. o

OTHER CRITERIA OF QUALITY

It would be unfortunate if in our
attempt to describe in some detail a
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process which might be used to sharpen
the studies of cost-quality relationships
in education we left an impression that
the sole purpose of education is to teach
the basic skills. As important as this
objective may be, it is relatively a nar-
row section of the total spectrum of
educational purpose. It is used as an
illustration simply because most people
would agree that it does have impor-
tance, and there are standardized in-
struments available for use.

While many school systems have
adopted comprehensive statements of
philosophy, goals, and purposes, only
in rare instances have they made at-
tempts to evaluate their effectiveness in
meeting these objectives. . . .

We obviously will need to invent
instruments and techniques which can
be used to evaluate the effectiveness of
schools in meeting other important
educational purposes. This may not be
as difficult a task as it may first appear
to be. Indeed, The Growing Edge *°
instrument which was developed by
Mort, Vincent, and Newell is such
an invention for measuring the adapt-
ability of school systems. Permit me to
illustrate briefly the use of another.

As part of the Quality Measurement
Project research we had conceptual-
ized another educational purpose which
we described as the “individualization”
criterion. It was described as a measure
of the effectiveness of schools in learn-
ing all that there is to know about a
pupil, and then providing an appro-
priate educational niche for him, one
in which he might develop with satis-
faction. There is, of course, no standard
measure of such a criterion as this, so
we had to invent one.

We theorized that a school which
would score well on such a measure

10 Mort, op. cit.
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would have a better holding power than
one which scored at a lower level.
Therefore, we experimented with the
use of the holding power statistic as a
measure of the individualization crite-
rion. The results were most interesting
and quite satisfactory. Invention here
can be both interesting and productive.

MANY ANGLES TO QUALITY

The quality of a school can be con-
ceptualized as the preduct of a matrix
of interacting forces, each of which
affects, positively or negatively, the
accomplishment of specific educational
objectives.

Comprehensive, creative, intelligent
research of cost-quality and other re-
lationships in education is rapidly be-
coming our most important challenge;
and this is uniquely a problem for
the professional educator. It is the pur-
pose of this research to conceptualize
and describe the broad purposes and
specific goals for education in America;
to cut away layer upon layer of general-
izations and assumptions and to focus
upon the identification and measure-
ment of those forces which produce
better education in some schools than
in others.

Which school is the better? Is it the
school in the wealthy suburban neigh-
borhood which “on the average” effects
the highest test scores? Could it be the
school in the slums that teaches young-
sters the skills of a trade? Is it the
village school which sends most of
its graduates to college, or possibly
the rural school that holds almost
every youngster through graduation?
Hopefully, it is a school that does all
of these and more; but no one can
declare that one is better than the other
until all of the criteria have been
defined and the evidence is classified.

Why Men Leave Teaching

CEF Report, May 1961, No. 3 (7:
8-9) reported a study of why men leave
teaching.

“Pay too low” was the major reason
men ex-teachers gave for having left
the profession, according to a question-
naire study by Robert L. Thorndike
and Elizabeth Hagen. Low pay was
also cited by men who stayed in teach-
ing as a major source of dissatisfaction
and frustration.

Individuals in five different groups of
teaching positions were contacted to
study the attitudes toward teaching of
those men who were currently in the
field of education and of men who
had taught for a period but had with-
drawn to accept some other type of
employment. The groups included 250
classroom teachers, 126 school admin-
istrators, 82 college teachers, 172 ex-
classroom teachers, and 28 ex-college
teachers. The inquiry covered primary
points of dissatisfaction with teaching,
attitudes toward teaching, earnings,
and intellectual ability. The teachers
and ex-teachers were drawn from a
group of men who took a common bat-
tery of tests in the Air Force in 1943.
The men in this 1959 study were iden-
tified as teachers or ex-teachers in a
previous follow-up study of the 1943
Air Force candidates.

As shown in Table 6, 67 percent of
the former classroom teachers along
with 59 percent of the ex-college teach-
ers gave low pay as the most important
reason for leaving teaching. Approxi-
mately 45 percent of the men still in
classroom teaching and 39 percent of
the college teachers checked “pay too
low” as a major source of dissatisfac-
tion with work in teaching. The oppor-
tunity to get a better job elsewhere and
lack of opportunity for advancement in
teaching rated by the ex-teachers as the
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second and third most important rea-
sons for giving up teaching. “Too many
duties other than actual teaching”
ranked fourth among the major reasons
for leaving teaching. Classroom teach-
ers who were still in teaching ranked
too many duties other than actual
teaching, large classes and overcrowded
rooms, and learning and disciplinary
problems with pupils as second, third,
and fourth choices in a list of major
sources of dissatisfaction and frustra-
tion in teaching.

Both the teachers and the ex-teach-
ers in 1959 were from 34 to 42 years
of age. In addition, all men in both
groups were equal to the upper half of
a high-school senior group. Those
teachers who left teaching appeared to
be academically the more capable and
talented members of the original group.
Comparison of the 1943 test scores of
the classroom teachers and the ex-class-

room teachers showed that the ex-class-
room teachers had performed signifi-
cantly better on the tests of reading
comprehension, arithmetic reasoning,
and mathematics.

As shown in Table 7, those who left
classroom teaching and college teaching
actualily improved their incomes in com-
parison with those who stayed in teach-
ing. In regard to median income, thc
ex-classroom teachers surpassed the
classroom teachers by more than 25
percent. Whereas only one of the men
still in classroom teaching earned a
monthly income of $800 or more, 31
of the ex-classroom teachers reported
incomes of $800 or more. Ex-college
teachers reported incomes averaging 25
percent higher than those who stayed
on as college teachers. Again, more
ex-college teachers than college teach-
ers reported incomes at the upper end
of the scale.

TABLE 6—MAJOR REASONS FOR LEAVING TEACHING GIVEN BY EX-TEACHERS AND
SOURCES OF DISSATISFACTION AND FRUSTRATION FOR MEN STILL IN TEACHING
(Percent of respondents checking items)

Item

Men who left Men who are still in

Classroom  College  Classroom  College
teaching teaching  teaching  teaching

1 2 3 4 5
Too many duties other than actval teaching............ 11.3% 16.0% 34.9% 23.8%
Didn't (don't) really like classroom teaching. ........... 8.2 8.0 0.4 1.3
School-board and community interference........... ... 5.4 4.0 10.1 2.6
Principal or supervisor was (is) difficult to work with.. .. .. 11.0 4.0 7.9 5.1
Pay was(ishtoolow............ooviuvn . 66.7 59.3 44.6 38.8
| wasn't very good at teaching...................... 2.7 4.0 2 2
Large classes and overcrowded rooms. ............... 9.5 4.0 33.6 22.8
Had chance at another good job..................... 59.1 52.0 a a
Pupils not interested in learning, or disciplinary problems. 8.7 4.0 25.7 1.7
Material and equipment for teaching were (are) lacking. .. 5.4 0.0 14.6 1.5
No chance for promotion.. . ..........o..ooooon. ... 24.8 20.0 11.8 10.3
No intellectval stimulation................... ... . .. 10.9 4.0 5.0 3.8
Could (can) never get completely away from the kids. . .. 1.4 0.0 2.1 1.3
Found indoor work too confining. . ................... 2.1 4.0 & a

f Source:

Thorndike, Robert L., and Hagen, Elizabeth, “Men Teachers and Ex-Teachers:
Traits.” Teachers College Record 62: 306-16; Januvary 1961. Tables 6 and 7, p. 312 and 314. Tables

combined,
* Not applicable to men still in teaching.

Some Atfitudes and
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TABLE 7.——MONTHLY INCOME REPORTED BY DIFFERENT OCCUPATIONAL GROUPS

Number of
Monthly income Classroom  Admin- Ex-classroom College  Ex-college
teachers istrators teachers teachers teachers
1 2 3 4 5 é
$1,500 andover. .. ..o .. .. 4 1 4
1,000-1495. .. ..., ... . 5 10 2 2
900-995. . ... 0 K] 1 4
800-895........... .. 1 7 14 5 4
700-795. . ... .., 2 13 16 10 4
600-695..... ... .. 21 39 34 20 4
500-595. ... ... . 76 34 35 25 0
400-495. ... ... ... .. 103 19 22 9 0
300-395. ... ... . e, 35 4 12 4 2
Under 300...........ciiiiiininnnnn. 9 2 2 0 1
Notreported........................... 3 3 19 2 4
Median.......... ... .. i, $475 $605 $610 $600 $835
Source:

Thorndike, Robert L., and Hagen, Elizabeth. “Men Teachers and Ex-Teachers: Some Attitudes and
Traits.” Teachers College Record 62: 306-16; January 1961. Table 3, p. 310.

The findings of the Thorndike-Hagen
study point to the need for increasing
salaries if able men teachers are to be
retained in the classroom of both public
schools and colleges. More than 45
percent of the ex-classroom teachers
and the ex-college teachers indicated
that they might return to teaching if
conditions were improved; 25 percent
of the cx-classroom teachers and 35
percent of the ex-college teachers indi-
cated they would like to get back into
teaching sometime, but less than 4 per-
cent of the ex-classroom teachers and
8 percent of the college teachers defi-
nitely planned to teach again. In the
reasons why men teachers leave teach-
ing the financial considerations seem to
outrank all others.

The Citizen and the Relation of Cost
Level to Quality

Erick L. Lindman (8:15-16) empha-
sized need for better means of develop-
ing citizen understanding of the rela-
tion of cost level to educational quality.

. . . If the quality deterioration which
tends to accompany low expenditures
for education were clearly apparent to
the American voter, he would be more
inclined to select the higher priced
school program.

In a very real sense the school board
at budget-making time is preparing a
shopping list of educational services to
be purchased for the students during
the ensuing school year. Unfortunately,
the shopping list is couched in technical
accounting language, developed and
standardized during the past half cen-
tury, which gives to legislative bodies
and taxpayers only a vague idea about
the school program next year. The of-
ficial shopping list, tihe budget, includes
such formidable items as: fixed charges,
certificated salaries of administration,
textbooks, other expensive instruction,
debt service, outgoing transfers, et
cetera.

This is the official school shopping
list prescribed for public schools. It
has some good points. It is comparable
to the school expenditure classifications
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used in other states. It is, therefore,
possible to deterinine quite readily if
the percent of the total school budget
or the amount per pupil allocated for
any of these items is more or less than
the amount so allocated by other school
systems.

This is useful to know, but parents
and citizens generally want to know
what is new and better about the school
program next year. They are interested
in such questions as: How much are
we spending for guidance and counsel-
ing per pupil next year? How does this
compare with amounts spent by other
school districts? Is our summer school
program for gifted childrer adequate?
How does it compare with similar pro-
grams in other school systems? How
much are we spending for foreign laa-
guage instruction in the lower grades?
How does this program compare with
amounts per pupil expended by other
school systems for this service?

These questions usually cannot be
answered from the official shopping
list of the school board. A new kind
of program accounting, supplementing
the present system, is needed in order to
provide the information about such
costs. Qur budget instrument was ade-
quate for the simple school program of
50 years ago, but it is hardly adequate
to describe the complex program of
the schools today. It reveals little about
the quality or variety of educational
services to be provided during the en-
suing year.

Why has the public school budget in-
strument become so out of date? Per-
haps the lack of progress arises from the
fact that responsibility for accounting
in public schools is divided among local
districts, state departments of educa-
tion, and the federal government. It
is necessary to have some kind of na-
tionwide uniformity if the accounting
plan is to be fully effective. But ac-
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counting programs for local school sys-
tems are prescribed by the state
departments of education; hence it is
necessary to obtain action for change
by 50 different state departments of
education.

Moreover, within the school system
the necessary talent to improve the situ-
ation is often dispersed among several
departments. Too often the experts in
fiscal affairs and school accounting are
in one department and the experts in
instructional planning are in another.
The development of an accounting sys-
tem that actually describes the school
program clearly requires the coopera-
tion of noth accounting experts and
specialists in the instructicnal program.

In order to provide a meaningful
shopping list of educational services to
present to a community, a concerted
nationwide effort is needed in ihe field
of program accounting. Progress in
developing a more understandable
school budget is essential if the cost
factors of quality education are to be
clarified for the American voter when
he makes his crucial choices concern-
ing taxes and the public school pro-
gram.

Robert H. Wyatt in 1961 (9:43-44)
proposed nine actions in developing a
more effective educational program.
These are listed below:

1. Our educational finance program
must be based upon a philosophy that
encompasses our entire national life,
with its necessities and its aspirations.
We must see to it that this fantastically
successful economy that we have built
here does not become a Frankenstein
that runs our lives and controls us in-
stead of us developing through our gov-
ernmental structure the use of it in the
solution of our problems and the de-
velopment of our human resources.




2. Our program niust be based upon
a realization that the educating of our
youth is an integral part of the whole
problem of finding and developing our
human resources, and releasing them
from the thwarting influences of igno-
rance, poverty, and disease.

3. We must set out to construct the
classrooms that are obviously needed.

Partly because of the mobility of
our population, adequate school con-
struction in certain areas does not offset
totally inadequate construction in
others. . ..

4. We should set out with determi-
nation to find the two million additional
teachers who will be required in the
next 10 years. To do this we must
recognize that the median salary for
teachers today stands at only 55 per-
cent of the median income of 17 other
professions requiring comparable prep-
aration. . . .

5. We must push on persistently to
reorganize the antiquated small school
districts in our country inio consoli-
dated districts with a minimum of 1500
pupils.

6. We must continue the fight for
qualified teachers in the classroom. Our
problem is not only to persuade the
public of the need for highly qualified
teachers, but to define for ourselves
what constitutes real quality in instruc-
tion and how it can be achieved.

7. We must incorporate into our
thinking the fantastically expanding
needs of higher education. . . .

8. When it is considered that only
half of the teachers in America are af-
filiated with the National Education
Association and that a sizeable percent
in many states are not affiliated with

state or local associations. it is not dif-
ficult to see the enormous handicap
with which the teaching profession is
attacking its problems. The solution
of these problems requires the energies
and support of every teacher in this
land. . ..

9. The members of the teaching pro-
fession must mature in their participa-
tion in the civic and political life of this
country. The image of a teacher who
has no philosophy or no position on
matters of public interest, including
the education of children, is certainly
not an image that can inspire and
lead youth to a mature intellectual
growth. . . .

To say that we cannot afford such a
program is to say that we do not have
faith in the investment in people.

Einphasizing Returns from
Education

John K. Norton (10:10-19) analyzed
the economic and social background
of school finance.

~ The past half century has witnessed
rapid development of the field of school
finance. It has been and is a highly vi-
able area of education.

However, in my opinion, specialists
in this field have made one strategic
error. They have relatively over-em-
phasized techniques for obtaining and
distributing school funds. They have
under-emphasized consideration of what
these funds buy—that is, the economic
and social dividends which come from
investment in good schools.

Happily this situation has changed
in recent years. Both educators and
economists have begun to give some at-
tention to education as a factor in eco-
nomic growth.
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EDUCATION AND ECONOMIC
GROWTH IN UNDERDEVELOPED
NATIONS

The relation of education and eco-
nomic growth is now being given at-
tention in a new dimension—that of the
world scene.

Underdeveloped countries are finding
that technical assistance focused mainly
on investment in tangible capital must
be accompanied by rapid development
of human resources through education.
Otherwise economic growth is either
very slow or nonexistent.

If one will take the figures of Unesco,
he will find that there is a high correla-
tion in naticns, at all stages of economic
development, between provision made
for education, as indicated by such
measures as literacy and per-capita ex-
penditures for schools, and income per
capita. Nations which are low in liter-
acy are low in per-capita income. . . .

One might cite many . . . examples
in Asia and the Middle East where
ignorance breeds poverty and poverty
perpetuates ignorance. . . .

There are those who claim that eco-
nomic well-being is largely the product
of abundant natural resources. Analysis
does not bear out this claim. The na-
tions south of us are richly endowed in
natural resources, but generally main-
tain a low standard of living. Some
European nations with meager natural
resources have high per-capita incomes,
but they have effective school systems.

ESSENTIAL INGREDIENTS OF
ECONOMIC GROWTH

There should be no mystery as to
why investment in education is requisite
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for economic growth, both in underde-
veloped and mature economies. Let us
list some of the returns from invest-
ment in education, which are essential
for achieving or maintaining a pro-
ductive economy.

SOCIAL AND POLITICAL STABILITY

Without such stability, capital in-
vestment is a precarious venture. Edu-
cation is a basic source of the political
sophistication which encourages sub-
stantial investinent in tangible capital.
In underdeveloped nations this stability
has to be achieved. A layer of dedi-
cated leaders may provide it for a
period. In the long run it can be
guaranteed only by the people as a
whole.

NATIONAL UNITY

We take a national unity for granted
in the United States. Education has
been a major factor in achieving the
degree of unity so that divisive factors
which threaten conflict and wasted
energy are kept within bounds. Who
will say that this role of education is
unimportant today?

NEW KNOWLEDGE

Basic, as contrasted with applied, re-
search is the source of new knowledge.
This knowledge is largely the product
of educational and research institutions
staffed by professionally and technically
trained personnel who received their
training in schools, universities, and
other educational institutions.

SCIENTIFIC OUTLOOK

Education must produce scientifi-
cally criented citizens. Uneducated
people steeped in tradition and super-
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stition are roadblocks to progress. In
advanced economics the explosion of
new knowledge in this modern age in-
creases the importance of schools and
other educational agencies. Otherwise
the gap between scientific knowledge
and its application to life widens.

TRAINED MANPOWER

. . . Rising industrial development is
dependent upon an ever-rising percent-
age of trained workers ranging from
the semiskilled and skilled to those of
advanced professional and technical
education. . . .

ECONOMIC LITERACY

Such literacy is one of the founda-
tions of intelligent consumption as well
as savings and investment. The igno-
rant citizen is the prey of the loan shark
and of the purveyor of shoddy goods.
The degree to which he is a prey is
dependent in large measure upon his
economic understanding.

INDUSTRIAL LEADERSHIP

The role of the entrepreneur is a
critical one in all types of economies.
In underdeveloped nations the shortage
of qualified and honest entrepreneurs is
a major obstacle to economic growth.
In advanced nations both general and
technical training are increasingly es-
sential for the organization and man-
agement of complex industrial enter-
prises.

WAGES OF NEGLECT OF
EDUCATION

. . . What happens when education
is neglected? Failure to invest in educa-
tion gives rise to serious liabilities. This
truth is tragically illustrated today in
the great cities of the United States.

CHANGING CHARACTER
OF CITY SLUMS

Slums are no new phenomenon in
American cities. But present-day slums
are different in many respects from
those of yesteryear. At the turn of the
century, slums were inhabited by Euro-
pean immigrants. They came seeking
and secured the educational opportu-
nity for their children, and the im-
proved social status, which the class
rigidities of Europe denied them. Many
brought salable skills, and unskilled
labor was in demand. Children upon
reaching maturity readily found em-
ployment. Most of them were members
of cohesive families whose parents
looked upon the responsible rearing of
their children as a duty. Both parents
were usually available to get in on
the act.

Yesterday’s slums contained in sub-
stantial degree the seeds of their own
cure. . . .

Today’s city slums are largely com-
posed of disadvantaged Americans, to
use the term of the rocent report of
the Educational Policies Cor:mission.°
These Americans have been forced
from the country to the city by the
mechanization of agriculture and by
automation which is making unskilled
labor less and less in demand. They
bring no salable skills. Many are il-
literate or semiliterate. Unemployment
is high, since there are more unskilled
workers than there are unskilled jobs.

The broken family dilutes parentas .

guidance of children. Housing condi-
tions range from bad to shocking.

10 National Education Association and American
Association of School Administrators, Educational
Policies Commission. Education and the Disadvan-
taged American. Washington, D. C.: the Commis-
sion, 1962. 32 p.
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FAILURE OF NATIONAL
LEADERSHIP IN EDUCATION

The slums of our great cities are in
part a result of this tragic failure in
statesmanship. We failed to take action
in earlier decades to abolish rural slum
school districts. They still exist. Now,
in 1962, when they should have been
eliminated long ago, they have become
the rank seed-beds of forbidding city
slums.

INCREASED SUPPORT FROM ALL
GOVERNMENTAL LEVELS IS
REQUIRED

The situation in our great cities il-
lustrates the social liabilities which
accrue from financia! neglect of educa-
tion. The cities must have substantially
greater funds for schools if they are
to deal effectively with the problems
which face them. _

This will require more federal and
state support, as well as greater power
on the part of boards of education to
draw upon local taxable resources, in-
cluding a higher degree of fiscal
independence.

Equalization support for poor schooi
districts will continue to be a necessity.
The children in our rural slums must
be guaranteed their educational birth-
rights.

Also, suburbia has its full quota
of problems compounded by rapid
growth in school population, heavy out-
lays for new school plants, and insuffi-
cient local taxable capacity.

The funds to meet the needs of edu-
cation in all types of communities will
be forthcoming only if the people un-
derstand that high dividends come
from investment in good schools. Con-
currently with this realization, we must
be sure to develop the kind of schools
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which contribute to economic growth,
as well as to the other areas of social

need which schools play a role in
fulfilling,

THE NECESSITY FOR BREADTH
OF UNDERSTANDING AND
VIEWPOINT

It is important that those who spe-
cialize in school finance—and speciali-
zation in this as in many other fields
is essential—do not confine their think-
ing to the technical aspects. Else they
may win some skirmishes, but lose
the war for enough money to finance
the kind of education our nation needs.

We must guard against partisanship
in such matters as the so-called urban-
rural conflict, as it arises in such areas
as representation in legislative bodies.
Too often in the past we have permitied
ourselves to be misled into conflict
over the division between city and rural
regions of some assumed maximum
amount available for education. Now
the rapidly growing suburbs offer the
opportunity for further division of edu-
cational leadership. In fact, it is the
suburbs which are now less equitably
represented in our state legislatures
than either the cities or the rural
regions.

We would be wise to put emphasis
first on what it will take to have the
kind of schools which are so vigorously
being demanded today. . . .

To accomplish what our society de-
mands will require a stepping up, both
in quantity and quality, of school per-
sonnel and other facilities. This is so
for schools in all types of communities
in cities and villages, in suburbia and in
the open country.

We must close our ranks rather than
let divisive factors dissipate our ener-
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gies and balk us in delivering the social
dividends which could be realized by
adequate investment in good education
for all.

Need for Long-Range Planning

Sam M. Lambert (11:18-20) em-
phasized the need for long-range plan-
ning in financing education.

Long-range planning is as important
for education as it is for any other
public or private enterprise. Perhaps
it is far more important for education,
because in this field our nation’s entire
future is at stake. . ..

Fiscal planning for education at the
local level is usually limited to an effort
to get a two-mill increase in the prop-
erty tax rate just to keep our heads
above water another year. At the state
level we hardly ever look ahead more
than two years; our plans for state
revenue are . . . limited to some type
of stop-ga;» measure to solve problems
that are «lready upon us. . . . [We do
not] takc a realistic look at what the
problems are going to be five or 10
years from now.

There are many serious problems
ahead of us in education which call for
long-range planning. . . .

There is no question but that prop-
erty taxation is headed for rough sled-
ding in the future. Our long-range
plans for financing the public schools
must include exploration and develop-
ment of cther sources of revenue from
both state and federal governments. If
we fail in this endeavor, we will have a
chaotic situation on our hands.

- In looking to the immediate future
there is no hope that the cost of edu-
cation will levei off or drop. . . .

Our problem in this country is not
one of lack of wealth but of how to
tap - the ‘wealth’ more-: efficiently- and

more effectively for education. This
is the No. 1 task for education’s long-
range planners.

Arthur F. Corey (12:11-12, 16-
17) succinctly outlined the scope of a
system of public education to meet the
demands of society.

WHAT ARE THE DEFENSIBLE
LIMITS OF PUBLIC EDUCATION?

Every American child should receive
nine years of elementary education, in-
cluding a year of kindergarten. Virtu-
ally every child should receive four
years of high-school education, and
junior or community colleges should
offer two additional years of education
to all who desire it. The school year
should be at least 180 days for all and
should be supplemented by an addi-
tional summer session of at least 25
days for those who wish to attend. Any
American, at any age, should find
academic, vocational, and recreational
opportunities through free adult educa-
tion in the public schools.

Every classroom should be staffed
with a competent, well-trained teacher.
Adequate counsehng as well as medical
and psychiatric services should be pro-
vided at all levels. School buildings
should be functional, safe, healthful
and beautiful.

Special programs should be provided
for the retarded, the gifted, the deaf,
the blind, and the seriously handi-
capped. These programs must have
specially prepared teachers and the
ai:propriate spec1a1 equipment without
whict: the unique needs of these groups
cannot be met. .

There may be persons who are. not
ready to suppert all aspects of -this
total program, but there_is ample evi-
dence that the American people will
not be satisfied - with. n,qs ‘There are
a- few communitiés .. in"" otr- country
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where all of these elements may be
found, and the trend is in this direction
everywhere. This is the kind of pro-
gram we must be prepared to finance
in the future.

WHO SHALL PAY FOR PUBLIC
EDUCATION AND HOW?

The dramatic immensity of the goals
we vision will certainly discourage the
timid, but fortunately it will inspire
others with its challenge, The nearer
we approach the objective, the nearer
the public schools can come to fulfilling
their responsibilities. One conclusion
seems certain. The future financial
needs of the public schools in America
cannot be met if leadership persists in
continuing a “business as usual” atti-
tude. This is a national problem and
will not be solved by states and com-
munities acting independently. Sub-
stantial federal assistance is imperative
and inevitable. . . . The advent of mas-
sive federal support will be a critical
time in the history of school finance.
Without national leadership, mistakes
could be made which would be almost
impossible to correct.

The concept of local control may
need re-interpretation. An exaggerated
sense of the sacredness of local control
is a definite deterrent to district reor-
ganization and often forces inadequate
programs on children and makes im-
possible any real synthesis either in the
educational program or its financial
support. Local control was instituted in
America for very definite reasons, and
it may now be operating in areas far
removed from any legitimate relation-
ship to its original purpose.

The usually accepted theory that the
wealth of a community is the single
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index of the outside subsidy to be re-
ceived is beginning to break down, par-
ticularly in our big cities. The total
property tax burden must socn be con-
sidered as well as the index of wealth.
School taxes cannot be considered in
isolation but must be planned as part
of a total tax system. Every possible
improvement in the property tax sys-
tem must be made if its proceeds are
to keep pace with the expanding
economy. It certainly cannot be ex-
pected to do more. These illustrations
are merely suggestive of the multitude
of problems and concepts which now
demand expert re-evaluation.

CONCLUSION

The pattern of the task ahead for
the public schools is now quite clear.
Not only do our people expect this task
to be accomplished but they are insist-
ing that it be done with ever-increasing
quality. The cost of this program in
the next decade will be, in terms of
traditional standards, almost prohibi-
tive. However, the expected expansion
in the total economy can support this
program without strain if the load is
equitably levied.

Specialization of Input in Education

Jesse Burkhead (13:95-96) in dis-
cussing the internal economic organi-
Zation of schools stated:

The internal organization of public
education is very closely related to
matters of fiscal support. . . .

For the past fifteen years, economists
both here and abroad have devoted a
great deal of study to processes of eco-
nomic growth. Major interest, of
course, has centered on the under-de-
veloped nations, but more recently a
good deal of attention has been dirccted
toward growth problems within the
American economy. One of the things
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that has been learned out of this ex-
ploration is the importance of speciali-
zation as a contributor to increased
productivity. . . .

The process of economic develop-
ment is, in fact, a process of speciali-
zation of skills and functions within the
labor force accompanied by increased
economic interdependence. This spe-
cialization requires a larger overhead
organization within business firms and
in government to assure that the inter-
dependent and specialized parts of the
mechanism work effectively.

An economist who looks at the inter-
nal economic organization of public
education is bound to be impressed
with its lack of specialization or, in
the jargon of the profession, with the
rigidity of its production function.
Teaching functions are completely un-
specialized at the elementary levels and
specialized only by subject matter at
the secondary levels. Teacher-pupil
ratios are relatively fixed. Salary
structures depend upon years of experi-
ence and years of formal education, not
on specialized skills or specialized
responsibilities.

SPECIALIZATION OF INPUT

. . . The productivity of public edu-
cation can in all likelihood be increased
by the specialization of input, and a
more effective utilization of the re-
sources devoted to public education can
be secured by devices that encourage
specialization.

This would mean the installation of
instructional equipment of all kinds
and the use of specialists who are
skilled in everything from the latest
slide projectors to the latest teaching
machines. Increased specialization of
inputs would call for the abandonment
of rigid class size to use the skills of
teachers in larger or smaller classes as
appropriate to the given situation. . . .

The additional specialization of in-
puts in public education would carry
with it the necessity for more, not less,
administration.  Specializations must
be interrelated, and this, as in business
firms or governments, requires an in-
crease in the quantity and quality of
administration. But students of public
administration and business adminis-
tration point out that this is the price
we pay for efficiency in large organiza-
tions.
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lll. Ability To Meet the Rising
Cost of Education

The development of an educational
system of the scope and quality set forth
in the previous chapters of these Read-
ings will require substantial and rising
increases in school expenditures. Can
these costs be met?

The publications of the Committee
deal with this question from two view-
points: first, the affluence of our econ-
omy, and second, the significance of
education as investment.

Economic Affluence and
Rising School Costs

The following excerpts from ma-
terials of the Committee deal with this
question. A 1960 report (1:27) stated:

Our economy is well past the primi-
tive stage when it must concentrate
upon a frantic effort to produce more
food, shelter, clothing, and other ma-
terial goods. There is an enormous
margin of choice in the United States.
The issue is not one of ability to finance
an educational program consistent with
the needs and demands of this period.
The nation has this ability. The issue
is one of educational vision and willing-
ness to match this vision with fiscal ac-
tion. Such are the conclusions of several
national commissions of leading citi-
zens.

Excerpts from a 1959 study (2:33,
34, 36) give the conclusions of citizens

who studied the question of our eco-
nomic ability and rising school costs.

We have to do in the educational system
something very like what we have done in
the military establishment during the past
fifteen years. . . . We must measure our
educational effort as we do our military
effort. That is to say, we must measure it
not by what it would be easy and convenient
to do, but by what it is necessary to do
in order that the nation may survive and
flourish.®

In the main we as a people seem inclined
to concentrate our energies on the produc-
tion of things, rather than on the develop-
ment of human capacities and resources.
. . . The outpouring of consumer goods is
one of the landmarks of our society. Cer-
tainly there is nothing wrong with this, par-
ticularly so long as the multiplication of
material goods ultimately serves the best
interests of men. But we do not invest nearly
enough time and thought and money in the
intellectual and moral, social, and physical
development of the man who makes all
these material things possible. We retard
the progress of our society by a pinch-
penny attitude toward investments in health
and education, in fundamental research.”*

We recommend that a new look be taken
at the entire question of how much money
this society should spend on education. In

11 Lippmann, Walter. “Education for Leadership.”
Citizens and Their Schools. New York: National
Citizens Commission for the Public Schools, 1954.
p. 25.

12 Folsom, Marion B. “Some Suggested Adjust-
ments in the Use of Our Resources.” Proceedings
of the American Philosophical Society 102:321.27;
August 1958. p. 322.
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view of the recommendations of this Com-
mittee concerning the objectives of educa-
tion, teachers, and buildings. it seems obvi-
ous that within the next decade the dollars
spent on education in this Nation should be
approximately doubled. Such an increase in
expenditure would be an accurate reflection
of the importance of education in this
society. . . . Good schools are admittedly
expensive, but not nearly so expensive in the
long run as poor ones.’

This same 1959 Report (2:61) sum-
marized citizen attitudes concerning the
question of increased school expendi-
tures as follows.

The citizens commissions which have
wrestled with this question agree that
there must be substantial increases in
the financial support of education—a
breakthrough in educational expendi-
tures—if the United States is to have
the kind of education essential for sur-
vival and progress.

Just what the cost should be in future
years will depend on a variety of
factors. To get the amount and kind of
education we need, account must be
taken of (a) the continuing rise in en-
rollments in our educational institu-
tions; (b) the need to lift the most
poverty-stricken school districts to a
respectable level of financial support;
(c) the necessity of raising teachers’
salaries to a level sufficient to attract
and hold an adequate number of fully
qualified teachers; (d) the necessity of
providing for effective counseling and
guidance personnel so that bright chil-
dren as well as the rank and file may
fully capitalize their talents; (e) the
need for sufficient library books and
textbooks and modern teaching facil-
ities, such as films and television; and
(f) the necessity of enough school

s Committee for the White House Conference., 4
Report to the President. Washington, D. C.: Super-
intendent of Documents, Government Printing Office,
April 1956. p. 6-7.

58

buildings and other modern physical
facilities.

Projecting and Financing
Rising School Costs

Granted that our opulent society has
reached the stage of evolution where it
provides generously for the material
needs of life and is also financially able
to meet insistent demands for more and
better education, the question arises,
How can these costs be projected and
financed? The following study offers an
answer.

R. L. Johns (3:32-34, 36-41) at
the 1960 Conference of the Committee
reviewed several estimates of future
school costs and outlined steps to in-
crease educational revenues and pro-
ductivity. Excerpts of his speech follow.

Educational expenditures have been
increased considerably in recent years,
and it is apparent to every informed
person that expenditures will continue
to increase in future years. Numerous
groups, individuals, and agencies have
made projections of probable increases
in school expenditures or revenue re-
ceipts during the succeeding decade.
These estimates have been made over a
period of several years; therefore, the
decades for which projections have
been made are not identical. However,
almost all of these estimates are re-
markably similar despite the fact that
they do not cover the same period of
time.

SCHOOL EXPENDITURE
PROJECTIONS

In 1954 the National Citizens Com-
mission for the Public Schools released
a publication entitled Financing Edu-
cation in the Decade Ahead. The Com-
mission stated in that publication that
expenditures for the public schools
might increase as much as 110 percent
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in the succeeding decade but that the
economy of the country would also in-
crease sufficiently to prevent increases
in school expenditures from being any
real burden on the economy.*

In 1955 the Committee for the White
House Conference on Education, in its
report to the President, recommended
doubling the expenditures for education
during the next decade. The Committee
also expressed the opinion that the
economy of the nation would grow
sufficiently to provide for this increase
without any strain on the economy.?

In 1959 the Killian Study Committee
in its report, Education for the Age of
Science, recommended as a minimum
goal the doubling of educational ex-
penditures.?

fn 1958, in tLe Rockefeller Report
on the United States Economy entitled
The Challenge to America: Its Eco-
nomic and Social Aspects, it was rec-
ommended that educational expendi-
tures be doubled during the following
decade.*

In 1960 W. Monfort Barr in his
book, American Public School Finance,
estimated that the revenue receipts re-
quired for public schools expressed in
1957 dollars would increase to at least
$23.8 billion in 1970-71. This would be
nearly equivalent to doubling revenue
receipts during a 10-year period. Barr
also estimated that the national income
would total $585 billion in 1970, ex-
pressed in 1957 dollars, and that reve-
nue receipts would constitute only 4

1 National Citizens Commission for the Public
Schools. Financing Education in the Decade Ahead.
New York: the Commission, December 1954,

2 Committee for the White House Conference on
Education. 4. Report to the President. Washington,
D. C.: Government Printing Office, April 1956.

3 President’s Science Advisory Committee. Educa-
tion for the Age of Science. News release. Washing-
ton 1, D. C.: the White House, May 24, 1959, p. 27.

t+ Rockefeller Brothers Fund. The Challenge to
America: Its Economic and Social Aspects. Garden
City, N. Y.: Doubleday and Co., 1958. p. 78.

percent of the national income in
1970.% If one assumes that the cost-of-
living index will continue to advance at
the rate of about two points per year,
Barr’s estimate of national income
would be $711.5 billion in 1970, ex-
pressed in 1970 prices, and his estimate
of revenue receipts would be $28.9 bil-
lion in 1970 prices.

In 1960 R. L. Johns and E. L. Mor-
phet in their book, Financing the Public
Schools, estimated that revenue receipts
would increase to at least $29.7 billion
in 1970-71 in terms of the probable
purchasing power of 1970 dollars. This
would be equivalent to doubling re-
ceipts within a decade. Johns and Mor-
phet also estimated that the national in-
come would be $703 billion in 1570 in
terms of the probable purchasing power
of 1970 dollars and that revenue re-
ceipts would equal 4.2 percent of the
national income in 1970 as compared
with 3.11 percent in 1957-58.°

Finally, a number of officials, depart-
ments, and agencies of the National Ed-
ucation Association have issued state-
ments or reports recommending that
educational expenditures be at least
doubled within a decade. The Educa-
tional Policies Commission has recom-
mended that school revenues be tripled
within a decade.

CED PROJECTIONS

The only important departure irom
this trend in projections was an esti-
mate contained in a publication re-
leased in December 1959 by the Com-
mittee for Economic Development
bearing the title, Paying for Better Pub-
lic Schools. The Committee estimated

& Barr, W. Monfort. American Public School Fi-
nance. New York: American Book Co.. 1960. p.
375, 381.

¢ Johns, R. L., and Morphet, Edgar. Financing the
Public Schools. Englewood Cliffs, N. J.: Prentice-
Hall, 1960. p. 99-100.
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that revenue receipts, in terms of 1958-
59 prices, would increase from $12.1
billion in 1958-59 to only $19.4 billion
in 1969-70. . . .7

Almost all the projections assume
that receipts and expenditures for the
public schools will be approximately
doubled between now and 1970-71.
Most of these estimates do not assume
any real breakthrough in school financ-
ing. When one examines these esti-
mates, he finds that most of the esti-
mated increases are attributed to school
enrollment increases, further inflation
of the dollar, and increases in salaries
and wages roughly proportionate to the
economic increment at the rate of from
1 to 3 percent per year. The estimates
I have just reviewed assume only a
modest increase in the quality of educa-
tion or the level of education provided
for the total population. Therefore, the
estimators are projecting what they
believe will probably happen, not what
should happen. As modest as these es-
timates are, one even suspects that
some of the estimators are wistful
rather than confident. Practically none
of us, with the possible excepiion of
the Educational Policies Commission,
have dared to say what we really be-
licve should be invested in the public
schools.

INCREASE PRODUCTIVITY

. . . The extent to which we increase
the productivity of the public schools
will depend primarily upon how much
we improve the quality of our educa-
tional program and upon how much we
raise the general educational level of
the whole population.

7 Committee for Economic Development. Paying
for Better Public Schools. A Statement on National
Policy by the Research and Policy Committee. New
York: the Committee, December 1959. p. 90.
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There is little chance for obtaining
a major breakthrough in increasing ed-
ucational productivity without first
achieving a major breakthrough in ed-
ucational financing . . . we can greatly
improve the quality of the teaching
persongel, by improving the quality of
the administrative and other nonteach-
ing leaders, by providing adequate
physical facilities, by doing more ex-
tensive research, and by extending the
school term. These items do not exhaust
the pcssibilities. We have sufficient
knowledge of how to improve the pro-
ductivity of the educational system so
that we could wisely invest within the
next 10 or 15 years twice the propor-
tion of the national income that we are
now investing. We could not do so next
year or the year after, simply because
of the inadequacy of the supply of
teachers of the quality needed. How-
ever, those people would be available
within a few years if our nation would
increase its investment in education
sufficiently.

WHERE DIFFICULTIES LIE

Why has it been so difficult to in-
crease the investment in education?
Our two chief road blocks are: (a)
the failure of the people to understand
that investment in personal develop-
ment is as essential to progress as in-
vestment in physical capital and (b)
the awkward means by which we ob-
tain our school revenue. John Kenneth
Galbraith, a Harvard University econ-
omist, in an article “Men and Capital”
published in the March 5, 1960, issue
of the Saturday Evening Post, presented
a very interesting interpretation of the
first point. Galbraith pointed out that
calculations made under the auspices
of the National Bureau of Economic
Research indicated that at least half of
the increased output of the American
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economy can be attributed to invest-
ment in personal development. He con-
cludes that “investment in personal
development is therefore at least as
useful as an index of progress as in-
vestmeat in physical capital.”°

Galbraith points out that it is very
easy to obtain investment in physical
capital. The only test is, what will pay
for itself? The processes for securing
funds for investment in physical capital
are easy and simple. Earnings can be
withheld, money can be borrowed from
individuals or financial institutions, or
securities can be issued.

The situation with respect to public
education is quite different. Despite the
evidence, the general public believes
that it spends money on educatiin
rather than invests in personal develop-
ment. Galbraith states: “The test of
what a community should spend on a
social service is what it can afford—
what it believes it can spare from other
forms of consumption. . . . Virtue re-
sides not in Anding ways of investing
more, but in finding ways of spending
less. The community honors the man
who is identified with economy. Yet, as
we have seen, the outlays so econo-
mized now yield as large (perhaps a
larger) return as those for physical
capital.”

Actually there need be no competi-
tion in the American economy between
investment in people and investment in
physical capital. That fact is evident
when we study the investment in physi-
cal capital in the private economy.

. . . We have an interlocking econ-
omy. Investment in one sector of our
economy does not prevent investment
and production in another sector, but
investment in each sector seems to facil-

10 Galbraith, John Kenneth. “Men and Capital.”
Saturday Evening Post, March 5, 1960. @ 1960
The Curtis Publishing Company. Quoted by per-
mission.

itate investment and production in all
other sectors.

These facts ser. 1 almost self-evident.
Nevertheless, they are not accepted or
appreciated by a large part of the pub-
lic. In a popular government such as
ours, the neople ultimately make the
decisions. 1f we expect to achieve a
major breakthrough in school financing
in the future, this attitude must change.
Therefore, . . . students of school fi-
nance must give more attention to this
aspect of the problem in the future
than in the past.

GOVERNMENTAL SOURCES
OF CURRENT REVENUE

The nation and the state are con-
sumers of the products of a school sys-
tem, as well as the local community.
Those products are paid for by taxes in
the public economy as contrasted with
sales in the private economy. A myth
has somehow been created that a local
tax dollar for school support is com-
pletely virtuous, that a state tax dollar
is slightly tainted, and that a federal
tax dollar is downright wicked. . . . The
propaganda against federal financial
support and even state support has been
so effective that even some educational
leaders are advocating that a major
effort be made to improve school fi-
nancing by authorizing boards of edu-
cation to levy local nonproperty taxes
for schools.

The fiscal evidence justifying the use
of state and federal taxes for public
school support is overwhelming. . . .

To adopt a policy of increasing
school revenues by authorizing local
boards of education generally to levy
nonproperty taxes is a blind alley be-
cause it would increase educational
inequalities, it would increase the
inequities of our taxing system, and
it would delay the achievement of a
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major breakthrough in school financ-
ing. . ..

I would r.: like to leave the impres-
sion that the evidence indicates that
local financial support of schools should
be abandoned. . . . Local financing
should be continued in all school dis-
tricts and extended in many. The bene-
fits of providing for and even requiring
some local school financing have been
demonstrated over many long years of
experience. The freedom given to the
people in local school districts to tax
themselves for the purpose of provid-
ing educational opportunities for their
children in addition to those which
could be financed by revenue received
from central governments has resulted
in the development of many valuable in-
novations in American education. It is
unfortunate that only the wealthy dis-
tricts have usually had the fiscal capac-
ity to develop these innovations. With
more adequate state and federal rev-
enues available, there is no reason
why large numbers of districts with but
limited local wealth might not also have
the fiscal capacity to develop valuable
innovations. We are much more likely
to increase the number and applica-
bility of worthwhile innovations if we
increase greatly the number of districts
fiscally capable of making such innova-
tions than by relying primarily on a
limited number of favored “light house”
districts. We have the knowledge of
how to apportion federal and state rev-
enue in such a manner as to make
those revenues as available for experi-
mentation and inncvation as local rev-
enues.

A NEW PATTERN OF SCHOOL
SUPPORT

In conclusion, we should continue
to improve local school financing, but
that should not be our principal goal.
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If we achieve a major breakthrough, it
will be through a larger utilization of
federal and state taxes and iiot local
taxes. The situation varies from state
to state. In some states major increases
in state support should be made im-
mediately. But for the nation as a
whole, school revenue provided by the
federal government should be increased
far more proportionately than the rev-
enue from any other source. . . .

Lifetime Earnings and Education

CEF Report, May 1961, No. 3,
(4:4-5) reported a study by Herman
P. Miller showing correlation between
lifetime earnings and education.

A very substantial increase in life-
time earnings of men was associated
with additional years of schooling in the
findings of a recent study by Herman
P. Miller, using Census figures on in-
come and education of men.? In 1958
ttie male high-school graduate could
expect to earn $257,557, or $75,862
more than the male elementary-school
graduate, over his life span from 18
years to death. The male coliege grad-
uate could expect to earn $435,242,
or $177,685 more than the high-school
graduate. The lifetime incomes, based
on arithmetic means for males by age
groups are shown in Table 3. . ..

Over the years that lifetime income
was studied, Miller found that rela-
tively greater life income gains were
made by the more highly educated
groups. Between 1946 and 1958 the
expected income of high-school grad-
uates of the age group 25-64 moved
from 35 percent above to 44 percent
above the earnings of elementary-
school graduates. Between 1939 and
1958 the expected income of males of

3 Miller, Herman P. “Annual and Lifetime Income
in Relation to Education: 1939-1959,” The American
Economic Review 50: 962-86; December 1960.
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TABLE 3—LIFETIME INCOME (EARNINGS) BASED ON ARITHMETIC MEANS FOR MALES IN
SELECTED AGE GRCUPS, BY YEARS OF SCHOOL COMPLETED, FOR THE UNITED STATES:
1939, 1946, 1949, 1956, AND 1958

Years of school completed and age

1 2

income from age 18 to death:
Elementary: Total....................

1939 1946V 1949°

19568 1958¢
3 4 5 6

$113,330 $154,593 $154,114

[J 3
Less than 8 yearst. . ... ... ¢ ¢ 08,222 132,736 129,764
Byears.................. ¢ ' 132,683 180,857 181,695

High school: 110 3 years.............. ¢ ¢ 152,068 205,277 211,i%3
dyears.................. ¢ v 185,279 253,631 257,557

College: 1to3years.............. e ¢ 209,282 291,581 315,504
4 yearsormore........... ¢ 2 296,377 405,698 435,242

income from age 25 to death:

Elementary: Total.................... ¢ $ 87,004 104,998 143,712 143,808
Less than 8 yearsd......... e 74,369 91,095 123,295 120,965
Byears......co.oiuuiiin ¢ 98,702 122,787 168,004 169,976

High schooi:t 1to 3 years.............. e 107,940 141,860 192,254 198,881
dyears............... ... e 135,852 174,740 237,776 241,844

College: Tto3years.............. e 161,699 201,938 281,553 305,395
4 yearsormore........... e 201,731 286,833 391,992 419,871

Income from age 18 to 64:

Elementary: Total.................... $ 40,005 e 100,413 138,127 137,786
Less than 8 yearsd......... e e 86912 117930 115418
Byears.................. e e 116,968 161,124 161,643

High school: 1to 3 years.............. 56,653 v 132,371 182,795 188,362
dyears............... ... 71,453 e 159,487 224,529 231,509

College: Tto3years.............. 77,775 e 180,841 254,092 279,640
4 yearsormore........... 109,961 ¢ 251,493 354,457 382,982

Income from age 25 to 64.

Elementary: Totel.................... 37,172 74,071 91,932 127,047 127,286
Less than 8 yearsd......... e 62,334 79,654 108,310 106,449
Byears.........ooviinann e 84,687 104,889 148,033 149,687

High school: 1to3 years.............. 53,011 92,044 121,943 169,501 175779
Adyears................nn 67,383 114,023 148,649 208,322 215,487

College: lto3years.............. 73,655 138,871 173,166 243,611 269,105
4 yearsormore........... 104,608 168,983 241,427 340,131 366,990

Source:

Miller, Herman P. “Annual and Lifetime Income in Relation to Education.”” American Economic
Review 50: 962-86; December 1960. Table 11, p. 981. Reproduced with permission.
* Restricted to persons reporting $1 or more of wage or salary income and less than $50 of other

income for native whites and Negroes.
® Total money earnings.
® Total money income.

2 Includes persons reporting no years of school completed, not shown separately.

¢ Not available.

the age group 25-64 who were college
graduates rose from 55 percent above
to 70 percent above the income of high-
school graduates for the same period.
. . . According to Miller, the upward
movement of the differentials in favor
of the more highly educated groups in-

dicates that, at least for the period ob-
served, the large increase in the propor-
tionate number of college graduates
during the postwar period has not ad-
versely affected their income positions.

The figures show that for the average
male there is a substantial monetary
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return to individuals on investments in
education; however, there is no guar-
antee that any given graduate will earn
this rate of return. Differences in abil-
ity, opportunity, and quality of educa-
tion are among the factors that may
cause any individual to earn more or
less during his lifetime than appears
average for his educational peers.

Table 3 also shows that the comple-
tion of high school or college yields
a greater relative return than the ycars
leading up to but falling short of grad-
uation. For example, the expected life-
time income for males from age 18 to
death who had completed four years
or more of high school was $46,364
more than for men who had left high
school after one to three years. How-
ever, the men who had some high-
school education had a lifetime earning
advantage of $29,498 over men who
had completed no raore than the eighth
grade.

Education As Economic Inyestment

The idea is frequently voiced today
by some economists and citizen groups,
as well as by educators, that education
is one of the most highly preductive in-
vestments in both the material and
spiritual realms which people can make.

Interest in the concept of education
as economic investment prompted the
Committee to sponsor a special study
on this subject entitled Education and
Economic Growth (5.7, 8, 11, 12, 14,
16-30, 32-34, 38, 43-47, 57-58). The
services of a qualified economist,
Harold M. Groves, were engaged to
make this study. Substantial excerpts
follow.

ECONOMIC GROWTH IS
IMPORTANT

It has been said that while the dec-
ades from 1930 to 1950 were primarily
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concerned with economic instability
and in considerable degree saw this
problem brought under control, the
1960’s will be mainly concerned with
economic growth. Historically, the view
has prevailed for many years that
growth is primarily a matter of amass-
ing more tangible capital. Especially
since World War II, economists are
discovering that growth may be mainly
a matter of developing human talent
and that it can be deliberately fostered
by judicious but generous allocation
of resources for this purpose. Some
critics consider this discovery of major,
perhaps revolutionary, importance. Ob-
viously, it could have profound implica-
tions for education. From being a fairly
respectable member of the family of
items called consumption goods on
which the nation spends its income, ed-
ucation is elevated in the eyes of many
economists to the even more respect-
able capital-goods category on which
the nation’s future depends. All this is
superimposed upon some continuing
concern that we not only grow quanti-
tatively but improve the utilization of
our resov ces qualitatively. It is the
purpose of this monograph to review
the literature in, and contribuce further
analysis of, this area of thought and
development. {

WHY ECONOMIC GROWTH

Growth is important to relieve much
still prevailing and widespread sub-
standard living even in the United
States in 1960. . ..

Growth is important to extend
greater economic assistance abroad. . . .

Growth is important to facilitate im-
provement in public services, which in
many areas leave much to be de-
sired. . . .




When this has been said, it is still in
order to enter the reservation that how
to use wealth wisely is at least as much
of a problem as how to step up the
growth rate. . . . Economic growth
may be conceived in terms of the total
increase in the output of goods and
services in an area over a period—the
gross national product. It may be con-
ceived in terms of productivity or effi-
ciency, the increased output per unit
of input (of labor and capital) over a
period. Among other things this latter
approach takes account of the intan-
gible factor of leisure ignored in gross
national product. Moreover it focuses
on the causes of increased output. Next
there is the concept of economic wel-
fare, which has thus far largely defied
measurement. It is an objective con-
cept, but it includes such matters as the
greater or lesser consumption expenses
associated with differing modes of pro-
duction; for example, the time and ex-
pense of commuting to work. A few
critics have always contended that mass
production and great specialization
have been overrated because they in-
volve many social overheads associated
with urban living. Finally there is
general welfare, involving a large ele-
ment of the qualitative and subjective.
Education, unlike many economic
goods and factors, plays a top role in
all of these gauges of progress.

FACTORS IN ECONOMIC GROWTH

Looking next at the factors which
might play a part in economic growth,
we are confronted with a broad array
of conditions that we can only mention
and not discuss: inflation or no infla-
tion; high or low interest rates; favor-
able tax policy; adequate financial in-
stitutions; much competition; a large
free market; suitable social capital;

optimum population increase; industrial
organization (large-scale plants and
firms); proper attitudes toward work,
change, and enterprise. Some of these
items have received particular attention
with regard to growth in underdevel-
oped economies.

CAPITAL AND LABOR INPUTS

We have indicated that growth can
occur either by larger inputs of capital
and labor or by their more efficient use.
Abundance of tangible capital was the
factor stressed by the classical econo-
mists. There is still persistent testimony
to support the view that a high rate of
growth and a high rate of capital for-
mation are practically synonymous ex-
cept that the former follows the latter
as effect and cause. There can be no
doubt that a fast-growing economy re-
quires large amounts of new tangible
capital and rapid replacement of ob-
solescent equipment. But it is one
thing to hold that the expansion of
capital must attend economic growth.
and another to contend that expansion
follows the growth, and still another
to contend that the needed capital is
not likely to be forthcoming in an
economy as rich as ours. . . .

ADEQUACY OF RESOURCES

Evidence indicates that in the future,
the United States will be obliged to seek
a rising proportion of its raw materials
from abroad. But no matter what its
population trend, the optimists see at
least no important limitation on the
economic growth of the United States
arising from inadequacy of resources
and energy. They argue simply that
the greatest gift of nature to man is
man himself and his ability to discover
and utilize materials that previous
generations did not appreciate. “The
problem of resource adequacy for the
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ages to come will involve human wis-
dom more than limits set by nature.” 12
Again the importance of education in
such adaptation is apparent.

IMPROVEMENTS IN EFFICIENCY

Improvements in efficiency include
a large catcgory of potentialities vari-
ously described as technology, innova-
tion, research, improvement in the
quality of the labor force, and educa-
tion. There is support for the view
that the most fundamental of these is
education and that it in fact underlies
all the other items. The Staff Report
to the Joint Economic Committee re-
garded more adequate support for edu-
cation, meaning federal support, as its
“single most imporiant recommenda-
tion for strengthening our economic
growth,” 14

The new dispensation in economics,
of which we have spoken previously,
regards technological improvement as
the work not so much of amassed capi-
tal as of human beings. In order to
grow we must concentrate our attention
on the human factor.’* Moreover,
growth is increasingly the result of a
deliberately purposeful investment in
human beings. In his The Affluent
Society, John Kenneth Galbraith sum-
marized this view as follows: ¢

But in the unromantic fact, innovation has
become a highly organized enterprise. The
extent of the result is predictably related to
the quality and quantity of the resources be-

ing applied to it. These resources are men
and women. Their quality and quantity de-

13 Zimmermann, Erich W. Weorld Resources and
Industries. Revised edition. New York: Harper and
Brothers, 1951. p. 818.

M Joint Economic Committee. Staff Report on
Employment, Growth, and Price Levels. Washing-
ton, D. C.: Government Printing Office, December
1959. p. 5S.

B See, for instance: Aukrust, Odd. “Investment
and Economic Growth.” Productivity Measurement
Review, No. 16, February 1959. p. 35-50.

¢ Galbraith, John Kenneth. The Affluent Society.
Boston: Houghton Mifflin Co., 1958. p. 272.
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pend on the extent of the investment in their
education, training and opportunity. They
are the source of technological change.

RESEARCH

It has long been recognized that edu-
cation as an economic factor functions
in two capacities: the transmission and
wide dissemination of knowledge and
skills, and the development of new
knowledge. In the latter capacity it
functions both directly and in the de-
velopment of personnel employed by
industry and government for research.

The research activities of private
business have been growing rapidly in
terms of both employment and financial
outlay.’” Sumner Slichter observed: 18
The discovery that an enormous amount of
research can be carried on for profit is surely

one of the most revolwionary economic
discoveries of the last century.

THE SPECIAL CASE OF AGRICULTURE

For those who doubt the potentiali-
ties of outlays made purposefully to
develop knowledge, the special case of
agriculture is recommended for atten-
tion. Agriculture has been the pace-
setter in the productivity contest. . . .
For a long time it has been confidently
predicted by the pessimists that the law
of diminishing returns would eventu-
ally catch up with agriculture. And so
it may. But the day seems to recede

17 See, for instance: Stigler, George. The Demand
and Supply of Scientific Personnel. National Bureau
of Economic Research. Princeton, N. J.: Princeton
University Press, 1957.

Ewell, Raymond H. “Role of Research in Eco-
nomic Growth.” Chemical and Engineering News
33: 2980-85; July 18, 1955.

Joint Economic Committee. Symposium: Federal
Expenditure Policy for Economic Growth and Sta-
bility. Washington, D. C.: Superintendent of Docu-
ments, Government Printing Office, 1957. p. 1133-
1203.

18 Slichter, Sumner H. “Technological Research as
Related to the Growth and Stability of the Econ-
omy.” Proceedings of a Conference on Research and
Development. National Science Foundation, 1958,
Washington, D). C.: Government Printing Office,
1958. p. 116-17.

——MM *——— s =

r%—.q“ﬂm - -

Ty -




= v e ———

as agriculture moves from one succes-
sive triumph to another.

How do v:e account for this fabulous
achievement? A plausible hypothesis
is that here we had a politically favored
area upon which were bestowed almost
unlimited funds, both for research (ex-
periment stations in agricultural col-
leges) and the dissemination of the
results (county agents). Legislation
beginning with the Morrill Act in 1862
set u~ agricuitural colleges, experiment
stati ., and extension services, and
they have developed into a system that
is the envy of the world. All of this had
its opponents, and there were those
who deplored the intrusion of so-called
“cow colleges” into the liberal arts
tradition. Agricultural services have
been obliged to operate with a rural
population, many of the young and
more intelligent of whom were being
lost to the cities. Nevertheless they
lifted the business of farming out of
folklore and into scientific agriculture.

REVOLUTION IN MEDICINE

Another field in which research
money has been provided in some
abundance is medicine, though in this
case research activities have been
handicapped by a serious shortage of
personnel.  The results have been
extraordinarily significant and striking.
“The past generation has witnessed one
of the golden ages in medical progress,
with advance in techniques, equipment
and medical preparations following so
fast on one another as to invite analogy
with the industrial revolution.” 26

2 Stigler, George J, Trends in Employment in ihe
Service Industries. National Bureau of Economic Re-
search. Princeton, N. J.: Princeton University Press,
1956. p. 111.

We are not prepared to conclude
that what has been accomplished in
agriculture and medicine could be
duplicated in every area. But we are of
the opinion that a good many now-
neglected fields would be responsive
to a similar treatment. For example,
the learning process itself is an area
about which we could still learn a great
deal with high returns.

DEVELOPING AND
DISSEMINATING KNOWLEDGE

The great bulk of outlay for educa-
tion in the United States is spent not
on developing new knowledge but on
transmitting what we already know.
This is particularly true of the edu-
cation of the rank and filc as dis-
tinguished from the elite 5 or 10 percent
from which researchers and execu-
tives are principally recruited. The
American educational system surpasses
all others in the breadth of its coverage
at the middle and advanced levels. The
British system operates on the assump-
tion that about 11 years of education
is all that most people can absorb. The
American system is much more ambi-
tious in this respect. Its objectives
cover both quality and quantity. . . .

From the economic point of vie..,
the critics who suggest limiting the
daration of universal education may
have a point. But . .. other considera-
tions than the economic are important.
Moreover, we have not begun to
measure the direct and indirect eco-
nomic effects of broad education. Edu-
cation is of enormous importance both
in creating skills and in guiding people,
whatever their talents, into their most
productive roles. In a democracy,
enough people must understand enough
about governmental economic pro-
g=>ms so that the latter may facilitate
rather than harass the economy.
General education is important for the
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success of the direct tax system. It
may well be that raising the general
level of “intelligence” is quite as im-
portant economically as developing a
few top performers.

Of course, it is on the consumption
and the political sides that widespread
dissemination of knowledge is most im-
Portant, but there is an economic-
growth aspect to all of this. Although
such problems as disarmament, deseg-
regation, economic instability, mental
illness, juvenile delinquency, obsolete
metropolitan government, ugly cities,
and a hundred others may not be
solved completely by cducation, in a
democracy we can hardly hope to solve
them without high levels of general en-
lightenment. The decision to educate
everybody at public expense with no
other limitation than the participant’s
willingness may seem generous, but
the American propensity in this di-
rection may not be so wild economical-
ly as the critics would have us believe.

If evidence as to the amount of edy-
cation the general run of people can
absorb to economic advantage eludes
us, we do have ample evidence that we
have fallen short of even minimal
education. The evidence amassed by
the Armed Services has been fully
sifted and analyzed,® to show that
during recent wars many draftees have
been rejected for reasons of “mental
deficiency,” and much of this was
simply a case of inadequate schooling.
Differences in rejections by states sup-
port this thesis. Almost 1.5 million out
of 18 million registrants presented a
serious educational problem during

3 Ginzberg, Eli. The Uneducated, New York:
Columbia University Press, 1953, p. 61-135,

National Education Association, Research Divi-
sion. Educational Differences Among the States,
Washington, D. C.: the Association, November
1954. p. 10.

Norton, John K. “Federal Relations to Educa-
tion.” Encyclopedia of Educational Research. Third
edition, (Edited by Chester W. Harris,) New York:
Macmillan Co., 1960, p. 526-28,
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World War II, and more than 700,000
were rejected for this reason. A major-
ity of some 300,000 accepted persons
of deficient education were brought up
to fourth-grade literacy within a period
of 60-90 days.?®

Although much is made of the
breadth of the educational program in
the United States, there are 61 million
Americans who have not completed
high school, another 44 million who
have not completed ninth grade, and
approximately 2 million who have not
gone to school at all.?°

If the army found it difficult to man
the defense program with illiterate and
semiliterate personnel, the same might
be expected in industry. Some direct
inquiry in this area seems in the main
to support this hypothesis, though a
surprising number of Southern indus.-
trialists indicated no objection to using
illiterates in some important areas of
employment.3* The trend, however,
is to use machinery for jobs that here-
tofore were open to workers with low
educational attainments.

EDUCATION AS CONSUMPTION

Education as consumption has two
aspects: (a) its economic significance
in the direction of resource-allocation,
and (b) its choice (like recreation)
as direct enjoyment of the national djvi-
dend. In a free economy the “sovereign
consumer” is said to be the ultimate
guide as to what shall be produced in
what quantities and qualities. If there
are flaws in his information and intelli-
gence, he cannot be expected to order
optimal results. Education aims to im-
part the knowledge that will enable
the consumer to choose with some

2 [bid., p. 527.

%0 Weary, Bettina, “Stay-in-School Campaign.’
School Life 39 (No. 8): 13-14; May 1957,

1 Ginzberg, Eli., op. cit., Chapter 9.
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sophistication among the goods and
services that are pressed upon him.
The schools may provide about the
only unbiased education the modern
consumer encounters.

. . . If one were to ponder the most
persuasive case for more education,
he might well choose the consumption
approach, contending that the “affluent
society” could hardly do better with
its ample surplus. Indeed, a good case
can be made if necessary for more edu-
cation in lieu of economic growth.
Eventually, barring war, growth may
lead such a society to a revolt against
hard goods, leaving education as a form
of consumption that is not similarly
satiable. Or to put it another way, in the
future of such society more leisure
(30-hour week) is likely to be pre-
ferred to more wealth, and more edu-
cation (whether or not formal school®?)
could be advantageously mixed with
or substituted for such leisure. No
doubt we are knee-deep in value judg-
ments, but the case is none the less
persuasive on that account.

Education is like constructing a
multipurpose building with the thought
that if one purpose fails another may
justify the outlay. Education on the
present or an expanded scale will prob-
ably prove a good investment in the
narrow sense of that word. But if it
should not turn out as planned in this
respect, it still has consumption and
political grounds to justify it.?

33 OQur attention has been called to the fact that
this essay says very little about adult education,
much of it outside of schools. This footnote is added
to indicate no failure to appreciate an area that has
been developed profitably on a wide scale and still
has vast potentialities.

33 Robert Lampman, in a comment on this section
of the paper, observed: Mention should be made of
certain indirect consumer benefits such as my in-
creasc in pleasure from .living in a community
where my necighbors’ “kids” are educated and in

MEASURING ECONOMIC
GROWTH

The subject of economic growth has
received accelerated attention in recent
years from both the general public
and the technicians. Much of the pub-
lic interest has been stimulated by the
success of the technicians in measuring
growth and its constituents. What the
science of accounting has done for
individual private business, economic
research is doing for the aggregate
appraisal and control of the economy as
a whole. We may note incidentally that
the achievements are in large part a
by-product of high levels of education.
Anyway it seems essential here to dis-
cuss in some detail what the technicians
have and have not uncovered.’*

The simplest of the measures of eco-
nomic growth is the rise in the gross
national product, the laiter defined as
the money value of the total output of
goods and services (before depreciation
of capital goods) in a given country per
annum. This may then be deflated by a
price index to distinguish real gains
from the illusory ones attributable to
inflation. It may also be deflated for
increase in population and expressed as
gains in real ontput per capita.

living in a city where the level of educational at-
tainment is high. Disraeli referred to the rich and
the poor as being of ‘“two worlds”—the difference
is largely one of education. I would rather live in
a community of one world. But here it is noteworthy
that we who are educated give up an important
privilege by the increase in education. We lose our
class advantage for our children. By education we
transmit the values of the middle class to those of
the lower class and thus minimize not only differ-
ences in literacy but also differences in ideals and
attitudes. This is perhaps a direct effect of educa-
tion but it involves the quality of civilization.

3¢ Most of the following is based on: Fabricant,
Solomon. Basic Facts on Productivity Change. Oc-
casional Paper 63. National Burcau of Economic
Research. New York: the Bureau, 1959. Fabricant’s
paper is based on a number of studies of the Na-
tional Bureau, especially that of John W. Kendrick,
part of whose work has been published in Produc-
tsivity Trends: Capital and Labor. Occasional Paper
3, 1956.
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A caution should be entered at this
point noting that the valuation of gross
national product is made by the buyers,
and a dollar’s worth of comic books
is equivalent to a dollar’s worth of peni-
cillin. This is described as consumers’
sovereignty. Consumers’ selections are,
of course, biased bv unequal purchas-
ing power and limitcd by the degree of
sophistication of the consumers. It is
generally agreed that the gross national
product is not the ideal measure of
welfare, though it is also conceded that
no better one is now available. . . .

The second measure, and the more
significant for our purposes, aims at the
gain in productivity. This is a matter
of the ratio of output to the inputs of
labor and capital and indicates in-
creases in efficiency. The simplest and
oldest measure here is output per man-
hour of labor. But recent efforts have
gone beyond this and have attempted
to relate output to total inputs of labor
and tangible czpital. A further refine-
ment has attempted to modify the labor
component according to its quality
with some weighting according to the
skills of the labor employed.

. . . at least half of the increase in
gross national product over recent
years is not accounted for by increases
in inputs of labor and tangible capital.
What accounts for the remainder—the
pure gain in efficiency or productivity?
First answer is that we have never
given this intangible factor of produc-
tion much attention and do not know
very much about it. As indicated below,
it is now the beneficiary of new atten-
tion and research. The newly dis-
covered “chemical element” is broadly
described as including general levels of
education; research; specialization and
economies of scale; improved business
management. Innovation is a broad
term that probably covers much of this
area; but improvement in the quality
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of labor and capital is also important;
and there are other elusive ingredients.*

MEASURING THE GAINS FROM
INVESTMENT IN EDUCATION

As suggested above, the discovery of
a large intangible factor among the
elements of economic growth opened
a new field for economic research.
The National Bureau of Economic Re-
search recognized this at once and
inaugurated some projects which would
seek to illuminate the causes of accel-
erating efficiency. Among them is a
study by Gary Becker, still in progress,
attempting to measure in some sense
the economic value of education. While
the results are preliminary, enough has
been published to indicate the nature
of the project and what in approximate
terms the final results are likely to
disclose.3®

. . . The conclusion that the average
rates of return on business capital and
on investment in college education

3% The recent isolation of the productivity factor
in economic data is highly significant, but the authors
of this achievement were the first to proclaim thot
it offered wide opportunities not ~nly for new ex-
plorations but for refinement. Mzany gifficulties were
encountered. To mention a few of them, the data
take inadequate account of improvements in product
which are solely qualitative. If an automobile or a
kitchen gadget produced today will give better serv-
ice and last longer than one of the same market
price produced 10 years ago, the data may not reflect
this progress and encounter downward bias. The
capital component among the inputs is particularly
difficult to measure; it involves depreciation account-
ing, the value of land, and the price changes caused
by inflation. Where improvements in the quality of
capital due to innovation do not represent increased
capital costs, we encounter a qualitative change in an
input similar to that which the authors sought to
isolate in the case of skilled labor. There is evidence
the technological progress is capital saving as well
as labor saving. Finally, intangible capital is left out
of the inputs; it can be broadly defined to include
most of the possible reasons for augmented effi-
ciency; but even narrowly defined to include such
private investment as that in research and organiza-
tional improvement, it could be substantial.

3% The following paragraphs are based mainly on:
Becker, Gary S. “Underinvestment in College Edu-
cation?” American Economic Review 50: 346-54;
May 1960.
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(properly adjusted) do not seem to
be very far apart.

The author concedes that the bene-
ficial indirect effects of educational
outlay may be considerable, but the
suggestion is made that these are con-
fined largely to those who specialize in
science. There are also some indirect
effects associated with private business
capital.®®

The National Bureau’s study is a
salutary beginning in an area that in-
vites more exploration. . . .

INDIRECT BENEFITS

Becker notes that his procedure does
not purport to measure the indirect
contributions of education to the econ-
omy but suggests that in most cases
these are a minor consideration. My
opinion is that these indirect contribu-
tions are not minor but major and that
this generalization holds for the whole
range of education including higher
education.

The suggestion has been offered that
the strain on higher education will be
relieved naturally in time by the devel-
opment of an oversupply of college
graduates leading to further reductions
in differential earnings associated with
college training.*> The prediction of a

®In a review of the National Bureau’s study and
other work in this area, Edward F. Renshaw suggests
that the Bureau’s findings are misleading because
they use average returns rather than marginal re-
turns on investment. (However, the same is true of
the returns to private capital with which the find-
ings for education are compared. Moreover, the
marginal return in the case of education would be
influenced by the degree to which more high quality
personnel were drawn into the participation in
higher education.) Renshaw also notes among other
things that highly educated people may work longer
hours than the less educated. (Renshaw, Edward F.
“Estimating the Returns to Education.” Review of
Economics and Statistics 42: 318-24; August 1960.)

42 Havighurst, Robert J. American Higher Educa-

tion in the 1960’s. Columbus, Ohio: Ohio State Uni-
versity Press, 1960.

developing “B.A. and Ph.D. proletariat”
has been on record for a long time, and
its realization has been postponed by
an augmented demand that continues
to attend an augmented supply. . . .

WASTE GF MANPOWER

If we are to take seriously the claim
that people are a major factor in an
economy’s output and growth and that
education develops talent, then we must
deplore as a major economic waste the
failure of millions of American boys
and girls to finish high school.

DROP-OUT PROBLEM

. . . The causes of this large drop-
out of potential talent from the educa-
tional procession are indicated as
follows: lack of motivation; poor adap-
tation of school offerings to the indi-
vidual’s interests or needs; inadequate
counseling; financial pressure; and, in
the case of college, lack of propinquity
between college and home. The United
States Department of Labor, which
studied 10,000 drop-outs in seven
areas, found the economic factor to
be next in importance to adverse school
experience. But only 2 out of S in the
Labor Department’s study had en-
countered any contact with guidance at
all.>*

Experience under the GI Acts indi-
cated among other things that when
education in high school and college
is made effectively free, a large per-
centage of American youth will take
advantage of it. Moreover, the record
shows that the veterans who had com-

57 Wolfbein, Seymour. “Transition from School to
Work: A Study of the School Leaver.” Personnel
and Guidance Journal 38; 98; October 1959,

71

P ——




ot s csmmE e .

pleted high school or one or more years
of college, on resuming their education
made academic records somewhat
better than nonveterans.

Society could hardly afford to ed-
ucate everybody to the extent of indi-
vidual demand solely at public expense.
But education from the point of view
of the student is far from a free good.
The demand for education has at least
two built-in checks: One is the oppor-
*nity cost to the participants (the

“ings and pleasures foregone). The

:r is the fact that where education
: 'ntains fairly high standards, the
ne vidual will not be happy in pursuit
of development beyond his capacity.
These checks serve on the negative side
to keep the educational traffic within
bounds. But there is no equivalent
insurance on the positive side that
the incentive and opportunity will be
adequate to develop all the extraor-
dinary talent required by the national
interest. . .

The lack of adequate guidance is
almost as important as the financial
aspect. If a talented youth comes from a
home and neighborhood where attend-
ance at college is not expected, he may
never realize the extent of his opportu-
nities or responsibilities. The strategic
importance of the right advice by the
right person at the right time is pro-
claimed by nearly everybody. .

DISADVANTAGED GROUPS

Probably there is no section in our
society where there is so much unex-
ploited talent as in minority groups.
“One of the tragic srrors of American
history,” says T. W. Schultz, “has been
our failure to invest in Negroes as
citizens as we have invested in whites
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as citizens.” ®* Whatever may have
been the economic balance sheet of
slavery, there is no economy in freeing
the Negro race and then suppressing
its talents. . . .

Whatever else may be said about
discrimination against disadvantaged
groups, it is undoubtedly a major eco-
nomic waste. In the new dispensation
that looks to human beings for eco-
nomic progress, therc can be no dis-
tinctions on the score of race or color.
They are too expensive.

OVERVIEW

Some of the principal findings of
this review are recapitulated in this
section.

® In many respects the economics
of education has entered a new era
characterized by such factors as the
increasingly strategic importance of
science, the need for over-all guidance
of the economic system, and interna-
tional competition in the development
of talent.

® There is strong support for the
view that society and government can
do much to foster economic growth,
especially by generous outlays for re-
search and education. The special cases
of agriculture and medicine are cited
as areas where research has been con-
spicuously generous and productive.
We still have no measure of the eco-
nomic value of our uniquely large out-
lays for the prolonged education of
so-called ordinary talent, but there is
reason to believe that the “general level
of intelligence” is far from insignificant
as an economic asset.

® Education is important for con-
sumption and political intelligence as
well as for economic efficiency. Any

4 Schultz, T. W, “Human Wealth and Economic
Growth,”” The Humanist (Humanist House, Yellow
Springs, Ohio) 19; 78; March-April 1959, p. 78.
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gamble on its support for econemic
reasons is thus amply hedged.

® A new breakthrough in the study
of productivity has disclosed the fact
that our economy has been kept grow-
ing, despite a reduction in per-capita
inputs of capital and labor, by aug-
mented economic efficiency.

® The causes of increased economic
efficiency are only vaguely identified,
but since they are not a matter of the
quantity of labor and capital, they
must be associated with the quality of
those factors, which in turn seems
probably a matter of the quality of
people who man and improve them.
This gives to human resources a new
significance, as it does also to edu-
cation, which is our chief instrumen-
tality for discovering and developing
talent. :

® Attempts are being made to meas-
ure the economic value of education
by comparing the lifetime earnings
of people with different educational
attainments and comparing the differ-
entials with investment in them. Tenta-
tive findings indicate a return about
equal to that on the community’s pri-
vate investment in tangible capital.
However, this approach omits what
seem to us to be the pervasive and
highly significant indirect benefits from
education. Moreover, education in-
volves augmented savings with their im-
plications for growth and futurity. . . .

® Special and colossal wastes of
manpower are indicated by the early
drop-out of many talented youth from
the educational stream; by inadequate
opportunity provided for disadvantaged
minority groups; . . . As to the drop-
out, the outstanding causes are inade-
quacies in the school program, the
lack of counseling, and financial.

This study has not uncovered any
research which tells us precisely how
much we should spend on education
in the future. Those who support an
increasingly generous outlay for educa-
tion as compared with other consump-
tion goods, other forms of capital,
and other governmental outlay must
still rely in part on an element of faith.
But it is faith fortified by more and
more evidence and reason.

An Overview of Education as
Investment

At the 1962 Conference of the Com-
mittee, Eugene L. Swearingen (6:20-
23, 25, 27-37) divided his discussion
of education as investment into three
major sections:

. . . The first is a historical perspec-
tive, reviewing the work of four famous
economists insofar as they deal with
[the] subject.

The second section deals with the
concern of a few modern economists
that education is being treated as a
consumer good, when, in fact, it is pri-
marily an investment process. . . .

The third section deals with econom-
ic analysis and recommendations. . . .

HISTORICAL PERSPECTIVE,
1776-1930

In order to understand what econo-
mists have said about education as an
investment, we must first understand
how they have defined the term
capital. It has been traditional in eco-
nomics to define the factors of produc-
tion as land, labor, capital, and entre-
preneurship (or management). This
division of the factors of production
has made it difficult to regard education
as part of the investment process be-
cause investment has been related to
the accumulation of goods, and it has
not been easy for economists to re-
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gard the attitudes and skills of human
beings as part of the capital of a society.
We shall see that although the early
economists recognized the value of
education, they were led by their analy-
sis to exclude investment in human be-

ings as part of the investment of a
society.

ADAM SMITH

Adam Smith published his Inquiry
in the Nature and Causes of the Wealth
of Nations in 1776. . . .

. . . in Book 1, Smith treats educa-
tion in the broad sense as an explana-
tion of the inequalities of wages, while
in the second book he treats these abili-
ties and skills as part of the “stock” of
the individual and likewise as part of
the stock of the society in which he
belongs.

In Book 2, Chapter 3, Smith deals
with the accumulation of capital. In
this chapter, Smith fails to deal with
the educational process as part of the
process of the accumulation of capital.
in summary, in all sections except Book
2, Chapter 1, Smith seems to think of
capital in such terms as machines,
buildings, inventories, and improve-
ments to land.

DAVID RICARDO

. . . Ricardo’s book Principles of
Political Economy and Taxation.was
published in 1817, .

Ricardo defined capital as “that part
of the wealth of a country which is
employed in production, and consists of
food, clothing, tools, raw materials, ma-
chinery, etc., necessary to give effect
to labour.” Ricardo fails to recognize
explicitly that education is an invest-
ment process. In fact, even when dis-
cussing wages, Ricardo explicitly states
that the quantity of labor may be “in-
creased or diminished,” but he fails to
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deal adequately with the quality of
labor. Ricardo states further that he
treats labor as being homogeneous,
even though he knows there are differ-
ent qualities of labor, because he be-
lieves that the market place has al-
ready placed relative values on various
kinds of labor and that this scale is not
subject to great variation.

JOHN STUART MILL

. . . His book The Principles of Politi-
cal Economy . . . was published in
1848 and can be regarded as a total
survey of the field of economics as it
was understood in the middle of the
nineteenth century. The great insight
of Mill was to shift the concern of econ-
omists from the problem of distribu-
tion to the problem of production. . . .

Mill . . . presents us with an interest-
ing way of looking at education as an
investment. If education increases the
present or future productivity of the
individual, then it is capital. To the
extent that education is not used to
increase the future productivity of the
individual, or collectively of the na-
tion, education is not properly regarded
as part of the capital stock of the in-
dividual or society. Rather, that part
of education which does not increase
the productive capacity of a person
would be regarded under Mill’s defini-
tion as a consumption expenditure
rather than a capital investment.

In summary, Mill has some excep-
tional insights into the factors which
determine the productiveness of labor.
However, he continues to think of the
factors of production as land, labor,
capital, and entrepreneurship. This
dichotomy keeps him from speciﬁcally




recognizing that education is part of
capital. It leads him rather to treat
education as a primary reason for dif-
ferences in the skill of labor. Thus, he
has moved from the position of treating
labor as a homogeneous commodity
but has failed to develop a framework
which leads one to think consistently
of the educational background of
people as part of the capital stock of
the society.

ALFRED MARSHALL

. . . Marshall’s book Principles of
Economics was published in 1890 and
dominated the traditional field for over
a quarter of a century.

. . . Marshall admits that wealth
could be defined broadly to include the
skill, energies, and habits of the laborer,
but he prefers not to include these
things in his definition. . . .

Marshall . . . declares that the econ-
omist has a direct interest in determin-
ing the principles on which the expense
of the education of children should be
divided between the state and par-
ents. . . .

Marshall refines the idea of capital
as applied to the firm; but his primary
contribution is to emphasize the social,
in contrast to the individual, point of
view when looking at capital or income.
Marshall’s emphasis of the term na-
tional income or “national dividend”
leads directly into our current con-
cepts of gross national product, net
national product, etc. He shifts the
emphasis from national wealth to na-
tional income as a measure of the per-
formance of an economic system.

In summary, Marshall gives us real
insight into education as a social in-
vestment, but he still continues to
deal with education in his sections on
the quality of the labor force rather
than in his chapters on capital.

4 14 . * *

VIEWS OF MODERN
ECONOMISTS

HAROLD M. GROVES

Harold M. Groves published a study
in 1961 entitled Education and Eco-
nomic Growth.*® . . . He believes that
the progress of a society ‘‘springs
mainly from people; their development
and conservation underlies everything
else.” He believes that our present con-
cern over economic growth is shifting
education “from being a fairly respect-
able member of the family of items
called consumption goods . . . to the
even more respectable capital-goods
category on which the nation’s future
depends.”

CHARLES S. BENSON

In 1961, Charles S. Benson . . .
published an exhaustive work entitled
The Economics of Public Education.
Dr. Benson used the tools of economic
analysis to analyze public education in
clear and systematic fashion. . . . His
book is divided into three major seg-
ments: Part I deals with education as
an economic institution; Part IT dis-
cusses the sources of public school
revenue; Part IIT discusses the proc-
esses of public school expenditure.

. . . Benson discusses both the indi-
vidual and social benefits of the educa-
tion process. He notes that certain
benefits accrue to the individual but
that other benefits are available to all
members of the society. . . . Benson
asserts, public support of education is
justified. However, he also notes that
because benefits accrue both to the in-
dividual being educated and to his
family, a portion of the cost of educa-
tion should be borne by the family.

1 See digest on pages 64-73.

75

i JEE ST ST S




O e A R

-0

D e i

. . . Benson believes that increases in
expenditures for education cannot be
presently defended by scientific studies
relating marginal expenditures to mar-
ginal gains in productivity. This is not
to say that the relationship does not
exist but simply that at present tools of
analysis have not enabled us to mea-
sure these gains.

THEODORE W. SCHULTZ

Theodore Schultz . . . chose the sub-
ject “Investment in Human Capital”
for his presidential address to the
American Economic Association on
December 28, 1960. He said that edu-
cation accounts for a significant por-
tion of the increase in the economic
welfare of our society. He reviewed the
literature relating to economic growth
and concluded that increases in physi-
cal capital, in land, and in technology
do not adequately explain the economic
growth which we have experienced.
He stated:

Investment in education has risen at a
rapid rate and by itself may well account
for a substantial part of the otherwise un-
explained rise in earnings. . . . My prelimi-
nary estimates suggest that the stock of
education in the labor force rose about eight
and a half times between 1900 and 1956,
whereas the stock of reproducible capital
rose four and a half times, both in 1956
prices.”®

In other articles, Schultz has em-
phasized the importance of human in-
vestment. He has attempted to esti-
mate the return on investment in both
high school and colleze education and
has tentatively arrived at estimates of
about 11 percent return for both.

OTHER MODERN ECONOMISTS

One of the better studies on educa-
tion as an investment is the publication

15 Schultz, T. W, “Investment in Human Capital.”
American Economic Review 51: 10-11; March 1961.
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entitled Education as an Industry, by
Ernest Van den Haag.!* Harold F.
Clark has presented evidence showing
the high correlation between the literacy
of various countries and their per-
capita income. Gary S. Becker has
given us some badly needed data on the
economic value of education. (The Na-
tional Bureau of Economic Research
has undertaken this problem of mea-
surement of the returns on investment
in education.) Others who have stud-
ied this problem deeply and have writ-
ten on various aspects of it include
Richard B. Goode, W. Z. Hirsch, H.
Gierch, and Irving H. Siegel.

ECONOMIC ANALYSIS AND
RECOMMENDATIONS

. . . society must decide what portion
of the current wealth and current pro-
duction of society is to be used for
immediate consumption and what por-
tion is to be used to produce goods and
services for the future. Because human
beings are one of the factors of pro-
duction and because the ability of these
people to produce can be modified by
education, society is constantly de-
ciding how much to invest in education
as a means toward increasing future
versus present consumption.

THE THEORY OF INVESTMENT

One of the fundamental tools of
economic analysis is the so-called mar-
ginal analysis. It has long been accept-
ed that an individual firm should carry
its investment in any capital goods to
the point that the marginal investment
yields as much marginal return as it
would in any other use.

Economists make much of the con-
cept of equilibrium for a firm, and one

% Van den Haag, Ernest. Education as an Indus-
try. New York: Kelley and Millman, 1956.
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of the essential doctrines of economics
is that production in the firm should be
increased to the point where marginal
cost is equal to the marginal revenue
and profit is maximized (or losses are
minimized). Leftwich deals with the
equilibrium concept as a way of inte-
grating price theory and resource allo-
cation.?” Society has limited resources
but relatively unlimited wants. There-
fore, choices must be made to allocate
resources in a way which is considered
optimum by the society.

Society should invest in human capi-
tal rather than in physical capital if for
a given cost to society the social re-
turn is greater from the investment in

human capital. The investment proc-

ess would be carried out by society
so long as the gain from investment
exceeds the cost of shifting resources
from the production of goods or serv-
ices for current consumption to the
production of goods or services for
investment purposes.

Galbraith has criticized the function-
ing of our economic system on the basis
that it does not make optimum deci-
sions with respect to social investment
versus private investment. His criti-
cism may be well founded, and we
must continue to search for ways of
measuring the extent to which we
should have private versus social in-
vestment in human capital and in phys-
ical capital.

OPPORTUNITY COSTS AND
THE BENEFITS OF EDUCATION

Opportunity costs are measured in
terms of what must be given up if an
alternative is pursued. Thus, the op-
portunity costs of education include:
(a) the goods and services which the

17 Leftwich, Richard H. Price Theory and Re-
source Allocation. New York: Holt, Rinehart, and
Winston, 1960. '

student could add to production if he
were employed, (b) the amount of
goods and services which those em-
ployed as teachers could add to pro-
duction if they were otherwise em-
ployed, (c) the goods and services
which could be produced for society
if resources were not used for such
things as school buildings, equipment,
textbooks, supplies, etc.

Counterbalancing the costs, educa-
tion yields certain direct benefits which
include: (a) immediate satisfaction or
utility from the educational process on
the part of the student, which is
probably negative for some students
but is perhaps positive for most
students (in this sense, education is a
consumer good); (b) future increases
in productivity on the part of the in-
dividual resulting from the educational
process; (c) current increases in pro-
ductivity, especially from working
mothers. . . .

. on balance, it seems that in-
vestment in education definitely in-
creases the flexibility of the labor force,
increases its geographical mobility, and
tends to move our society toward
fuller utilization of its labor and capital
resources.

WHOSE BUSINESS IS IT TO
EDUCATE OUR CHILDREN?

Some citizens have always opposed
public education. . . . However, we all
know that our society has accepted
the philosophy that it is the responsi-
bility not only of the individual to edu-
cate his children but of society to see
that children are educated. Compul-
sory education could not exist with any
other philosophy.

We have accepted the idea that the
child is to be educated not simply to
advance his personal interest but be-

77

T K e AT S TS SR MRS R e et

)




- —

St . ———— % i ———————— o 5

s eme m e e v e g i . e d—pe——pypnannr - . a0 -

cause society will suffer if he iz not
educated.

POLITICAL ASPECTS

. . . something should be said to in-
dicate that a true determination of the
optimum allocation of resources in a
society must consider many factors
which are not economic in nature.

The political aspects of education
are usually argued to be on the posi-
tive side. There are many who argue
that universal suffrage is an untenable
position unless we also have universal
education. There are some who have
argued that the value of education to
a democracy depends upon the content
of the education, the amount of the
education, and the distribution of this
education. . . .

SOME STEPS TO BE TAKEN

1. The first thing we must recognize
as a society is the point at which this
entire paper has been aimed. Education
is an investment. Furthermore, invest-
ment in human capital is profitable,
usually to the individual, and certainly
to the society of which he is a part.

2. Our tax laws, particularly our in-
come tax laws, must be changed so as
to put investment in human capital on
a par with investment in physical
capital. . ..

3. We should search for ways of
improving the capital market as it re-
lates to investment in human capi-
tal. . ..

4. Much research is needed on this
subject. We particuiarly need valid
estimates regarding the returns from
education—to the individual and to
society. Also, we know very little re-
garding the effectiveness of our legis-
lative process in bringing about any-
thing approaching a social optimum in
allocating resources to education.
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Tax Effort in the United States
and Other Nations

CEF Report, November 1962, No.
6 (7:16) reported a study showing
the share of gross national product
taken by tax systems in 21 industrial
nations:

National, state, and local
taxes as percents of gross
national product, 1959

West Germany. . .. ... 34.0%
France ............. 333
Austria ............. 33.1
Finland ............. 32.1
Norway ............. 31.8
Luxembourg ......... 30.0 (1958)
Sweden ............. 29.7

Italy ........... .... 29.2
Netherlands ......... 29.1
Britain ......... .... 28.9
UNITED STATES ... 26.7
Denmark ........... 24.5 (est.)
Canada .......... ... 24.3
Belgium ........ .. .. 23.1
Ireland ... ... ... .. .. 22.2
Australia ....... . ... 22.0
Greece ............. 20.1
Japan .............. 19.0
Portugal ............ 18.2
Switzerland ... .. ... .. 14.4
Spain .......... . ... 13.4 (1957)

But in the US. a comparatively
heavy share of the burden of govern-
ment support falls on direct taxes—
on income wealth and payrolls of indi-
viduals and corporations, and a light
share from indirect taxes—excises and
sales.

Effect of Quality on Returns from
Education

Theodore W. Schultz (8:32-33,
36-37) dealt with certain economic
issues involved in improving the quality
of education.

REASONS FOR THE SHIFT
TO QUALITY

It has been a part of our genius to
rate high the quantity of schooling, and
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Percentage of total tax collections at all levels of government by source, 1958

Direct taxes on income, wealth, payroll

Indirect taxes

(excise, sales,

Individuals Corporations etc.) on indi-
viduals and
Income, Social Income, Social corporations
wealth security wealth security
taxes charges Total taxes charges Total
Sweden........ 46% 7% 53% 1% 3% 14% 33%
Denmark. . ..... 43 5 48 6 .. 6 446
Netherlands.. . . . 31 7 38 10 19 29 33
Austria. ... . .... 30 7 37 7 15 22 41
Britain......... 26 7 33 15 6 21 46
West Germany . . 18 15 33 10 14 24 43
Belgivm........ 21 9 30 9 19 28 42
France......... 1 6 17 7 23 30 53
Portugal........ 10 6 16 21 15 36 48
Spain.......... 10 5 15 17 14 N 54
Ireland......... 12 2 14 9 3 12 74
Evropean
average...... 23 7 30 1 23 47
United States.. .. 35 6 41 16 8 24 35

For all countries, 1958 is most recent year of breakdown on social security charges.

Source:

Tables from: Business Week. “How Taxes Compare.’’ Business Week, August 25, 1962. p. 53 and 54.

Special permission granted.

we have done exceedingly well on this
score. In addition to enough teachers
and classrooms to take care of the
growing school population, we have
added more days of school per pupil,
more years of school per student with
more of them graduating from high
school and entering college. While we
have made some qualitative advances,
there are now many strong signs indi-
cating that in the years to come im-
provements in quality will be our basic
concern.

The demand for schooling is of two
parts, cultural satisfactions and pro-
ducer abilities. We can afford more
as consumers, even though the price
of schooling is rising relative to con-
sumer prices generally. The skills and
other producer abilities are in essence
an investment, and high quality school-

ing is a good investment. The U.S.
economy provides a strong market for
these particular abilities; the rate of
return on the investment to acquire
them is high.

PROSPECTIVE RATES OF
RETURN

I shall leave aside the value of im-
provements in quality of schooling
which give us cultural satisfactions. Of
the producer abilities associated with
schooling, I shall also not take into
account the several benefits that do not
accrue to the student but accrue to his
neighbors, employers, and co-workers.

The highest rate of return from im-
provements in quality are to be had,
I am convinced, at the elementary level.
The basis for this judgment is as fol-
lows: There is a vast difference in
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quality throughout this country at this
level, to which I have alluded; it costs
the least per pupil because there are no
earnings foregone on the part of stu-
dents; the marginal rate of return to
seventh and eighth years is about 30
percent, implying that quality also
probably has a very high pay-off. Sup-
pose we had elementary teachers in
every school who were worth a $5,500
salary and who received it, working
with relatively small classes, and spe-
cializing on one or two classes. The
extra costs would be large, but the pay-
off on it as an investment in producer
abilities alone that would increase the
future earnings of students would
probably exceed 30 percent per year.
Where can one find a better invest-
ment?

At the high school and college levels,
the pay-off would probably be some-
what less, mainly because earnings
foregone are a large cost component.
Yet here too there are large quality
differences. Students from farm homes
attending nearby high schools more
often than rot receive instruction in-
ferior to that offered in the large urban
schools. Farm youth also work too
many hours on the farm while attend-
ing high school. Half of them work
on the average 27 hours a week; a
third of them actually work 35 hours
or more a week on the farm while at-
tending school. High school studies
should not be a part-time venture. To
be saddled, as half of our farm youth
are, with 27 hours of farm work a
week is a most unfair handicap.

Several studies show that Negroes
who have completed either high school
or college receive substantially less
wages than whites with the same level
of schooling. No doubt a part of this
difference in earnings arises from racial
discrimination. But a substantial part
reflects the vastly inferior schooling that
Negroes have been receiving.
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Nor do these exhaust the possibili-
ties for improvements in quality. One
need only examine the differences in
quality of instruction among our some
two thousand colleges to see how much
room there is for doing better than we
are doing. Moreover, the reward would
be high. How high? My guess, based
mainly on related rates of return to
quantity at those levels, is in the neigh-
borhood of 15 to 20 percent per year.

A Reservation Concerning Emphasis
on Education As Investment

H. Thomas James (9:59) gave the
following warning:

. . . let me express one reservation
about a popular theme in our recent
conferences, the view of educational
expenditures as investment. There is
danger in viewing education as a com-
modity, like gilt-edged bonds, that can
be stored away, with coupons that
can be clipped and cashed. As the
evidences of the economic returns of
education accumulate, parents keep a
wary eye on their children to see that
they keep up with the Joneses’ chil-
dren. . ..

This new materialistic image of
education, this emphasis on manpower
rather than man, is disturbing to many
of us. Historically we pursued educa-
tion in our society as an end in itself.
A liberal education was a good thing in
and of itself, good for the individual
who possessed it because it made him
aspire to and appreciate the good life,
and good for the society he lived in
because, as individuals increased in
wisdom, the society increased in capa-
bilities for wise self-government.
Under this view we could pursue our
own education and that of our neigh-
bors with equal enthusiasm, because
our individual and our mutual satis-
factions rose together as enlighten-
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ment spread. In this view, education
is an integral part of the good life, an
end in itself for the individual and for
a self-governing state, to be pursued
with diligence, with altruism, and with
honor.

Perhaps we must live with the
materialistic image of man as one of
the hard facts of our times and some-
how work it into the equation that is
shaping educational policy in a climate

of technological change. If so, I hope
that as we pursue our plans to generate
the efficient economic man, we can
remember his social nature and the
values we attach to enlightened self-
government. Let us not try to shape
each one in a standard mold; we will
need some to govern with wisdom, and
some to write poems to our mountains,
or paint our sunsets, or fish and hunt
in our rapidly shrinking wilderness.
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IV. Raising the Funds—Necessity
of New Orientations

Committee studies frequently pcint
out that it is essential that new attitudes
concerning taxation and school expen-
diture must underline provision for
adequate support.

Findings of Citizen Groups

A study of the Commiittee (1:28-29)
quotes the conclusion of a foundation
on this point.

All of the problems of the schools lead
us back sooner or later to one basic problem
—financing. It is a problem with which we
cannot afford to cope half-heartedly. . . .

It will not be enough to meet the prob-
lem grudgingly or with a little more money.
The nation’s need for good education is im-
mediate; and good education is expensive.
That is a fact, which the American people
have never been quite prepared to face. . . .

Perhaps the greatest problem facing Amer-
ican education is the widely held view that
all we require are a few more teachers, a
few more buildings, a little more money.
Such an approach will be disastrous. We
are moving into the most demanding era in
our history. An educational system grudg-
ingly and tardily patched to meet the needs
of the moment will be perpetually out of
date. We must build for the future in edu-
cation as daringly and aggressively as we
have built other aspects of our national life
in the past.*

4+ Rockefeller Brothers Fund. The Pursuit of Excel-
lence—Education and the Future of America. Panel
Report V of the Special Studies Project. Garden
City, N. Y.: Doubleday and Co., 1958. p. 33. Copy-
right © 1958 by Rockefeller Brothers Fund, Inc. Re-
printed by permission of Doubleday & Co., Inc.
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CEF Report, August 1960, No. 2
(2:10), summarized the findings of a
group of businessmen concerning im-
proved financing of public schools.

Paying for Better Public Schools, a
policy statement from the Committee
for Economic Development, underlines
the need for better public schools and
the ability of the nation to pay for
better schools.” This statement by the
Education Subcommittee of the Re-
search and Policy Committee of the
CED presents the views of 50 mem-
bers who are primarily businessmen.
The CED, an influential group in the
business community, recommended
four steps to improve the financing of
public, elementary and secondary
schools:

1. Consolidation of sr-1l school
districts as an immediate step for effi-
cient provision of a complete school
program. The statement specifies man-
datory and immediate state action to
reduce the number of school districts
from 45,000 to 10,000.

2. An increase in state financial as-
sistance to local school districts through
state foundation programs to insure for
local school districts within most states
the financial ability to support schools.

* Committee for Economic Development. Paying
for Better Public Schools. New York: the Commit-
tee, December 1959. p. 90.
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3. Federal suppert for schools for
those states which are below 80 per-
cent of the national average of personal
income per public-school child in aver-
age daily attendance.

4. Citizen gffort to improve schools
at the local, state, and federal levels
to implement the three foregoing
recommendations.

An Emerging Rationale Concerning
Taxation

In 1960 the Committee sponsored a
report entitled Taxes Contribute to
Progress (3:5-25) which was drafted
largely by M. Slade Kendrick. This
report briefly traced the roots of
modern taxation and soughi to estab-
lish a rational approach to taxation
rather than one based on propaganda.
A few excerpts from this report follow.

1. ROOTS OF MODERN
TAXATION

In the midst of revolutionary change,
one aspect of our living appears to re-
main unchanged—a general dislike of
taxes. With society becoming more
complex it becomes more difficult to
associate benefits with taxes. Although
many taxes are direct, the benefits are
not always immediately visible.

Thus, we have a fertile climate for
misleading information about taxes and
public expenditures. For example, a
common assertion is that there is no
national taxpaying ability except that
which originates in the individual
states. This sounds logical and we al-
most nod our heads in agreement, ex-
cept that even a small amount of
investigation tells us that goods, money,
people, and property ownership do
not necessarily know state lines and
all represent some aspect of taxpaying

capacity.

Tax propaganda observes no lnes
either. At any level of government—
local, state, or federal—claims and
counterclaims arise over taxing and
spending policies. Some are valid, but
some are hangovers from bygone
periods. Some of the ideas on public
taxing and spending can be traced back
to the monarchies, most of the ideas
can be found sooner or later in the
literature of political economy, and in
America new environmental factors
have influenced our support of govern-
ment.

EUROPEAN BACKGROUNDS

Let us look back 150 to 200 years
to trace some of our ideas on public
finance. The eighteenth century was
in general a period of absolutism. The
disorders of feudal society had passed.
The great nobles no longer had their
own way. The national State had ar-
rived and, with it, centralized power
in the hands of the King. The mass
of the population had nothing to say
about the policies or the administration
of the government under which they
lived. Essentially, governments had
arbitrary, even tyrannical, power.

. . . all through the eighteenth cen-
tury, the common man continued to
have little if any influence on the
course of public affairs. Property, land,
and status qualifications for voting were
universal. Consequently, relatively few
persons had the franchise. And these
usually voted, not on the basis of the
principles involved, but on the basis
of loyalty to some important individual
or for the sake of a reward.

What did the ordinary citizen get in
the way of services from his central
government? Save for the conduct of
foreign affairs and the maintenance of
national defense,

the central government did nothing to se-
cure the public safety, provided no schools,
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made no roads, gave no relief to the poor.
With the solitary exception of the postal
service, the State performed no function of
immediate benefit to the taxpayer. In the
eyes of the public the State appeared only
as the power that enlisted men and levied
taxes.!

Local government services consisted
principally of the maintenance of law
and order, the upkeep of roads and
bridges, and the relief of the poor.
There were no public schools open
generally to children, but only a few
private endowed and charity schools.

Adam Smith, the founding econo-
mist, had the greatest influence of all.
In his famous book, An Inquiry into
the Nature and Causes of the Wealth
of Nations, published in 1776 on the
eve of the Industrial Revolution, when
the people of England were stirring
uneasily under the constriction of the
system of regulation that had been de-
veloped during the preceding centuries,
he argued persuasively for a free
economy in which the market regulated
prices and production. An invisible
hand, he thought, would guide and co-
ordinate the actions of all participants
in the economic process to the general
good. But even under such a benefi-
cent operation, he recognized the need
for government to perform three du-
ties.”

The first duty of the sovereign, he
said, was to provide for the national
defense; the second, to administer jus-
tice; and the third to establish needed
public works and institutions that
would not be constructed or founded
by private individuals. The public

3 Halevy, Elie. England in 1815. New York (now
in Gloucester, Mass.): Peter Smith, 1949. p. 36.

7 Smith, Adam. An Inquiry into the Nature and
Causes of the Wealth of Nations. Vol. II. New
York: E. P. Dutton and Co., 1921. See chapters on
the expenses of the sovereign and the sources of
reventue.
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works that he had in mind were those
that facilitated commerce, such as
roads, bridges, navigable canals, and
harbors. The institutions recognized
as basic were those of religion and pub-
lic education.

. . . Adam Smith felt strongly that
the whole body of the people should
acquire the “most essential parts of
education.” His words bear quota-
tion: *

The public can facilitate this acquisition
by establishing in every parish or district
a little school, where children may be taught
for a reward so moderate that even a com-
mon laborer may afford it; the master being
partly, but not wholly, paid by the public,
because if he was wholly, or even principally
paid bty it, he would soon learn to neglect
his business.

This modest provision was advanced
for the time. Adam Smith, however,
is better known for his canons of taxa-
tion, which were far ahead of the
practice in his day.®

1. The subjects of every state ought to con-
tribute towards the support of the gov-
ernment, as nearly as possible, in pro-
portion to their respective abilities; that
is in proportion to the revenue which
they respectively enjoy under the protec-
tion of the state.

2. The tax which each individual is bound
to pay ought to be certain, and not
arbitrary. The time of payment, the man-
ner of payment, the quantity to be paid,
ought all to be clear and plain to the
contributor, and to every other person.

3. Every tax ought to be levied at the time,
or in the manner, in which it is most
likely to be convenient for the contribu-
tor to pay it.

4. Every tax ought to be so contrived as
both to take out and to keep out of the
pockets of the people as little as possible
over and above what it brings into the
public treasury of the state.

s Smith, Adam. op cit., p. 266.
° Ibid., p. 307-308.
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TAXATION IN AMERICA

Most of the settlers in the new land
of America came from England, though
some were from France and other
countries of Western Europe. It was
therefore to be expected that the struc-
ture of society and the forms of public
administration and taxation would
resemble their counterparts in the older
commonwealths.

The public services were few and
small. . . .

There was a little elementary public
education, particularly in New Eng-
land. But actually it was the religious
groups that operated the schools. The
comment of Charles and Mary Beard
is in point here:

The idea of elementary schools supported
by taxation, freed from clerical control and

offering instruction to children of all classes.
found no expression in colonial America.”

THE CHANGING THEORY OF THE
ROLE OF GOVERNMENT

In the beginning years of the nine-
teenth century, the prevailing view was
that government should do as little
as possible. The traditional functions
of protection, maintenance of law and
order, and the like were recognized as
essentials. But it was thought that
government should not go beyond
them. About the only exception was
internal improvements, particularly
better means of transportation. Sup-
port for a laissez faire or “let alone”
policy was found in the great work of
Adam Smith already mentioned, and
also in the writings of the economists
David Ricardo and Jean Baptiste Say.

13 Beard, Charles A. and Mary R. The Rise of
American Civilization. New York: Macmillan Co.,
1929. Vol. 1, p. 177.

But as time went on and changes in
the social and economic order resulted
in more and more problems that were
thought to require public attention,
the thecry of laissez faire was breached
by the practice of positive action. It
became therefore less easy in the face
of rising needs and attempts to satisfy
them by public measures to hold to
the older idea. . . .

ATTITUDES CLASSIFIED

. . . attitudes may be grouped three
ways. Two of them mark the practical
extremes. One is that governmental
activities should be narrowly limited.
This is the laissez faire or “let alone”
view.

Opposite to the laissez faire view of
government is that of collectivism.
Under the application of this view the
functions of government would be
greatly expanded. Nationalization of in-
dustries, more regulation, more public
goods and services, and much higher
taxes would prevail. The presumption
would always be in favor of more gov-
ernment, rather than of less. Under
such an order of affairs, the govern-
ment, whether by direction or by posi-
tive action, would come to dominate
the social and economic life. And as
the sphere of private activity shrank,
and the incentives to exercise initiative
correspondingly weakened, the process
of collectivization would gain momen-
tum.

We do not have to believe either in
limited or in unlimited government.
But of the range of intermediate posi-
tions, only one, the doctrine that the
government should follow the principle
of maximum social advantage, has a
reasoned justification. This third view
rests upon the assumption of a demo-
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cratic state. In such a political unit,
the members of the government derive
their powers from the people. Accord-
ingly, they should serve the interests
of the people.

But how does maximum social ad-
vantage operate as applied to public
expenditures and taxation? ** First,
this principle gives an approach to
thinking on such problems. It looks
always to the particular issue, not to a
general rule. Thus, the question be-
comes one of whether advantage is
served by the proposed measure and
if so, the maximum advantage.

Second, the principle of maximum
social advantage gives a basis for ap-
praising the desirability of a given .evel
of public expenditures and taxation.
The mere fact, for example, that public
expenditures are large and taxes high
is no reason for concluding that reduc-
tions are in order. And equally, small
public expenditures and low taxes do
not necessarily give cause for approval.
The fundamental issue under either
state of affairs is whether the maximum
social advantage is being served.

Undoubtedly the determination of
wha! is best for society is difficult. And
the considerations involved include the
future, as well as the present for the
life of society is timeless. But if that
problem is ever to be solved, the ap-
proach must be from the right principle.

EDUCATION, AN INVESTMENT

Appraisals of the value of education
are undergoing rapid change. The
foundation, of course, is elementary
and secondary education. Upon this

2 A good exposition is to be found in: Dalton,
Hugh. Principles of Public Finance. London: George
Routledge and Sons, Ltd., 1936. Chapter 2.

86

foundation, higher education, research,
and technological growth depend.

Some of the factors forcing the re-
evaluation are considerations of na-
tional defense, of the space age, and of
maintaining our position in the world.
Expansion of research is evidence of
the change. . . .

Less in the foreground of public at-
tention than the growing emphasis on
science and research, but equally evi-
dent to the discerning, is the need for
more knowledge of our society and its
problems. Never before in our history
has so much responsibility rested upon
the persons who make the national de-
cisions, and therefore upon the citizens
who in a democratic country ultimately
rule. The very survival of the United
States depends on the wisdom of our
national policies and the effectiveness
of their implementation.

But, as previously stated, higher
edrcation and research, new scientific
knowledge and technology, and greater
understanding of public problems are
only part of education. The scientists,
statesmen, and social and political
philosophers of tomorrow are attending
the elementary and high schools of
today. The work of these institutions
must be i.nproved if the performance
of all citizens is to be raised. Early
impressions, training, attitudes, inter-
ests, are fundamental to later accom-
plishment. Learning must somehow
come to be as attractive as baseball.
The public school, elementary and
secondary, is the seed bed of the
achievements that we desire.

In such a program, money is not
everything, and is indeed only a means
toward the end. What is actually done
depends on the wisdom of the decisions
made and the efficiency with which the
money is spent, as well as on the
amount. The three factors, however,
are interdependent. If a substantial
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improvement is to be made in the edu-
cational contribution of the public
schools, more money will have to be
provided. The investment is worth
making.

A Popular Primer on Taxation

The Committee has long wrestled
with the dichotomy of the taxpayers’
attitudes toward support for educa-
tion and payment of taxes. Many do not
realize that if schools are to be sup-
ported, taxes must be paid.

In 1961 the Committee issued a
popular report (4:3-15) on taxation; a
summary of this report follows:

Roots of Opposition to Taxation

1. Taxes have been used by absolute
rulers to oppress the people of
many nations.

2. Taxes have been imposed with-
out the consent of the taxpayers
and voters.

3. Public revenues have been used
unwisely, even wastefully.

Changed Tax Conditions

1. The foregoing faults no longer
exist unless we allow them to by neglect
of our civic obligations. We no longer
live under the rule of absolute kings
and tyrants. We live in a democratic
republic where we choose our public
officials and legislative representatives.

2. If we, citizens and voters, tolerate
unwise, inefficient, or wasteful tax sys-
tems and management of public reve-
nues, we are to blame. We should not
find fault with government which is a
reflection of our own standards—or
indifference.

3. Honest stewardship and good
government cannot be obtained by

complaining that “all taxes are bad.”
Let us recognize the important, use-
ful role of taxation in providing the
public services our society needs.

Taxes as Cooperative Buying of
Essential Services

If each family had to employ its
own teacher, policeman, postman, and
fireman, there would be inadequate
education, police and fire protection,
roads, health safeguards, parks, librar-
ies, and other necessary public services.

There are other nations, with re-
sources similar to those of the United
States, that have not developed cul-
turally and economically. They have
relatively few public services. Busi-
ness does not have an expanding mar-
ket for its products and services; new
employment opportunities are few.
The people give little support to news-
papers, magazines, books, artistic ac-
tivities, and other cultural advantages.

In America our rising standards of
living and our advancing civilization
require many thines which contribute
to the welfare of all citizens. The more
cars we own, the more we need roads
and protection. The more complex
our economy becomes, the more we
need EDUCATION for all.

With our taxes, we buy the services,
benefits, and opportunities we need and
want.

Government is the machinery
through which we examine our needs
and decide how they can be satisfied.
The agencies of our government collect
the taxes, review the needs, prepare the
budgets, keep the records, and make
periodic reports to all of us.

Scope of Public Services

Many citizens fail to realize the
wide range of services which taxes buy.
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Many of the following, bought wholly
or in part by tax money, would be dif-
ficult to obtain through private pur-
chase.

. Public schools

. Police

Hospitals

Fire control

Parks

Libraries

Elections

Water supplies

Food inspection
10. Colleges
11. Highways
12. Housing
13. Irrigation
14. Soil conservation
15. Justice
16. Farm aid
17. Flood control
18. Savings; insurance
19. Census
20. Aid to small business
21. Post office

. 22. Military defense
23. Money and coinage
24. Civil defense

~ 25. Rural electrification
26. Old-age security
27. Unemployment insurance
28. Vocational rehabilitation
29. School lunches
'30. Weather reporting
31. Patents

32. Scientific research
. . . plus more.

L N N

Indirect Tax Benefits

- Most of us expect taxes to give us
such direct benefits as police and fire
protection, school opportunities, and
safe highways. Often we do not notice
the constructive effects of public serv-
ices and the indirect benefits to society.

The second class [indirect benefits]
includes outlays which are reproductive
in the sense that they create economic
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advantages for the community through
which the national income and the in-
come tax base will be enlarged in future
years. Into this class fall soil conserva-
tion, public health, and public educa-
tion.*

Dividends often result from public
service expenditures; for example, a
study of some 80,000 handicapped
persons who were given vocational
rehabilitation training in 1963 showed
that the personal income of the group
rose from a total of $47 million to $238
million annually. Over their working
lives, the federal income tax yield from
these persons was expected to amount
to $7 for every federal dollar spent in
rehabilitation. **

Taxes and Civilization

Taxes are the price we pay for civili-
zation—for the public services most
people need and want.

While most tax systems tcday are
much more logical, fair, and efficient
than years ago, they must continue to
be studied and improved. All citizens
can help by

(a) judging taxes by their purposes
and values to society;

(b) keeping informed on public
needs, budgets, and tax plans;

(c) urging others to base their views
on facts, not rumors;

(d) cooperating in constructive ef-
forts to improve tax systems;

(e) insisting on expertness in pub-
lic office and services;

(f) informing public officials of their
views on public services; and

(g) voting intelligently at elections,
especially those involving tax rates and
bonding.

* Groves, Harold M. Financing Government. Fifth
edition. New York: Holt, Rinchart and Winston.
1958, p. 448.

* * Based on data in the 1959 Annual Report of
the U. S. Department of Health, Education, and

Welfare. p. 217-18. [Figures were updated on the
basis of the 1963 Annual Report, p. 340-41,]




A Changed View of Government

Robert H. Wyatt (5:42) in 1961
proposed new insights as to the role of
government in our economy:

. . . We must come to view govern-
ment as a part of our economy, rather
than as a burden that the economy
itself must carry. Opponents of ade-
quate school financing seem to be
waging a campaign to discredit not
only school taxation and school fiaanc-
ing, but taxation and even government
itself. They tend to belittle people who

are engaged in education, in recreation,
in sanitation, or any governmental area,
and to label proposed expenditures for
park systems, highways, or perhaps our
schools as lavish and wasteful, rather
than as an investment in human re-
sources. It seems to me that we must
develop among school people, and
among the public generally, something
of a new concept of the place of govern-
ment in the economy. We have some
eight or nine million people working in
government in this country, rendering
services which for the most part can’t
be produced by private enterprise.
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V. Raising the Funds—The Role of Local
Government

Throughout its existence, the Com-
mittee on Educational Finance has em-
phasized that the locality has a vital
role to play in the financing of public
schools. A Committee report (1:35-36,
38-40) in 1960 summarized the respon-
sibilities and problems of the local com-
munity in this area. Excerpts from this
report follow.

Overview of Local School Support

In the typical community in the
United States, more than half the
money to finance public schools comes
from the locality. In many other re-
spects as well, the local community is
far more important in its relation to
schools than is true in other nations.
People in the local community like to
have a substantial say as to how their
schools shall be run. Accordingly, the
state usually delegates much of the
management of schools to the locality.
Adaptation to local conditions and
needs is possible. Experimentation is
encouraged. Innovations which succeed
spread to other communities. All of
these factors encourage local interest
and initiative which are basic in the
unique systems of public edizcation in
the United States.

LIMITATIONS OF THE LOCALITY

While the locality plays a major role
in public education, it has its limitations

90

in financing education. The typical lo-
cality is mainly dependent on the prop-
erty tax for the financing of schools.
This tax, although useful, is inadequate
as the major source of school support.
Communities differ greatly in taxable
capacity. It is not uncommon for local
school districts in a state to differ as
much as 100 to 1 in ability to pay taxes.
The poorest districts cannot finance
satisfactory schools even on confisca-
tory tax rates. . . .

INEQUALITY OF EDUCATIONAL
OPPORTUNITY

Education is financed at a starvation
level in many communities which have
little wealth and in which the schools
are dependent largely on the property
tax for support. Children and youth in
such localities do not enjoy their full
educational birthrights. On the other
hand, some communities which possess
both high taxable capacity and deep
educational understanding provide ex-
cellent opportunities for their chil-
dren and youth, and often also recog-
nize the importance of educational op-
portunity for their adult population.

LOCAL ACTION FOR BETTER
SCHOOL SUPPORT

Improvement in local financial sup-
port of schools can be achieved in
many communities. This will require
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a stepping up of community under-
standing of the relation of adequate
school support to quality education.
It will also require a number of legis-
lative and administrative actions of a
fiscal nature.

THE LOCAL PROPERTY TAX

Nearly all local school money comes
from the local property tax. This tax
has been a stable source of revenue for
local government. It has been a main-
stay of public-school support in the
past and should continue to be in the
future. It is well suited for local use.

However, the property tax has limita-
tions. It is slow to respond to general
economic growth, and comprises a
declining portion of total tax capacity.
It sometimes correlates poorly with
ability to pay. Also, in many communi-
ties, extreme variations in property
valuations per pupil sharply limit the
percent of the local school budget
which the property tax can support.

In nearly all states and localities
there are certain reforms which should
be made in the way the local property
tax is administered. These reforms are
essential if this tax is to be levied in a
way which is fair to the taxpayer and
adequate in raising the share of school
costs it is expected to finance.

UNIFORM AND EXPERT
ASSESSMENT OF PROPERTY

Assessments frequently do not keep
pace with actual or full value of prop-
erty. Great inequalities exist in assess-
ment of individual properties in any
given locality. Also the typical ratio of
assessed value to real value of property
varies according to the kind of prop-
erty. . . .

A major reform needed in nearly all
states is to get property assessed at full

value, or in any case to get it assessed
on an equalized basis, so that parcels of
property of the same real value are as-
sessed at the same amount.

Reform of tax assessment procedures
is possible, but it usually requires legis-
lation providing for expert rather than
political assessments.

The state should set standards as to
the qualifications of local officials con-
cerned with the administration of the
property tax and should supervise the
work of these officers to insure efficient
and equitable performance.

EXEMPTION OF PROPERTY
FROM TAXATION

The total value of taxable property
in a locality should not be decreased by
improper exemption from taxation for
favored groups of taxpayers. When this
occurs, it reduces the amount of prop-
erty tax revenue which can be raised
and places an unfair share of the cost
of all public services on the property
which is taxed.

Some partial exemptions, such as
those on homesteads, are mandated by
state legislation; others result from lo-
cal decisions.

Five states—Florida, Georgia, Loui-
siana, Mississippi, and Oklahoma—
now allow a partial exemption for
homesteads. Fourteen states allow vet-
erans a partial exemption. Several
states exempt personal property. The
total value of partially exempt property
in the 48 states is about $8.0 billion, of
which $4.2 billion is the homestead ex-
emptions of the five states named
above.

Practices and proposals for partial
exemption of property from taxation
should be critically scrutinized. They
penalize a community and may confer
unjustified favors on the individuals ex-
empted. On the other hand, it may be
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desirable to remove broad classes of
property (personal tangible and intan-
gible property) from this tax base for
taxation under a new tax designed as
a fairer measure of taxpaying ability.

STATE LIMITATION OF TAX
RATES

Many states place unduly restrictive
limits on local property-taxing powers.
The state should not arbitrarily limit
the rates which a board of education
and the people of a community may
levy on taxable property for the financ-
ing of current expenses for schools. It
should be up to the people locally to
decide. Tax limitations are most crip-
pling when assessments are far below
full values. A tax limit of 15 mills on
property becomes only 5 mills when
property assessments are allowed to
drop to one-third of full value.

Some states are taking steps to cor-
rect these conditions. They are in-
creasing the tax limits and a few are
basing limits on full value of property.

LOCAL NONPROPERTY TAXES

The legislatures of some states have
authorized certain local nonproperty
taxes to supplement those collected on
property. In some large urban or metro-
politan areas such taxes are feasible,
but in the typical small school district
they would not be practical unless ad-
ministered jointly over a large area. No
matter what taxing powers localities
have, they will still differ markedly in
ability to pay taxes.

SCHOOL DISTRICT
CONSOLIDATION

Consolidation of excessively small
and often inefficient school districts is
desirable from fiscal and other view-
points. Such action reduces the range
in local ability to firance good schools,
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and increases ability to provide ad-
ministrative, supervisory, and other es-
sential school services. Consolidation
also may result in a student body large
enough to make broad curriculum of-
ferings economically feasible.

Local Nonproperty Taxes

The CEF Report, April 1960, No. 1,
gave data on local school taxes levied in
1957-58 in Pennsylvania under the
1947 Act, 481. This state is of special
interest since it has gone farthest in
permitting localities to levy a wide va-
riety of local nonproperty taxes for
school support. Under Act 481 in
1957-58, 2,402 school districts levied
2,837 different taxes.

Views of a School-Board Member

L. L. Ecker-Racz (2:25-30), a
school-board member in 1964 dealt
with problems confronted in raising
adequate funds at the local level. Ex-
cerpts follow.

Public schools dominate American
public finances, second in dollar magni-
tude only to naticnal defense. The pre-
occupation of the public information
media with the federal budget some-
times obscures the fact that in our
governmental system more than half
of the public spending for domestic
government occurs at the local govern-
ment level, relatively little at the federal
level; and that in local spending, public
schools are responsible for the lion’s
share.

There is much in public finance and
particularly in taxation you and I might
explore with profit, for the central
dilemma is still unresolved: How to ob-
tain adequate financing for the critically

1 Stafford, David F., Financing Public Education in
Pennsylvania. Harrisburg: Pennsylvania State Edu-
cation Association, April 1960. p. 2.




important function of public education
when (1) political ideology continues
to clamor for locai level responsibility,
while (2) the incidence of the educa-
tional product, the uneven geographic
distribution of fiscal resources, and
ideology of taxation call for nationwide
tax support.

The role assigned me for today, how-
ever, is that of a school board member,
not that of an economist. My purpose:
to focus your attention on some matters
which handicap those of us responsible
for school policy. . . .

. . . One task, however, stands out
above all others. The school board
member’s number one task is to maxi-
mize his community’s support of the
public school program, support backed
up with appropriations. Now and then
one of us does take a direct hand in
shaping the content of school programs
or takes sides on pedagogical issues.
Most of us, however, are without par-
ticular competence in these specialties
and prefer that the administrator re-
solve them. Our feeble talents can more
constructively be employed in other
directions.

The task of increasing the allocation
of community resources to education is
paramount because, despite the signifi-
cant strides made since the Second
World War, public education remains
woefully underfinanced. This generali-
zation is more true of some states and
communities than of others. It is par-
ticularly true of the densely inhabited
urban cores where relatively very heavy
school and social service needs con-
front relatively meager fiscal resources.
In some measure, however, it is true
substantially everywhere.

The case for additional school sup-
port is compelling so long as the system
over which the school board member
helps to preside falls short of affording
each and every youngster every educa-

tional opportunity, save only that be-
yond his capability. The job is unfin-
ished so long as children are allowed
to reach the end of their teens without
having fully developed their capability
to progress toward a satisfying life,
each to iis own taste and talent. If I
may borrow from one of your ex-co-
workers, Chairman Walter Heller of
the Council of Economic Advisers:
“Equality of opportunity is the American

dream and universal education our noblest
pledge to realize it.” !

. . . Why then, is public education
support inadequate? Why are we so
easily put on the defensive in debating
appropriation requests, so often ma-
neuvered into the posture of seeming
to screen the school administration
from close public scrutiny? School
board members groping for ways to sell
their constituencies on the need for
larger school funds return to this ques-
tion over and over again.

High on my list of obstacles to ade-
quate school support is our inability to
demonstrate in tangible terms the value
of an added dollar of input into educa-
tion, i.e., the lack of an acceptable
yardstick for measuring the educational
product. This lack is keenly felt partic-
ularly in communities in which the ex-
penditure level (cost per pupil) is
substantially above that prevailing in
sutrounding areas. Low expenditure
systems can fall back on seemingly
favorable comparisons with their neigh-
bors. Income statisticians have estab-
lished that each additional year spent
in school adds significantly to our chil-
dren’s prospective lifetime earnings.
This much is clear. But, we know next

1 Economic Report of the President, together with:
Council of Economic Advisors. Annual Report.
\lig::hingts%n, D.C.: U.S. Government Printing Office.
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to nothing about the relative produc-
tivity of alternative inputs into the edu-
cational system. The economist’s con-
cept of substitutions at the margin,
where the several factors of production
compete with one another for the addi-
tional dollar, is ignored if not totally
rejected by educators.

] . L .

Citizens weaned on the rationality of
the market place find it difficult aiso to
reconcile our plea for additional school
activities and for more staff, on the
ground that these will improve the
quality of education, with our dogged
determination to hold on to every com-~
ponent incorporated into the scuocl
program in bygone years.

Pedagogy, understandably, has its
own fashions. This alone does not pre-
sent a problem. It becomes a problem
only because as we follow one fashion-
able project with another—educational
television, teaching machines, group
teaching, itinerant foreign language,
music, art, and physical education in-
structors for the elementary grades,
educational secretaries, lay readers,
cafeteria attendants, etc.—the dogma
permits only additions, never substitu-
tions. Well-meaning citizens, accus-
tomed to business and government
practice, find it difficult to reconcile
this one-way traffic with tight, business-
like administration.

Since you are about to give some
thought to the allocation of your re-
search resources among competing
claimants, I would urge a high priority
for developing measures of productiv-
ity, to aid in the rational allocation of
limited school resources and to help
school board members to increase these
resources.

In an inventory of the factors which
mar the public’s image of the public
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school institution to the detriment of
financial support, I would list next the
drive for political and professional iso-
lation—the inclination to operate the
schools separate and apart from every
other activity of local government.
Americans are too thoroughly wedded
to the proposition that an increased
scale of business operations affords
economies, to willingly accept a dichot-
omy in local government organization,
with schools on one side and general
local government on the other. They
suspect and many even take it for
granted that there is waste when school
administrations go it alone, when
schools and county or city administra-
tions maintain duplicate organizations
for building and ground maintenance,
for motor vehicle and equipment main-
tenance, for procurement, insurance,
and payroll activities, or for public
health and psychological services, to
mention only some of the common
duplications.

While substantial progress can be
reported from some states in the con-
solidation of school districts, the po-
tentials for economy through adminis-
trative cooperation between the public
schools and units of general govern-
ment remain mostly unexplored.

I appreciate that the separatist in-
clinations of the school administrator
stem from the shameful neglect of pub-
lic education in past d . des. The
plight of some of the sc...o1 systems
during the 1930’s is still fresh in the
minds of the older among us. There is
no doubt that a separate organization
with its special purpose pressure group
enabled school interests to mobilize
political strength in behalf of public
education; that without benefit of a
united front and some political mili-
tancy, public education would have




advanced very much more slowly. But
more recent progress in some commu-
nities has rendered the old prescription
obsolete. Even the touching fidelity
with which parent-teacher organiza-
tions support all of our budget requests
seems misplaced at times.

. . . my inventory of institutional
rigidities includes one which, for want
of a better phrase, I call the monolithic
personnel doctrine of public education.
I see it as having two parts: the con-
cept that most functions in the school
system can be performed only by those
with classroom experience; and the
concept that any classroom function is
as important to the school program as
any other, and, therefore, should be
compensaied on the identical scale.
Both seem to depend on the proposi-
tion, also loudly proclaimed, that the
quality of teaching is not measurable.

Parents busily engaged in guiding
their children past the scrutinizing eyes
of college admissions officers and con-
tending with the emphasis on “hard”
academic subjects, can’t fathom the
logic of a unitary salary structure. . . .

As time goes on, the need for close
working relationships between all gov-
ernmental organizations becomes pro-
gressively more imperative. Improved
public understanding of the causes of
school dropouts, juvenile delinquency,
and most recently, of large pockets of
poverty amidst economic affluence, is
making it very clear that (1) public
education is of even greater importance
to national survival than hitherto ap-
preciated; and (2) that its goals cannot
be attained by the schools alone. You
recall the compelling statistic in Presi-
dent Johnson’s recent Economic Re-
port:

Poverty and ignorance go hand in hand:

Of families headed by a person with only
a grade school education, 37 percent are
poor. Of those headed by high school gradu-
ates, only 8 percent are poor. . . .

And his conclusion:

We must upgrade the education of all our
youth, both to advance human wellbeing and
to speed the Nation’s economic growth.

And the statement of the Council of
Economic Advisers:

Our Nation’s most precious resource is jts
people. We pay twice for poverty: once in
the production lost in wasted human poten-
tial, again in the resources diverted to coping
with poverty's social by-products. Humanity
compels our action, but it is sound eco-
nomics as well.?

Progress in resolving these grave
national problems will require con-
certed cooperation among the various
disciplines and specialties available to
local communities but scattered through
school, city, and county administra-
tions, the judiciary, and private organ-
izations. A community-wide effort is
needed. So long as rigidities within one
or the other impair cooperation among
all segments of the community, the ur-
gently sought national goals will be
needlessly delayed.

The multipronged, community-based
approach implicit in President John-
son’s war on poverty affords the public
schools an unequalled opportunity for
a leadership role in this promising na-
tional effort. The public schools dare
not forfeit this opportunity. This is a
[ -gram for the young, to help them
escape poverty. The objective it seeks
is vitally important to the nation. This
program can serve as the vehicle for
more intimate involvement of our
teachers with the community, a role
they found so rewarding in bygone
days. And most importantly, out of this
kind of involvement with municipal

2 Economic Report of the President, op. cit. p. 15,
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and county employees, with those in
private organizations, and with others
who otherwise are untouched by the
public school apparatus, can develop a
broader community base for the sup-
port of public education.

In fairness to the public school com-
munity, it is well to recognize that its
separatist tendencies derive substantial
support from a philosophy of govern-
ment deeply rooted in some dearly
cherished democratic traditions. Keep-
ing decision-making close to the people
with direct access to the electorate was
sound political doctrine when rural so-
ciety characterized this country, when
communities existed in isolation from
one another, and the American was
typically born, raised, and lived out
his life in the same part of the country,
if not the same community.

In earlier civilizations, provincialism
in public programs was sound philo-
sophically and fair economically. It
has some limitations, however, for the
interdependent and interrelated society
characterized by urban concentration,
economic specialization, and mobility.
Each year during the past decade about
10 million persons moved across county
lines, half of them across state lines,
carrying with them everywhere the ef-
fects of the omissions and commissions
of local school systems. The public
school community is now truly the na-
tion. I daresay that if the Jeffersonians
were developing a governmental organi-
zation in today’s environment, they
would not limit the function of public
education to the resources which
chance to be located in individual com-
munities; they would give it some ac-
cess to the nation’s collective resources.

Budgetary Procedure

The Committee in one of its 1960
studies (3:31-34) dealt with the local
school budget. Excerpts follow.
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Each community in the United States
annually prepares a school budget,
which defines the school program,
what it will cost, and how the money
is to be raised. A budget, however, is
far more than a statement of costs and
sources of money. It states in financial
terms the community’s ideas as to what
it expects from its investment in edu-
cation. The school budget is the com-
munity’s financial answers to a number
of critical educational questions.

CRITICAL EDUCATIONAL QUESTIONS

® Does the community look upon its
schools merely as custodial agencies
which keep children and youth off the
streets and which teach them a modi-
cum of knowledge and simple skills?
Or does it expect its schools not only
to transmit knowledge and skills, but
also to yield returns in better-informed
citizens, more trained manpower, better
use of leisure time, increased produc-
tivity, higher living standards, and
greater national security? These are the
returns which nations receive when
they invest generously and wisely in
education.

® Does the community expect its
schools to treat pupils as automatons,
to be taugh. and tested on a mass basis,
expected to conform to a single cur-
riculum, with many leaving school with
a sense of failure at the end of elemen-
tary school or soon thereafter? Or does
the community expect its schools to
treat pupils as individuals who vary
enormously in abilities, interests, and
goals, and to develop fully the talents
of each individual pupil?

THE SOURCES OF QUALITY IN SCHOOLS

Research has shown that the two
most powerful factors in producing
quality education are what a com-
munity expects of its schools and what
it spends to finance them. If it expects




little and spends little, the educational
returns are likely to be small. If it ex-
pects much and spends much, the edu-
cational returns are likely to be large.

. . . few budgets are accompanied by
information as to just what quality of
schooling a proposed budget is ex-
pected to buy.

The typical budget authorizes less
than is needed to provide first-rate
schooling for all pupils. This is to be
expected from procedures usually fol-
lowed. Estimates are made of minimum
financial needs of the schools. These
estimates are then cut to take account
of estimated revenues, these being lim-
ited by ability or assumed willingness
to pay, arbitrary tax limits, underassess-
ment of property, inequitable sharing in
school costs by state and federal gov-
ernments, and other obstacles to ade-
quate support. Even this minimum
budget may be further cut in commu-
nities where review by some other agen-
cies determines the final amount. This
procedure year after year is at the root
of inadequate school support in many
communities.

ESTIMATING A QUALITY BUDGET

Another column should be added
to school budgets which would be
known as the quality budget as opposed
to the official or actual operating
budget. This quality column should
include estimates of amounts which the
board of education would have voted
if the various pressures and arbitrary
restrictions which dictated the “shaved
down” or “cut to the bone” official
budget had not been operative. The
major criterion in determining amounts
in the quality budget would be the best
judgment of the board of education as
to what it would cost to give every child
and youth the best education it knows
how to buy.

The quality budget would have no
official significance. The official budget
would still be the expenditures author-
ized for the ensuing year. The quality
budget, however, would permit the
board of education and the citizens of
the community to know how far fiscal
rather than educational considerations
were determining the school budget.

To know whether a budget is suffi-
cient to finance quality schools, one
needs to ask a number of searching
questions:

1. What class size will the budget
finance? Does it contemplate individ-
ual or mass instruction?

2. Will the budget provide modern
instructional materials?

3. Does it provide for specialists to
aid teachers in improving instruction in
arithmetic and reading?

4. Is there provision for developing
instructional programs to meet the
needs of certain special groups, such
as the physically handicapped, the slow
learners, and the academically tal-
ented?

5. Is there prcvision for counseling
and guidance programs to aid pupils
and parents in planning educational
and vocational careers?

6. Is the salary schedule one which
wiil zttract and hold quality teachers—
one which pays beginning and average
salaries comparable to those paid other
protessionals in the region?

7. Is a summer school provided to
meet the special needs of those who
would otherwise be required to repeat
a grade at a full year’s cost, of pupils
qualified to make an extra grade, and
of highly gifted pupils?

8. Is there provision for a program
using school buildings as community
centers, and for recreation activities us-
ing school playgrounds after school and
during the summer vacation?
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9. Is there a sufficient number of
fully qualified school administrators to
provide the school system with dynam-
ic leadership?

10. Is there a program for the orien-
tation of new employees?

11. Is a penny-wise and pound-fool-
ish policy being avoided by making
school-plant repairs and improvements
as needed to increase the schools’ at-
tractiveness, safety, and general educa-
tional effectiveness?

12. Is there a long-term plan for
meeting future school-plant needs, in-
cluding the purchase of desirable sites
readily available now but likely to be
available only at prohibitive costs if
purchases are toc long deferred?

Affirmative answers to such ques-
tions regarding the budget as those
above will be decisive in determining
the quality of the schools of a com-
munity.

John Guy Fowlkes (4:80) in 1963
further emphasized the need for sound
budgetary procedure.

The budgetary process seems inevi-
tably to be intimately intertwined with
educational innovation. The founda-
tions of most school budgets seem to be
inherently antagonistic to the support
of educational innovation. In the first
place, it appears that too often local
school systems are most concerned
about how their school budgets com-
pare in amount with those of other
communities of similar size. Such mat-
ters as length of school term, breadth
and depth of curriculum, and quality of
teachers—reflected in even as crude a
measure as amount and recency of for-
mal education, contribution to profes-
sional and general literature, and so
forth—are often ignored in comparing
school buugets. :

Nearly universally neglected is any
real consideration of the sociological,

98

economic, and cultural status of com-
munities when school budgets are be-
ing compared. Why should the size of
the school budget in community A be
of any real consequence or concern to
community B? It would seem that the
critical question should be: Is the
budget of a given school system ade-
quate to provide the kinds and amounts
of educational opportunity that boys
and girls need and desire, furnished in
accordance with the highest feasible
quality of excellence, and administered
in an efficient manner?

Erick L. Lindman (5:14-15) in 1964
explored the dimensions of budgetary
procedure.

During recent years we have heard
much about performance or program
budgeting as a means of presenting to
decision-making bodies information
more relevant to the choices they must
make. These efforts are especially
timely in the field of education. Edu-
cational valaes and dollar values are
difficult to compare, yet the compari-
son of these two types of values is the
essence of school budget-making.

Time and again the school board
must compare the educational values
of several possible ways of spending a
specific amount of money. For exam-
ple, if the current expense budget of a
school system is to be increased by 10
percent, a choice must be made from
among several alternative ways of
spending the added funds. Will the
greatest educational value be obtained
by: adding to the elementary school
libraries? buying more language lab-
oratories? employing additional coun-
selors? creating more special programs
for the gifted? establishing more spe-
cial programs for the retarded pupils?
transporting pupils to schools in differ-
ent parts of the city to achieve more
uniform racial balance? These are but




a few of the many possibilities the
school board must consider.

Difficult as this choice may be, the
problem becomes even more complex
when the tax rate dimension is added.
Should taxpayers be asked to contrib-
ute more so that one or two of these
additional educational services can be
provided for children and youth in the
community? This question calls for a
comparison of the value of an educa-
tional service on the one hand, and the
financial sacrifice of taxpayers on the
other.

Still another dimension of complex-
ity is added to the problem when spe-
cial earmarked state or federal aids are
available to support special aspects of
the instructional program. For exam-
ple, during recent years foreign lan-
guage teaching laboratories have been
available to local school districts at
half price because Uncle Sam paid the
other half of the cost under the Na-
tional Defense Education Act. Budget-
ary choices are affected by several
kinds of partial reimbursements from
external sources.

Although the process of comparing
dollar values and educational values
cannot be simplified, it can be clarified
to a much greater extent by better ac-
counting procedures which show more
clearly the effect of earmarked aids
upon the budgetary choices and the
net cost of partially reimbursed edu-
cational programs.

Long-Range Planning
for Local School Revenues

H. W. Schooling (6:67-68) offered
the following as a basis for long-range
planning for local school financing.

. in projecting long-range plans
for local revenues, it would seem rea-
sonable to assume that:

1. Local financing will continue to
be a significant aspect of the total pat-
tern of school support.

2. The property tax will continue to
be the major source of local revenue.

3. Efforts to increase revenue from
the property tax will be met with in-
creasing resistance.

4. Competition for local tax dollars
from other governmertal agencies, in-
cluding those serving special educa-
tional needs, will increase.

5. Urbanization will produce in-
creased inequities in local support in
metropolitan areas.

6. Increasing involvement of citizens
as a means to develop understanding
of the fiscal problem confronting the
schools is essential and will require a
high order of administrative leadership.

7. Citizens generally find the means
to support those things which they be-
lieve in and consider essential. Quality
education does not yet have the high
priority adequate financing will require.
Faith and commitment to education
must be developed, and this must be
done to a major degree at the local
level.

8. A plan to reward local effort
through supplemental allocation in the
state financing program has merit. This
would encourage support of local levies
and if related to effort rather than
amount of money produced, would be
advantageous to all types of districts.

9. Equitable property assessments
must be assured not only to make the
tax equitable but to promote a climate
conducive to public support.

10. A graduated rate, if administra-
tively feasible, might minimize the re-
gressive features of the tax, thereby
enlisting somewhat more support. For
example, it might be possible to use a
factor of say 0.75 on the first $5,000
of assessed valuation, thereby provid-
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ing some relief for home owners, par-
ticularly those in modest circum-
stances.

Long-range planning for local fi-
nancing of education must take into
account three basic factors: a recogni-
tion on the part of the public (a) that
public education is important and sig-
nificant, (b) that there is a positive re-
lationship between expenditures and
quality of program, and (c) that the
amount of local support, provided pri-
marily through the property tax, will
continue to be a decisive factor in mak-
ing provision for the kind of educa-
tional opportunity appropriate and es-
sential for our times.

Significance of the Property Tax
for School Finance

In 1958 the Committee issued a bul-
letin which emphasized the fundamen-
tal importance of the property tax for
local school support. Excerpts from
this study (7:5-8, 11-14) follow.

The entire fiscal structure of local
government rests upon the general
property tax. From the very beginning
our cities, towns, and counties have
depended upon the property tax to pay
for adequate police and fire protection,
education, health, and other necessary
public services. . . .

Despite its importance to local gov-
ernment functions and especially to
public education, it is a poorly admin-
istered tax that has undergone few im-
provements over the many years we
have used and depended upon it. In
recent years, however, the citizens of
several states, trying in desperation to
find ways to support more adequate
local services, have focused attention
on the property tax and demanded re-
form. . . .
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. . . According to Newcomer,® the
extra-legal reductions in the assess-
ments of personal property (because
of underassessment and because of
failure of the assessor to locate and
place items of personal property on the
roll) are, from a revenue standpoint,
more important than the legal exemp-
tions.

The property tax is the pivotal tax
in the local revenue systems of almost
all municipal governments and inde-
pendent school districts. The property
assessment, tax levy, and tax collec-
tion, all within the local tax district,
stimulate citizen interest and participa-
tion in the community’s school pro-
gram. Although state aid is essential to
the support of public schools, school
finance people generally oppose a
complete transfer of fiscal responsibil-
ity for public education from the local
school district to the state. Many
school finance theorists observe some
connection among three phenomena:
reliance on local sources of revenue
(within the limits of the community’s
fiscal ability), citizen interest in the
schools, and a well-supported educa-
tion program. Too much reliance on
the local property tax may prejudice the
taxpayers against public education,
while too little reliance on the local
property tax for support of schools may
foster local indifference to the school
program.

School officials, even those in fiscally
independent school districts, rely on
county or other municipal officials for
the functions of assessment and col-
lection of the property tax. Even so,

3 Newcomer, Mable. “Property Tax Trends.” Pro-
ceedings of the Forty-Sixth Annual Conference on
Taxation. Sacramento, Calif.: National Tax Associa-
tion, 1954. p. 50.
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local and state school officers can do
much to influence improved assess-
ment procedures by actively supporting
legal and administrative reforms in
property assessments.

REFORMS OF THE PROPERTY
TAX

Jensen described the evolution of
the property tax in America as an end-
less tinkering with details.? In the past
30 years, property tax laws have under-
gone two major reform periods: one to
restrict the productivity of the tax and
the other to increase its productivity.

CHANGES IN THE BASE

The records of the National Tax As-
sociation indicate that among all the
major taxes the property tax has been
subject to the most criticism and the
most piecemeal reform. At this date,
neither the critics nor the reformers are
placated. . . .

In a complex economic society all
forms of wealth are difficult to search
out and assess under the general prop-
erty tax. Some wealth assets can be
taxed with more equity by taxes other
than the general property tax. Intan-
gible personal property (paper evi-
dences of wealth) is the most difficult
form of wealth to locate and assess for
local property tax purposes. . . .

Real estate has proved most suscep-
tible to the property tax because it can-
not be hidden from the assessor and
because ownership of real estate is a
matter of public record. Because of
difficulties of location and assessment
of other kinds of property for local tax
purposes, the base of the general prop-
erty tax is now largely real estate. . . .

3 Jensen, Jens P, Government Finance. New York:
Thomas Y. Crowell, 1937, p. 246.

James A. Arnold, Jr., Chief, Tax Re-
search and Statistics, New Jersey Divi-
sion of Taxation (8:59-64), pointed out
that the property 1ax will continue to be
a principal source of school revenue
and offered suggestions for its im-
provement.

. . . public schools are stuck with
major dependence upon property taxes
for a long time to come. This little fact
of school financial life suggests a trans-
fer of some of the energy which has
gone into berating the property tax
to the more productive purpose of
making it work.

RESIDUAL TAX

The property tax is the residual tax
support for local services in every
state. In contrast to other taxes which
apply at established rates until such
time as they are changed by legislative
action, property taxes are adjusted
each budget period in a manner to
provide that part of budgeted expendi-
ture not covered by anticipated re-
ceipts from all other sources. There
may be some exception to this easy
explanation in places where rigid tax
rate limits apply, but the general pic-
ture of the property tax as a residual
tax remains unchanged.

New Jersey is an example state
where the residual character of the
property tax is very much in evidence.
There are no property tax rate limits
in New Jersey. . . .

Whatever the future holds in the
way of tax change, New Jersey and
other states can expect local property
taxes to carry a major portion of local
school costs for a long time. . . . The
best that can be hoped from even a
drastic “replacement” program is that
future increases will be spread over
a wider base and the degree of depen-
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dence upon property taxes will be less
major than it is now.

PROPERTY TAX ENVIRONMENT

Property taxes and property tax
procedures developed before the day of
calculating machines and punch card
systems. Administrative methods which
would be regarded as intolerable in
any other of the newer tax forms have
long since acquired institutional status
in the case of local property taxes. The
softness with which even the most ven-
turesome state equalization authorities
tread in the field of local property as-
sessments bears witness to the venera-
bility of practices which have little
besides age and custom in their favor.

Catastrophic tax defaults during the
depression years of the 1930’s accel-
erated an already evident trend to-
ward “property tax replacement”
throughout the nation. It became
commonplace to look upon property
taxes as something more easily re-
placed than repaired. In some of the
states, property taxes were substan-
tially reduced and rigid tax rate limi-
tations were applied to keep them that
way. In nearly all states they were
supplemented with revenues from other
sources. Vastly increased state finan-
cial aids to local schools became the
order of the day, and some students of
taxation even contend that the prop-
erty tax was on its way out. Inade-
quacies of local property tax admini-
strative procedures became all the
more apparent in the face of what
seemed an inadequate revenue poten-
tial.

No tax measure can be considered
as something wholly- apart from the
environment in which it operates. The
decline in relative position of the prop-
erty tax as a source of school support
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during the past generation occurred
simultaneously with the expansion of
state and local tax structures to in-
clude such new tax forms as sales taxes
and income taxes. . . . It is probable
that the next generation will not wit-
ness the same de-emphasis of the
property tax as did the last generation,
for the simple reason that there are
fewer nonproperty tax sources left to
be adopted. More and more the choice
will become that between increasing
the property tax or increasing some
other tax already .n use. This is a dif-
ferent choice than one between in-
creasing the property tax or reaching
into virgin ta. fields where there is the
prospect of picking up new taxpayers.

Like all generalizations, this one has
been overdrawn a bit, but it does imply
that from here out property taxes and
nonproperty taxes will share whatever
growth occurs. Some of the states
which have travelled the farthest down
the road of property tax replacement
are now looking for ways to shift some
of their new revenue requirements
back to the property tax. Witness ef-
forts to revalue property in tax-rate
limit states like West Virginia, where
it is charged that property does not
carry as much of the tax load as it
should.

BASES FOR IMPROVEMENT

There remains the question of what
to do by way of improving the property
tax. At the risk of appearing categori-
cal, the following areas of action are
offered as bases for further develop-
ment:

1. Assessment districts in most states
are too small and should be enlarged,
even to the point of providing for state
assessment.

- Sound property assessment is a
complicated technical function which

LRRma—




o —

= e e — i o . — " .~

© et 2 s <

e — b e e R — — v — o & v %y

bon ot

Tk T

£t oar .

L S RS R LT S U T

requires qualified personnel and ade-
quate facilities. Traditional passion for
home rule is a poor excuse for leaving
the apportionment of property taxes to
the part-time untrained and poorly
equipped assessor. Reason suggests
that home rule relates to the prepara-
tion of budgets and the levying of
taxes rather than to the technical
function of assessing property. If we
mean what we say about the desira-
bility of uniform assessments, there is
no room for local adjustment or nego-
tiation. The saddest part of most state
equalization programs is the frustra-
tion of even the most precise standards
for uniform assessment as they are
actually applied at the local level. The
best equalization program is a poor
substitute for good initial assessments.

2. Property assessment equalization
procedures should be clearly and
simply stated in a manner capable of
application without resorting to the
mysticism of ritualistic formulas vague
in definition and questionable in re-
sults.

The statistical operation of an equal-
ization table is neither complicated nor
mysterious. It requires nothing more
than systematic compilation of sales or
appraised values and a comparison of
those values with actual assessments for
the same properties. Adequate weighing
of different classes of property is both
possible and practical, but it requires
realistic data-gathering as a basis for
the classification. New Jersey follows
the practice of obtaining records of
deed transfers from county clerks and
submitting lists of all transactions used
in the determination of local assessment
ratios to local officials in each taxing
district who may question the inclusion
or exclusion of any item. The equaliza-
tion table developed from such com-

pilations is a matter of simple arith-
metic which anyone interested enough
to do so can apply for himself.
Foundation school programs sup-
ported by state equalization aid can
succeed in their purpose only if they
rest upon equalized valuations capable
of commanding respect. Because the
equalization has meaning only as a
measure of local taxing capacity, it
defeats its own purpose if it reflects
anything except what can be taxed.
Here is one feature of the property tax
environment which no school financial
officer can afford to compromise.

3. Personal property is not now, and
never has been, truly a part of the
general property tax base measured
by “true value” and should be replaced
or assessed according to more ap-
propriate standards.

Traditional assessment of personal
property under general property tax
rules has reduced this part of the tax to
a “negotiated contribution” in too many
states. Although this criticism is es-
pecially pertinent in the case of intan-
gible personalty, it applies to most tan-
gibles as well.

4. The only dependable protection
against discriminatory tax treatment
for any taxpayer is the full application
of the law to all taxpayers.

It is an old story in property tax
circles that tax law and tax practice
are not always the same thing. This ob-
servation applies to the common prac-
tice of assessing at something less than
the full statutory standard as well as the
assessment of different properties, or
different classes of property, at differ-
ent levels. A little reflection suggests
that any taxpayer who seeks the kind of
‘“understanding” with local taxing of-
ficials which places him in a “favorable
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tax position” is in fact seeking destruc-
tion of the only protection he has
against becoming the victim of similar
“favorable tax positions” for other tax-
payers. The property tax appeals proce-
dure in too many jurisdictions is muti-
lated by the recognition that statutory
standards are not applied and thus are
not effectively available as a basis for
decision.

Aside from the equity considerations
involved, school financial officials
should see in this practice of extra-
legal assessment practices a process of
eroding their tax base through competi-
tive favoritism and a general taxpayer
resistance born of distrust in the in-
tegrity of the tax itself. A good rule to
remember is that if the law cannot be
applied to all taxpayers as it reads, it
is the law that needs to be changed.

5. Property tax exemptions in gen-
eral, and homestead exemptions in
particular, have the effect of separat-
ing benefits of tax-supported services
from tax responsibility.

Property tax exemptions have the

effect of shifting tax responsibility to

such property as remains taxable after
the exemption. In the abseace of rigid
tax rate limits, this shift is direct in
the form of higher tax rates to offset
the exemption. Where rate limitations
are rigid, the shift is less direct, but
none the less present. Exemptions for
home owners have particular signifi-
cance in school taxes because they have
the effect of transferring taxes from the
very citizens who are most concerned
with. the public school program. By
transferring school tax responsibility
to rented properties and to business

- properties, homestead exemptions have
the effect of requiring these properties

to carry the tax costs for the most ex-
pensive of all local services intimately
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associated with pride of neighborhood
and home ownership. This shift com-
pounds the conflict in interest between
large taxpayers and small home owners
who rarely pay their own school costs
even without any exempticn.

Aside from serious erosion of the
property tax base, homestead exemp-
tions can create problems of taxpayer
resistance to any increase in local
school budgets. If anyone should not
be excluded from the school tax base,
it is the home owner.

6. Any adoption of rigid property
tax rate limits should be supplemented
by the provision of an alternative re-
sidual tax source.

Sound budgeting requires that there
must be at least one tax source flexible
enough to permit annual adjustment to
round out revenue requirements. In
American tax practice this flexible
source is the property tax. Even the
state governments which have aban-
doned property taxes in favor of their
local governments have standby prop-
erty tax authority to pledge for their
bond issue and to use in the event
they get into financial trouble. It is a
common provision of tax rate limita-
tions that debt service requirements are
wholly or partially excluded and that
additional taxes can be imposed by ref-
erendum.

There is no technical reason why
another tax cannot be used as a residual
tax source. For example, a sales tax or
an income tax could be subject to an-
nual rate adjustment.

7. The property tax base is the
value of the property, and the prop-
erty tax should not be judged in terms
of any other base.

It is an old custom to criticize one
tax because it does not follow the pat-
tern of another. Sales taxes and prop-
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erty taxes are criticized because they
create tax apportionments different
from what would prevail under an in-
come tax. Income taxes are criticized
because they are not related to the
amount of property owned. Realism
requires a recognition that the pattern
of tax distribution is determined when
the tax base is selected and any deci-
sion to change the distribution should
include a change in the base itself.
Property taxes originally developed
as “ability to pay” taxes. They rested
upon the assumption that ability was
evidenced by wealth which was in turn
evidenced by property ownership. No
small part of the complications which
have developed in the property tax are
the product of efforts to change this
concept without changing the tax itself.

Property Assessment and
Local School Support

The Committee on Educational Fi-
nance has repeatedly emphasized the
importance and complexity of iocal
property assessment. A 1958 bulletin
(9:6-31) dealt with this problem.
School people were urged to work with
laymen for reform of property assess-
ments. The following are excerpts from
this study.

The property tax is condemned on
three counts: on equity, on productiv-
ity, and on its use as a measure of local
fiscal ability. These charges stem largely
from the assessment of the taxable
property which is the base of this tax.

Equity—Assessments which are
based primarily on valuations of a
former period do not ‘have current
equity for distributing the burden of
the tax among taxpayers either within
the taxing districts or among the tax-
ing districts of the state. . . .

Productivity—As a revenue source
the property tax, because of its assess-

ment, is failing to meet the rising costs
of governmental and school services.
Many local districts have reached the
inelastic tax rate and debt limits which
are fixed by state statutes or constitu-
tions as percents or ratios of the as-
sessed value of property within the tax
district. . . .

Measure of local fiscal ability—OQb-
solete and inequitable assessments can-
not serve as a measure of the relative
fiscal capacity of local districts for
purposes of equalization in the appor-
tionment of state aid or for purposes
of levying a state property tax. Some
local assessors have kept their valua-
tions low in order to qualify their dis-
tricts for more state aid or to minimize
the burden of a state property tax on
taxpayers within their districts. . . .

BASIC PROBLEMS IN
ASSESSMENT AND
EQUALIZATION

The problems in property assessment
stem from the nature of the values of
real estate in a complex and changing
economy. For sales and income taxes,
the base of the tax, which corresponds
to the assessed value, is available from
the expression of income and sales or
expenditures in terms of dollar amounts.
Furthermore, the bases of income and
sales taxes fluctuate automatically as
barometers of economic conditions.
This is not true of the property tax as
it applies to real estate. '

FROM AN AGRARIAN TO AN
INDUSTRIAL ECONOMY

In the simple agrarian economy of
the eighteenth and nineteenth centuries
property assessment presented few
problems. The farmer, as well as the
urban dweller, was considered a fairly
good judge of the value of other prop-
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erties in the community in comparison
with his own. Basic problems in assign-
ing values or assessment arose as real
estate became increasingly diverse in
economic use. Assessment of real prop-
erty today is a complicated procedure.
Equitable assessments require knowl-
edge of the values and relative values
of many different types of property—
urban and rural; improved and unim-
proved; forest, pasture, and mineral;
commercial, residential, and industrial;
and many subclasses and combinations
of classes.

VALUES RISE AND FALL

The assessment procedure has be-
come a more complicated process on
still another count. Historically, real
property was considered to have a
stable value in comparison with other
wealth phenomena in the economy.
More recently, we have become acutely
aware that real property values rise
and fall, somewhat sluggishly and be-
hind, tho still in concert with, other
forms of wealth. The valuations of real
estate for tax purposes must respond
accordingly if the property tax is to
improve or at least maintain its position
as a revenue producer.

DETERMINING THE VALUE FOR
TAX ASSESSMENT

Value refers to the price of real
estate, the dollar amount traded for
ownership of a parcel of real property.
No confusion arises until the assessor
attempts to find such a value for every
parcel of property on the assessment
roll.

VALUES FOR TAX ASSESSMENT

The term value in real estate assess-
ment for property tax purposes needs
further definition. Ellinwood has listed
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52 separate descriptions of value to il-
lustrate the wide variations in concepts
of value in regard to the base of the
property tax.?

State courts have frequently, but not
consistently, interpreted the statutory
definition of value for tax assessment
purposes to be that price arrived at in
a free market sale. . . .

FINDING THE FAIR MARKET VALUE

The schedule of costs which the as-
sessor adopts can be tested by compar-
ing it with recent sales, appraisals, and
data from income capitalization. This
method of assessment—summation of
unit costs—has two advantages: (a)
It is inexpensive in comparison with
methods used by professional ap-
praisers. (b) It produces a high degree
of equality of valuations among similar
types of properties since the same unit-
cost schedules are used, and a degree
of equality among all types of prop-
erties since the schedules of unit costs
are related.

LEVEL OF ASSESSMENTS

In property taxation, the level of as-
sessment is the percent or ratio the
assessed value is of current market
value. The level of assessment is at
100 percent when the assessed value
is equal to the market value. Whenever,
by statutory authority or by practice,
the level of assessment is less than 100
percent, the assessment is referred to
as a debased or fractional assess-
ment. . . .

¢ Ellinwood, David M. “Guideposts to Success in
Debt Manageraent.” Municipal Finance 29: 119;
February 1957.
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FRACTIONAL ASSESSMENTS
ARE THE RULE

In the administration of the property
tax no state has achieved a 100-percent
level for all local assessment units or
for all classes of real property. In prac-
tice, fractional assessments are the rule
regardless of the statutory standard. . . .

FRACTIONAL ASSESSMENTS MAY
RETARD EQUALIZATION

As values in real property have risen
and assessments have lagged, the ratio
of assessments to cash value has de-
creased to an absurd level in some
states and counties. . . .

Many tax assessors and administra-
tors favor equalization of assessments
but at a level below 100 percent. They
argue that equalization can be achieved
on any level. The arguments in favor
of a 100-percent assessment level which
is kept current appear stronger than
the arguments in favor of debased
standards. Debased standards have the
practical effect of keeping the taxpayer
from seeking equalized assessments.
The taxpayer is confused when he com-
pares the assessed value on his property
with that of his neighbors. Furthermore,
the taxpayer tends to be satisfied with
the assessment of his property when
the assessment is on a debased level
rather than risk a higher valuation
should he complain that his assessment
is not equitable. Thus, for the assessors.
debased assessments are an effective
means of eliminating a large portion of
the complaints from taxpayers. De-
based assessments do not serve the best
interests of the governments levying
property taxes because school districts
and other local governments do not
profit from attitudes of hostility or eva-
sion on the part of taxpayers.

For school districts which depend
upon the property tax for revenue, de-
based assessments also have the effect
of limiting revenue. Thru administra-
tive action of the assessor or the state
equalization agency, the revenue which
can be derived from the tax base is
limited. The statutes require full valua-
tion or valuation at some fraction of
full value. All recent studies have
shown that the actual level of assessed
value has been far below the statutory
standard. A school district in need of
revenue may be limited in increasing
local property tax revenue by limits
on the tax rate and by statutory and ad-
ministrative limits on the level of assess-
ments. Strangely enough, the debased
assessment levels fixed by township,
county, and state assessors are far be-
low the statutory levels.

EQUALIZATION AT THE
STATE LEVEL

Equalization of the assessment rolls
of more than one assessor or more than
one assessment district is called ex-
ternal equalization. This type of equal-
ization may occur at the county level
where the primary unit of assessment
is the local township, or it may occur
on the state level to equalize the assess-
ment rolls of the counties thruout the
state.

The job of external equalization is
easier where the local assessment dis-
tricts use modern assessment proce-
dures and have achieved equalization
of the individual assessment rolls.

METHODS OF INTERCOUNTY
EQUALIZATION

External type equalization can be
accomplished by several methods and
with varying degrees of success:
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1. The state may accept the percent as-
scssment level certified by the separate coun-
ties and merely raise or lower all county
ratios to a common percent of real value.
Unless the state has supervised or otherwise
assisted local assessment, this method both
accepts and perpetuates both internal and
external inequalities.

2. The state agency may make spot ap-
praisals of a sample of the assessment roll
in each county to check the accuracy of the
ratio certified by the county assessor.

3. The state may conduct an assessment
sales ratio study of sample properties where-
in the dollar amounts of free market sales
are compared to the local assessments to
establish a sales assessment ratio. Sales data
are usually supplemented by data on income
capitalization and appraisals to check their
validity and to establish ratios for classes of
property which are sold infrequently.

4. The state may order a revaluation or
appraisal of all the taxable property in the
state. Equalization is accomplished thru cur-
rent revaluation by uniform assessment or
appraisal technics.

THE INTENT OF STATE EQUALIZATION
PROGRAMS

An equalization program may (a)
result in an order to change local
assessments for local tax purposes or
(b) merely use the equalized assess-
ments for a state property tax levy,
for state assessment of locally taxed
property, or for distribution of state
aid. In the case of the latter use, the
local assessment rolls are not changed
for purposes of the local tax levies;
however, the state assessment figures,
if published, may have a salutory effect
upon the equalization of local assess-
ments.

STATE ASSISTANCE TO LOCAL
ASSESSORS

Another step toward achieving equal-
ization of assessments thruout a state
is a program of compulsory or optional
assistance to local assessors. Almost all
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the states offer some kind of aid to local
assessors. Education—upgrading of the
local assessor’s knowledge and applica-
tion of scientific technics—is one of the
most important jobs undertaken by the
state equalization agencies in many
states. . . .

THE ROAD AHEAD
The hope for preserving the property
tax . . . lies in (a) legal reform which

is not mere tinkering around with basic
inequities to satisfy political pressures
from special interest groups and (b)
sound administrative reform. It is esti-
mated that the property tax revenues
could be increased at least threefold at
the present level of tax rates if the as-
sessment of the base truly measured the
current value of taxable real property.
School people have a special interest
in the preservation of the one most
productive source of local-school reve-
nue. The property tax affords the sev-
eral local school districts the oppor-
tunity to have a well-supported school
program at standards above the mini-
mum state program. Furthermore, as
the base of the property tax measures
local fiscal ability, assessments at cur-
rent levels of value are a practical index
for use in the distribution of state aid.
The need for upgrading the quality
of assessments and the need for equali-
zation are critical. It is an anomaly in
American government that the assessor
who is outside the staff and line of pub-
lic education can, at his own determina-
tion and in disregard of the statutory
provisions relative to the level of the
assessment, raise and lower the tax base
upon which these local governments
depend for . . . their locally collected
revenue. It is evident where the level of
assessment is lower than the statutory
standard that the assessor has assumed
the role of arbitrator between local
units which levy the property tax and
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the taxpayers. It may well be asked if
the asscssor is qualified for this role.

In response to the local units’ in-
creasing need for revenue and in re-
sponse to the demands of taxpayers to
reduce the inequities in the property
tax, programs for reform in adminis-
tration and equalization are under way
in most states. School officials must be
prepared to support these programs of
equalization and other reforms as fol-
lows: to work for scientific, equitable
assessment; to establish the office of
assessor on a professional level; to
work for assessment districts large
enough to employ full-time profes-
sional people; to work for annual as-
sessments at statutory levels of value;
to work for internal and external equal-
ization; and to work for just adminis-
trative and judicial procedures for the
review of inequities.

State Efforts for Assessment Reform

In 1959 the Committee continued its
work in property assessment reform by
making a case study of six states where
efforts to improve assessment practices
recently had been made or were under
way. The assessment situation in these
six states led to the conclusion: “In-
equalities in assessments are present
throughout the United States in varying
dimensions among properties of the
same class in the same district, among
properties of different classes, and
among the aggregate county or local
assessment rolls throughout the state.”

The general findings of this study
(10:43-45) are summarized below. It
should be kept in mind that conditions
in these states have doubtless changed
since 1959.

SUMMARY AND OBSERVATIONS

The six programs presented in the
foregoing chapters describe serious at-

tempts of six states to improve equity in
property tax assessments. The details of
the operation of the program were
drawn largely from secondary sources.
The descriptions may or may not fit the
programs in current operation. As one
property tax administrator noted:
“Once set in motion, a state equaliza-
tion body does not tend to continue in
the same direction at the same rate of
speed.” *

No two programs described are ex-
actly alike in operation. The programs
were tailored separately by the respec-
tive state legislatures to fulfill specific
objectives for each state. Three of the
programs involved state-wide reap-
praisal projects, followed by a program
to maintain, in subsequent years, the
level and equity established by the ap-
praisals. These programs include those
of Arkansas, Colorado, and Oregon.
Three others described are state-
directed programs for intercounty
equalization. The programs of Cali-
fornia, Missouri, and New Jersey limit
the scope of state activity to equaliza-
tion among the assessment rolls of the
counties within the state. In Missouri
and California the state agency has had
the authority to adjust the county roll to
an acceptable ratio of assessments to
some common standard of full value.
In these two states the state agency has
at least once ordered percentage in-
creases for counties which raised the
assessments of all property within the
county by the proportion stipulated by
the agency as necessary to bring the
county rolls up to the minimum ac-
ceptable level for all counties within
the state. In New Jersey the action of
the state agency does not affect the as-
sessment of properties within the sev-
eral tax districts of the state. The ratios

1 Welch, Ronald B. “Intercounty Equalization in
California—Part II: Action and Reaction.” National
Tax Journal 10: 148-57; June 1957. p. 148.
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are determined for each tax district, but
the use of the ratios is limited to formu-
las for the distribution of state support
for schools. The programs of Missouri,
California, and New Jersey do not di-
rectly affect the internal equities on the
tax of the assessment rolls of the coun-
ties or local tax districts. However, the
action of the state agency in inter-
county equalization has had a stimu-
lative effect on county or other local
programs of reappraisal and equaliza-
tion. For those programs which begin
with a reappraisal of all property within
the state, the maintenance program
which follows the reappraisal activity is
similar to the intercounty equalization
programs described for California and
Missouri, and the equalization program
of New Jersey.

Tax reform is never uncomplicated.
Property assessment has been pecu-
liarly resistant to reform efforts, largely
because the taxpayers involved repre-
sent the spectrum of all general and
special interests throughout the state.
Taxpayers’ and individuals’ interests
are presently vested in the inequities of
bad administration. Assessment prac-
tices and the elected assessing officials
are meshed with the local political sys-
tems. Hence, the public relations and
education aspects of an equalization
program are the keys to its successful
operation. Several years of the reform
effort have preceded the inauguration
of most state equalization programs.

One clue to the successful launching
of an assessment equalization program
emerges from this review. From the ex-
perience of Missouri and New Jersey it
may be deduced that the way for the
state to enter the equalization field is
somewhat eased if the ass
equalization program is tie
new and improved progra
school support. The Caliform?/ eqya
zation program has had urlaylent
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career. One reason may be that the
equalization portion of state school sup-
port had for many years been distrib-
uted on the basis of assessments which
were not currently equalized. The dis-
tribution of state funds to equalize edu-
cational opportunities, if based on
assessed values, may facilitate the in-
auguration of a state assessment equali-
zation program if timed to coincide
with the inauguration of a new or im-
proved school foundation program. On
the other hand, the distribution of state
school funds, based on some inverse
ratio to unequalized assessment, may
operate to perpetuate the status quo in
property tax equity.

Citizens are acutely aware that the
level of assessments, as well as the tax
rate, is a component of the taxpayers
bill. Fear is frequently expressed that
school districts or other local govern-
ment units will take advantage of the
increase in assessments to realize a
windfall in revenue without any change
in the tax rate. To some taxpayers this
often expressed fear results in opposi-
tion to the whole equalization program.
The real danger that school districts
and other local units will take advan-
tage of the opportunity is, of course,
somewhat offset by the present tax rate
and debt limitations which have been
made more stringent over the years as
the level of assessed values to full value
has decreased. Two state programs re-
viewed in the foregoing sections have
limited the immediate utilization of the
increase in valuations, by legislation or
by policy designed to allay taxpayers’
fears. In Missouri, school districts were
not permitted to take immediate ad-
vantage of the increased tax base fol-
lowing the orders of the tax commission
0 raise assessments. Soon after the in-
ayguration of the equalization pro-
ram, legislation was passed compel-
ling all tax bodies to reduce their levies
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in order to bring in substantially the
same amount of revenue as was antici-
pated before the increase was made, if
the increase was in excess of 10 per-
cent. Colorado’s levy limitation law
provides that a school district or muni-
cipality cannot increase the levy more
than 5 percent over the previous year’s
levy without permission of the tax com-
mission. When the appraisal program
went into effect, the legislature changed
the law so that when the tax commis-
sion gave approval to a school district’s
increase for one year, the following
year the levy would revert to the pre-
vious level. Following the reappraisal
program, the tax commission refused
most requests for increases so that the
school districts were forced to ask the
local electorate to vote the desired levy
increase.

The evidence developed in Califor-
nia for those counties which were or-
dered by the state equalization board
to increase assessments indicates that
for the most part increases in the levy
for the year following the assessment
increases were not unduly high, and
that other factors, such as the possi-
bility of a reduced state equalization
grant, may have encouraged some
school districts to maintain the tax rate
at the level achieved prior to the in-
crease in assessed values.

The programs for increasing the
technical skill of the local assessor are
featured prominently in each of the six
programs reviewed. Inservice training,
manuals, maps, records, and field dem-
onstrations are an important part of the
service of the state agency to the local
assessors, which is designed to improve
the quality and the skill of the local as-
sessors. All these techniques bypass the
question, Should the assessor be an ap-
pointed officer—appointed for his skill
in appraisals? States considering this
problem have faced realistically the fact

that it would be impossible to hire
highly qualified appraisers to fill all the
assessor posts in the state. In addition,
the office of the locally elected assessor
is so meshed with the local political
structure that efforts to replace the
elected assessor with an appointed as-
sessor are practically impossible. Most
states with current equalization pro-
grams have chosen to follow the course
of improving the work of the assessor
by improving his technical skill and
equipment, while leaving the question
of substituting an appointed assessor to
be solved at some future date.

Major obstacles to the operation of
state-directed equalization programs
can be identified as follows:

1. Securing sufficient staff and
money for the state program

2. Overcoming the local assessors’
opposition to state assistance and direc-
tion in a function which has been tra-
ditionally local

3. Assigning the correct and equi-
table share of burden of the property
tax among classes of property

4. Overcoming the resistance of
groups of taxpayers which have vested
interests in the low and inequitable
level of assessments because of partial
exemptions, the distribution of state
aid, or the favorable treatment afforded
some classes of property

5. Creating public understanding of
the equalization process and how it
works.

The solution of all these problems in
equalization is a part of the day-to-day
activities of the state equalization
agency. The states which have equali-
zation programs are indeed to be con-
gratulated.

Variation in Property Tax Rates

CEF Report, September 1963, No. 8
(11:7-9) reviewed a study of varying
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broperty tax rates in different states
and geographical areas.?

Property tax base—The estimated
property tax base for 1959, consisting
of equalized values of property at 100
percent of estimated full market values,
totaled over $1 trillion. The figures be-
low compare the regional distribution
of the equalized property tax base for
1959 with the regional distribution of

children 5-17 years of age:
Percent distribution
Property Persons
tax 5-17 years
Region base of age
US ......... 100% 100%
New England .. 5 5
Mideast .. ... .. 20 20
Great Lakes . .. 22 20
Plains ........ 10 9
Southeast .. ... 15 23
Southwest . . ... 10 8
Rocky Mountain 3 3
Far West . . .. .. 15 12

Only in the Southeast region is the
share of the U. S. estimated property
tax base smaller than that region’s
share of children 5-17 years old. The
Southeast with only 15 percent of the
property tax base had 23 percent of the
nation’s children 5-17 years of age.

Effective property tax rates—Dis-
tinct regional patterns in property tax
rates were observed. . . .

Variations in the effective property
tax rates are greater than differences in
per-capita income. . . . Effective prop-
erty rates in 1960 varied from 71 per-
cent above to 64 percent below the
U. S. average. Per-capita personal in-
comes ranged from a high of 36 per-

2 Advisory Commission on Intergovernmental Rela-
tions. Measures of State and Local Fiscal Capacity
and Tax Effort. A Staff Report. Washington. D.C.:
the Commission, October 1962.
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cent above to a low of 47 percent be-
low the U. S. average. Regional average
effective property tax rates and per-
capita personal income relative to the

U. S. average as 100 percent are shown
below:

Effective Per-capita
property personal

Region tax rates income
Us. ......... 100% 100%
New England . . 150 111
Mideast ....... 129 117
Great Lakes . .. 107 107
Plains ..... . .. 100 93
Southeast ... .. 64 72
Southwest . .. .. 71 86
Rocky Mountain 86 95
Far West ... ... 93 119

CEF Report, September 1963, No. 8
(11:9-11) also reported a New E ngland
study which illustrates the wide varig-
tions in equalized property values and
emphasizes the importance of taking
this factor into account in distribution
of state and federal aid. One needs to
distinguish between flexibility of prop-
erty tax revenues (relation of revenues
raised to personal income) on a na-
tional basis as opposed to flexibility of
property tax revenues in individual
states and localities.

THE PROPERTY TAX AND
LOCAL SPENDING—A NEED
FOR BALANCE "

Equalized property values per capita
in New England towns and cities range
from about $1,000 per capita to more
than $30,000 per capita. This range is
much greater than the difference in ex-
penditures among local governments:
Expenditures for current purposes vary
from about $40 to about $400 per per-
son. Equalized tax rates range from less

© Extracted  from New England Business Review.
Published monthly by the Federal Reserve Bank of
Boston. December 1962. p, 1-4.
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than $10 to more than $65 per thou-
sand.

The following analysis demonstrates
that tax rates arc generally lower in
towns with high quality residential
property or a substantial amount of
industrial or resort property. Such for-
tunate towns have high per-capita tax
bases and at the same time have high
per-capita spending. In other words,
the “haves” spend more than the
“have-nots’ and still enjoy lower rates.

The analysis suggests that capacity
to raise local revenues, as measured by
equalized or full market value of prop-
erty, should be a much more important
factor than it now is in formulas for the
distribution of state and federal aid.

In New England the property tax is
the major source of local revenue. It
provides 87 percent of local revenues
exclusive of state and federal aids. The
base of this tax, therefore, can be used
to measure the capacity of local gov-
ernments to raise the revenues they
need.

Equalized values and tax rates pro-
vide a reasonable basis for comparisons
among towns and cities within a state,
although the full value figures are more
accurate for residential than for other
types of property. The definition of the
tax base differs among the states, but
the major differences are taken into ac-
count here.

RELATION OF TAX EFFORTS
TO TAX RESOURCES

Tax efforts reflect many differences
among local communities. Some com-
munities spend large sums for schools.
Places with a high proportion of pro-
fessional people are likely to spend
heavily on school buildings and equip-
ment and to have above-average
teacher salaries. In a number of com-

munities, a considerable proportion of
the families send children to private
schools. Communities with a high pro-
portion of persons over 65 and in low
income groups have relatively high wel-
fare costs. Cities tend to have higher
costs for welfare, police and fire pro-
tection, health and sanitation. “Exur-
ban” communities have little need for
sidewalks, street lights, and sewers, but
many spend more for recreation, li-
braries, and general government. Very
small rural communities are likely to
find per-capita costs high for such
municipal services as they do provide.

Of course, some communities are
parsimonious. They spend little on edu-
cation and provide a minimum level of
government services. As a result, some
low income communities also have low
tax rates.

Despite all these differences, how-
ever, the size of local tax resources is
a major influence both on per-capita
spending levels and on equalized tax
rates.

High tax rates go hand in hand with
low tax resources, while low tax rates
accompany high tax resources. . . .

Per-capita expenditures vary widely
even for places with similar size of tax
base per capita. This indicates that
many things other than local property
tax resources affect the rate of spend-
ing. Expenditures of large cities are
high even where the property tax base
per capita is small.

State and federal aids to localities are
designed in part to offset differences in
local fiscal resources and needs. These
aids help to reduce dependence on local
tax resources. As the data below indi-
cate, relatively more intergovernmental
aid goes to poorer communities. Never-
theless, a large disparity between local
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tax efforts and per-capita expenditure
levels remains.

INFLUENCES ON TAX RESOURCES

The most important factor account-
ing for differences in equalized prop-
erty values is family income. Median
family income and per-capita property
value have a positive and roughly pro-
portional relationship. High income
towns (such as Darien, New Canaan,
Wellesley, Longmeadow, Westport)
have high property values per capita.
Thus low tax rates and high property
values generally go with high median
family income and vice versa.

Other influences on per-capita prop-
erty values are location in a resort area
and proportion of commercial and
industrial property. Nevertheless, the
places which succeed in keeping a low
tax rate by means of a high proportion
of industrial and commercial property
are relatively few. Concentration of
business property generally goes with
low median incomes.

The loss of industries has affected the
tax base of many towns in New Eng-
land. A number of Maine towns where
mills have closed must supply much the
same services as before with a reduced
tax base. This accounts for many cases
in Maine where the equalized tax rates
exceed $40 per thousand. Loss of in-
dustry has also contributed to high tax
rates in such places as Fali River and
New Bedford.

In some small, rural places in Maine
very small populations and high ex-
penditures per head account for high
tax rates.

Property Tax Loopholes

For a statement as to various loop-
holes which erode amount of revenue
raised by the local property tax, see
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article by Mabel Walker in Chapter
VI, pages 136-41.

Performance of Local Property Tax

For a statement concerning current
and probable future revenues from the
property tax, see article by James A.
Papke in Chapter VI, pages 142-46.

Effect of Taxes on Location of
Industry

For a statement concerning state and
local taxes and location of industry,
see article by Jean Flanigan in Chap-
ter VI, pages 148-53.

Availability of Data on Assessment
of Property

The first step in reforming proce-
dures in assessment of property is to
obtain the facts. Fortunately, data in
this regard are now reported at five-
year intervals by the U. S. Bureau of
the Census. CEF Report, May 1964,
No. 10, is based on data from this
source. Excerpts from this study (12:1,
10, 15) are given below. It is impera-
tive that school people and citizens in
general tuke the lead in this important
phase of property tax reform—equali-
zation of assessment.

VALUATION OF PROPERTY

In the fiscal year 1962, the property
tax receipts of all state and local gov-
ernments totaled $19,056 million, of
which $640 million was state revenue
and $18,416 million was local govern-
ment revenue. . . . property tax receipts
have more than doubled in the 10-year
fiscal period from 1953 to 1962. The
increase resulted from higher levies on
property and also from increased as-
sessed values. The higher assessments
reflect the rise in market prices of prop-




erty and values of new construction and
land-use change.

The property tax is still the one im-
portant local tax source of school dis-
trict revenue. In fiscal 1962, the inde-
pendent school districts collected $7.2
billion, or 98.6 percent, of their locally
collected tax revenue from property
taxes.!

As the base of the property tax, as-
sessments are important to local financ-
ing of schools. Assessments have ad-
ditional importance in school finance
because they are used as an indicator
of fiscal ability in formulas for the dis-
tribution of state aid. The dollar ag-
gregate of assessed values of a school
district compared to the valuations of
other local school districts is a measure
of local fiscal ability only when the as-
sessed values among the districts are
equalized. Assessed values are not an
adequate measure of local fiscal ability
in many states because the taxing dis-
tricts assess property at different per-
cents of full market value.

This CEF Report summarizes state
information from the U. S. Bureau of
the Census on gross and taxable as-
sessed values, the number of parcels of
real property, and the ratio which the
assessed value is of current worth.?

The latter—the assessment-sales
ratio—is probably of most importance
to the state and local associations that
are working on legislative programs: to
secure adequate financial support for
schools from both state and local tax
sources; to secure equitable distribu-
tion of the tax burden for the support
of schools among the taxing districts;

1U. S. Department of Commerce, Bureau of the
Census. Finances of School Districts. Census of Gov-
ernments: 1962. Vol. IV, No. 1. Washington, D. C.:
Government Printing Office, 1963, p. 13.

2U. S. Department of Commerce, Bureau of the
Census. Taxable Property Values. Census of Govern-
ments: 1962. Vol. II. Washington, D. C.: Govern-
ment Printing Office, June 1963. 160 p.

and to distribute the burden of support
of the state school system among prop-
erty, income, and sales taxes at the
state and local levels.

Comparative figures were not avail-
able on the value of the base of the
general property tax in the several
states until a comprehensive survey of
property subject to the local general
property tax was included in the 1957
Census of Governments ®* and, more
recently, in the 1962 Census of Gov-
ernments. The 1957 data were sum-
marized in a report of the NEA Com-
mittee on Tax Education and School
Finance.* The major items of informa-
tion reported in the latest study by the
Bureau are summarized here by state
and by class of property as follows:

® The total valuation and the tax-
able valuation of property (real and
personal) subject to local general prop-
erty taxation and the percent distribu-
tion of total valuation by class of prop-
erty . . .

® The major types of tangible per-
sonal property subject to local general
property taxes . . .

® The number of parcels of real
property by major-use class and per-
cent distribution . . .

® The ratios of assessed values of
transferred real propeity to sales prices.

ASSESSMENT-SALES RATIOS

Assessments are commonly set at a
dollar value well below the current
market value of real estate. No stand-

3 U. S. Department of Commerce, Bureau of the
Census. Taxable Property Values. 1957 Census of
Governments. Vol. V. Washington, D. C.: Govern-
ment Printing Office, June 1959. 145 p.

4 National Education Association, Committee on
Tax Education and School Finance. Valuation of
Property-Assessment and Sales Prices Compared,
;gashington, D. C.: the Association, January 1959,

p.
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ard ratio of assessments to current mar-
ket value prevails among the states or
among the taxing jurisdictions within
many of the states.

A sample survey of assessment in
1961 resulted in the data below.

. . . These ratios were based on
actual assessed value shown on local
tax records and the sales price as re-
ported by the buyer or seller of the
property for parcels of real property
which had been sold over a six-month
period in 1961.

. . . The following is a summary of
the distribution of the ratios . . . by
major classes of real estate.

Residential nonfarm

Range of ratios ....... 5.9-66.2%
Number of states with ratios of:
Less than 15 percent . . . . .. 5
15.0 to 24.9 percent . . . . .. 16
25.0 to 39.9 percent . . . . .. 16
- 40.0 percent and over . . . .. 13
Total .............. .. 50
Acreage and farm
Range of ratios . ... ... 4.6-44.9%
Number of states with ratios of:
Less than 15 percent . . . ... 18
15.0 to 24.9 percent . . . . .. 16
25.0 to 39.9 percent . . .. .. 13
40.0 percent and over .... 2
Total .............. ..
Vacant lots
Range of ratios ......... 5.0-50.7%
Number of states with ratios of:
Less than 15 percent . . . . .. 20
15.0 to 24.9 percent . . . . .. 17
25.0 to 39.9 percent . . . . .. 9
40.0 percent and over . . . .. 4
Total .............. .. 50
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Commercial and industrial

Range of ratios ....... 5.9-85.0%
Number of states with ratios of:
Less than 15 percent . . . . . . 10
15.0 to 24.9 percent . . .. .. 11
25.0 to 39.9 percent . ... .. 13
40.0 percent and over . . . . . 12
Total ... ....... .. ... 46

Real property tax assessments were
at a national average of 29 percent of
total market values estimated at $970
billion in 1961. Assessments have not
risen quite as fast as sales prices. In
1956 the nationwide sales assessment
was 30 percent of an estimated $700
billion in market values of all locally
assessed real property.

Several states have surveyed and re-
ported the fractions in use by their local
taxing jurisdictions. Some states have
attempted to equalize assessments
throughout the state at a uniform ratio
to current market value, as indicated by
studies of assessments and sales, assess-
ments and appraisals, or sales and ap-
praisal data combined.

The Advisory Commission on Inter-
governmental Relations reported that
all but a few states have had in recent
years projects or programs to upgrade
the property tax administration, al-
though these efforts vary widely in
scope and direction.® The details of as-
sessment practices in individual states
and the steps undertaken for re-evalua-
tion and improvement are given in the
second volume of the Commission’s re-
port.©

5 Advisory Commission on Intergovernmental Rela-
tions, The Role of the States in Strengthening the
Property Tax. Vol. 1. Washington, D.C.: Govern-
men Printing Office, June 1963. 187 p.

8 Advisory Commission on Intergovernmental Rela-
tions. The Role of the States in Strengthening the
Property Tax. Vol. 2. Washington, D.C.: Govern-
ment Printing Office, September 1963. 182 p.
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SUMMARY

The assessment figures . . . state by
state indicate marked variations in the
base of the local general property tax.
A similar pattern of variation exists
among taxing districts within many
states with respect to the ratios of as-
sessments to current market worth.
With the increased attention now being
focused on the equalization of property
tax assessments and improved admin-
istration, it is likely that many of the
recommended changes will be realized
in the years ahead. Regardless of the
pace at which such changes occur, the
general property tax will most likely
continue as the most important source
of school revenue from local sources.

STRENGTHENING THE PROPERTY TAX

The 29 recommendations of the Ad-
visory Commission on Intergovern-
mental Relations for state action to
strengthen the property tax have been
summarized into six basic categories:?

(1) To provide, on a regular basis,
precise information on the property
tax situation throughout all taxing and
assessing districts in the state with re-
spect to the utilization of the tax and
the quality of assessing, and to make
well-analyzed and informative reports
on these features regularly available
to the public.

(2) To amend or change property
tax laws that are inequitable, unwork-
able, unduly restrictive, or otherwise
unsatisfactory and to rid constitutions
of details that more properly belong
in statutes or administrative regula-
tions. This applies equally to laws
which determine the tax base, establish

7 Advisory Commiission on Intergovernmental Rela-
tions. State Legislative Program of the Advisory
Commission on Intergovernmental Relations. Wash-
ington, D.C.: the Commission. October 1963. p. 7.

limitations and exemptions, and set
forth the procedures for administering
the tax.

(3) To determine the appropriate
role of the property tax in a well-
integrated state-local revenue system.

(4) To recast any features of the
administrative setup with respect to
both organization and personnel, that
prevent efficient and equitable adminis-
tration.

(5) To provide effective state super-
vision, co-ordination, and technical as-
sistance to the administration of the
property tax and to guard against un-
fairness in distribution of the property
tax burden.

(6) To provide the taxpayer with
readily usable and effective means of
protecting himself against inequitable
assessment.

Automatic School Data Processing

James W. Whitlock (13:111-120)
identified five uses of automatic data
processing in educational management
and control.

Public school administrators
throughout the nation are becoming
increasingly aware of automatic data
processing equipment as an important
tool in educational management and
control. This is evidenced by the fact
that approximately 1,000 local school
districts are making some application
of equipment for the automatic process-
ing of educational data. The equipment
can be divided into two general groups:
(1) punch card equipment, which may
be referred to as electromechanical
machines; and (2) electronic data
processing machines, which are often
called electronic computers.

The use of automatic data process-
ing equipment in educational manage-
ment and control is limited primarily
to punch card equipment. Only a few
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of the large metropolitan school sys-
tems have teen able to afford the in-
stallation of computer systems. Certain
developments are underway, however,
which should improve the possibilities
for computer utilization by local school
systems. .

Many tasks in the process of educa-
tional administration have some ap-
plication for automatic data processing.
The equipment can be used to:

® Do many of the various routine
operations of educational management
and control

® Serve as the calculating tool es-
sential to handling mass data

® Improve research instruments

® Improve the adequacy of educa-
tional data

e Simulate an educational system.

Each of these uses has implications for
the sound financing of public education.

USE IN ROUTINE CLERICAL AND
MANAGEMENT OPERATIONS

The applications of automatic data
processing in educational management
and control are being developed rapidly.
New applications are being devised
continually as school personnel with
ingenuity and a willingness to experi-
ment gain experience in the use of the
equipment. These applications fall into
two logical divisions: business office
and related staff personnel functions,
and student personnel accounting.

SCHOOL BUSINESS AND RELATED STAFF
PERSONNEL MANAGEMENT

Automatic data processing equip-
ment has many uses in the areas of the
school business office and related staft
personnel functions. The most common
applications in these areas include sup-
ply requisitioning, accounting for re-
ceipts and expenditures, payroll prep-
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aration, check writing, government
payroll reports, and property account-
ing. These applications are being made
on both punch card and electronic data
processing equipment.

Other uses for automatic data proc-
essing equipment in the business and
other related functions of the schools
and school districts have appeared re-
cently. These include the use of punch
cards as admission tickets, as student
identification cards, and as school bus
passes. Effective automated procedures
have been developed also to account
for student fees, bookstore inventory.
and cafeteria inventory.

STUDENT PERSONNEL ACCOUNTING

Records have long been a recurring
“thorn in the side” of school adminis-
trators. . . .

With automatic data processing
equipment, the student record keeping
can be centralized at one convenient
location. The equipment can be used
for school census; for pupil registration
and student scheduling; for perrnanent
cumulative record keeping; for analyz-
ing and interpreting standardized and
teacher-made test results; and for at-
tendance accounting and the allied ac-
tivities for reporting to parents and to
local, state, and federal education
agencies. Flexible student scheduling is
being accomplished by computers dur-
ing the week before school begins.

What are the financial implications
of the use of automatic data processing
equipment in routine clerical and man-
agerial tasks? As indicated earlier, this
utilization results in greater value re-
ceived from the school dollars spent
for professional services. Relatively
high salaried professional staff mem-
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bers need no longer spend dispropor-
tionate time in rather low level clerical
tasks.

. . Data processing equipment can
relieve administrators, central office
staff members, counselors, and teachers
from clerical routine so that their time
may be much better spent in profes-
sional activities. . . .

REVISE ACCOUNTING PRACTICES

Once a school district makes the de-
cision to install a data processing sys-
tem, it must take a very critical look at
its present accounting practices. This is
particularly true of many of its busi-
ness management operations. The re-
sult is usually a much more efficient
system of financial accounting for re-
ceipts and expenditures and the sub-
sequent accounting for both the current
and fixed assets of the school system.

For example, with the installation of
automatic data processing equipment
the school district has a ready facility
for encumbrance accounting. Various
appropriation accounts can be encum-
bered when an obligation—in the form
of a purchase order or contract—is in-
curred. A comparison of budget ap-
propriations with expenditures plus en-
cumbrances to determine uncommitted
balances thus avoids overexpenditure of
appropriations. . . .

. . . Adequate punch card inventory
systems provide data on the quantity,
the cost, the age, and the condition of
each type of equipment used by a
department or by a school. The es-
sential task of adequate property ac-
counting is, thereby, greatly simpli-
fied.

Other examples of efficiency and
economy in school district operations
through use of data processing equip-

ment can be cited. The school system
can use the equipment for much of the
standardized test scoring and analysis
generally done through contract with
commercial companies. Costs in the
accounting for district-owned textbooks
and other specialized aspects of prop-
erty accounting are usually reduced.
Computer programs are now available
for planning more efficiently school bus
routes; and both punch card systems
and electronic procedures are available
for more efficient attendance account-
ing which may result in more state
school funds.

In summary, the use of automatic
data processing equipment in the rou-
tine tasks of school management can
result in: (a) greater value received for
school Aollars spent for professional
services, (b) more time for the admin-
istrative and teaching staff to engage
in the basic investigations and tasks
prerequisite to sound long-range finan-
cial planning, and (¢) more efficient
school business management opera-
tions.

A TOOL FOR HANDLING MASS
DATA RELATING TO SCHOOL
FINANCE

The electronic data processing sys-
tem’s capability to correlate, compare,
interrelate, <nd synthesize data is al-
most unlimited. School administrators
now have available to them the neces-
sary facility for taking the vast amount
of educational data and correlating it
with sociological and technological in-
formation to supply answers to a host
of questions facing education today.
One of the most important of these
questions is the question of cost-qual-
ity relationships in education. The
electronic data processing system offers
great hope for shedding light on this
and other areas of darkness.
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This hope lies in the fact that the
computer will not only simplify and
facilitate the production of such re-
search work now being done, but may
actually accomplish an entirely new
brand of research work. For example, it
should produce a movement away from
the traditional univariate design which
proved fruitful for physical scientists,
but which has had little payoff in edu-
cational research. Experiments continue
to fill the educational literature in which
performance on some achievement test
is compared for two groups—one
taught by television, the other by con-
ventional methods. This type of experi-
mental design has had little impact.
Human behavior and the objectives of
education are too complex.

Multivariate statistical methods and
the computer now permit the testing of
any number of groups on multiple
criteria. . . .

Industry has for years employed the
“management by exception” principls.
Certain limits or standards are estab-
lished and the management staff con-
cerns itself primarily with those situa-
tions which are exceptions to the estab-
lished limits or standards of efficiency.
The ability of electronic data process-
ing systems to handle a mass of data
makes the “management by exception”
principle equally applicable to the busi-
ness of education.

For example, in the area of attend-
ance accounting, wouldn’t it be helpnful
to have, as a by-product, an identifica-
tion of the schools which have exces-
sive absenteeism? . . .

IMPROVING THE ADEQUACY OF
EDUCATIONAL FINANCE DATA

The increasing complexity of public
education has intensified the demand
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for sound decision-making, Sound deci-
sions must be based on adequate educa-
tional information on all aspects of the
school program. Such information must
meet the following criteria: (1) ac-
curacy, (2) timeliness, (3) compara-
bility, and (4) comprehensiveness.
Automatic data processing systems can
contribute to the accomplishment of
each of these criteria.

ACCURACY OF DATA

. .. Certain controls and checks for
accuracy can be programed into the
data processing system to assure almost
complete accu. ..y in the end prod-
uct. . . .

TIMELINESS OF DATA

. . . Automatic data processing can
increase the speed of the data collec-
tion, analysis, and dissemination pro-
cesses to many times that of any man-
ual system. . . .

COMPARABILITY OF DATA

Despite the progress in achieving
comparability, there is still a long way
to go. Automatic data processing sys-
tems can contribute to the goal. As the
various states and the federal govern-
ment plan intercommunicating systems
for the flow of educational information
from school to school system to state
to federal levels, increased attention
must be given to comparability of edu-
cational terms and definitions.

COMPREHENSIVE FINANCIAL
DATA NEEDED

The ever increasing complexity of
the public education enterprise de-
mands that decision-making, both fi-
nancial and otherwise, be based on the
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analysis of comprehensive data on all
aspects of the school program. . . .

Automatic data processing systems
enable millions of characters of edu-
cational finance and related informa-
tion to be stored in “data banks,” re-
trieved and analyzed at high speeds.
The criterion of comprehensiveness in
data used in long-range educational
planning is, thereby, attainable.

SIMULATION OF AN
EDUCATIONAL SYSTEM

Electronic data processing systems
are far from being *“electronic brains.”
They do only what they are told to do
by a human operator. However, it may
be erroneous to suppose that there will
always be a wide gap between human
and artificial intelligence. Scientists
now look toward development of com-
puters that will store experience as well
as facts. When confronted with a prob-
lem, such machines would choose their
own way of solving it. Such an accom-
plishment is easily believable when one
views the present uses being made of
the electronic systems.

. . . A computer program can be
made to mimic the behavior of many
things. There is little doubt then that
the computer can be programed to
simulate an entire school organization.
This permits advanced educational
planning and decision-making. By sim-
ulating an educational system for a
given region and inserting such infor-
mation as socioeconomic data, popu-
lation trends, and other pertinent data,
educational planners can cycle the pro-
gram ahead and generate predictions
about future educational needs. Facility
planning, salary bill projections, and
other problems are already being

solved with the use of computers. The
financial implications of such simula-
tion are tremendous.

New Methods of Processing Data

Peter P. McGraw (14:125-128,
130) reported developments in auto-
matic processing and use of school
data.

The current changes in compiling
and reporting financial information are
being brought about principally be-
cause of the use of automatic data
processing. In order to understand these
changes, we must recognize and under-
stand three basic facts about financial
data processing.

The first is that if an item of data
is to be assembled more than once or
stored and later retrieved, it can prob-
ably be handed more economically by
machine than by manual methods. The
second is that there are two facets to
every expenditure—what you bought,
and why you bought it. . . .

A third fact about data processing
is that an item of data is meaningless
until it is related to another item of
data. For example, if I were to give
you the figure 36, it would mean noth-
ing to you. If, however, I said 36
inches, you would know it was the
measure of something. . . .

More and more school systems are
learning that you can record both the
function of the expenditure and the
object purchased in the same punched
card. The have discovered that it is a
relatively simple matter to sort these
cards by object of expenditure to de-
termine how much was spent for gaso-
line and then resort to the same record
a minute later to arrive at how much
was spent for transportation. They are
discovering also that the same cards
can be sorted in many different ways,
by school, by month, by grade, by
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building, by vendor, by budget cate-
gory, etc. . . .

We now have over one thousand
school systems using data processing
to store educational data in machine
usable form. Approximately half of
these have their own equipment and the
others use service bureaus or other re-
lated government installations. . . .

In trying to evaluate the progress of
data processing it is more important
that you understand the process a sys-
tem goes through than the number of
machines in use. I like to break this
process into three arbitrary steps that
I refer to as three levels of develop-
ment. The first of these is the use of
data processing as a clerical tool; the
second is the use for administrative
control; and the third is the use for
procedures that are impossible by
manual methods, which I will call (for
lack of a better term) automatic ad-
ministration.

At the first level, the school system
uses machines to do the same job that
was formerly done by clerks. . . .

In the middle level of development,
the administrative staff begins to use
data processing tools for administrative
control and planning. This level of
progress begins when the administra-
tor discovers that he has a considerable
amount of data in machine usable
form as a result of mechanizing such
things as payrolls and pupil records.
He finds that it is simple to resort to
the basic unit or punched card records
and get answers to many questions. . . .

At some point in his development
the administrator discovers a concept
known as management by exception.
The administrator begins to receive
stacks of paper from the machine room
in the form of endless listings or reports
which he scans for deviations from
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policy, unusual conditions, etc. He is
usually happy with this arrangement
for a time because he can now an-
swer many questions with ease, but
he begins to get bored with the chore
of scanning the endless reports to find
the problems that need his attention.

At this point h: usually knows
enough about data processing to ask
for special sorts on the data that will
pull out the exceptional cases so that
they can be listed for his attention. He
is managing the area under his control
by exception and he is using data proc-
essing for administrative control.

SOME COMING CHANGES

As we look to the future and the
third level, let us keep in mind that in
the first level the machines did nothing
that clerks did not do. In the second
level they did nothing that adminis-
trators have not done in the past. Now
we want to consider some things that
are impossible for humans to do. The
first of these topics is optimum sched-
uling. In undertaking the development
of an optimum schedule for one school
with one thousand pupils, we are faced
with hundreds of thousands of vari-
ables. It is humanly impossible to take
all of these variables into account in
deciding through manual methods what
teachers should teach what subjects to
what pupils in what spaces during
which periods of which days. . . .

The third area where the computer
will surpass the human is that of com-
puter-based programed instruction.
Programed instruction was developed
to enable each child to progress at his
own pace. Manual or mechanical
means of presenting programed ma-
terial are still too rigid to treat the
pupil as an individual. With the
branching logic in the electronic com-
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puter and the huge storage capability of
its memory, these problems can be
overcome. An added feature of this
approach is the ability to keep track
of where each individual is in the
course and the kinds of difficulty he is
having. . . .

All of this automation will not come
about automatically. It will be born
with a lot of blood, sweat, and tears.
Like all progress, it will come whether
we like it or not, but the speed with
which it will come and the efficiency
with which it is installed will depend
to a great extent on the ability of our
professional staff to adapt themselves
to new concepts and procedures. It
will not adapt itself in its finest form
to our present methods of organiza-
tion and administration. If we are to
get the greatest use from it, we must
be ready to adapt programs, personnel,
and procedures to the new technology.

Elasticity of Public School Support

CEF Report, August 1960, No. 2
(15:1-2) dealt with elasticity in the fi-
nancing of public education, i.e., the

TABLE 1—INCOME ELASTICITIES OF PUBLIC
EDUCATION AND OTHER PUBLIC SERVICES,
ST. LOUIS CITY-COUNTY AREA,
1951-52 AND 1954-55

Services Inco.m‘e.
elasticities
1 2
Education
Total current plus debt service....... 0.56
Total current without debt service....  0.52
General control....... ........... 0.50
Instruction. ....................... 0.42
Auxiliary services. . .. ............. 1.15
Plant operation maintenance. . .. .. .. 0.55
Fixedcharges.................... 0.29
Fire protection...................... 10.10
Police protection. ... ................ 0.98
Source:

Hirsch, Werner Z., op. cit.,, Table 17, p. 38.

trends in the relation between the per-
sonal income of the people of the
United States and the expenditures for
public schools.

Income elasticity is a measure of
the way in which a consumer’s expen-
ditures for any item change as a result
of a change in income. This concept
may be applied to measure the effect
of changes in personal income on the
public expenditures for education.
Educators are interested in what pro-
portion of added personal income will
be spent for schools. Some research has
been published.*

In order to measure the relationship
between expenditures for public edu-
cation and personal income, the for-
mula for income elasticity of demand
(Ei) of public education is as follows:

Proportionate change in
; _ expenditures for education
~ Proportionate change in
personal income

Where income elasticity of demand for
education is high, a given proportion-
ate increase in personal income of
(for instance) 1 percent brings about
a much greater proportionate increase
in the expenditures for education of,
say 5 percent. Income elasticity of ed-
ucation is therefore 5/1 or 5.0. On the
contrary, if the income elasticity of
education is low, a given proportionate
increase in personal income of, say,
1 percent will cause a proportionately
smaller increase in the expenditures
for education of, say, 1/5 of 1.0, or 0.2
percent. Income elasticity of education
in the latter case would be 0.2.

1 Hirsch, Werner Z. Analysis of the Rising Costs
of Public Education. Study Paper No. 4, Joint Eco-
nomic Committee, Congress of the United States.
Washington, D.C.: Government Printing Office, No-
vember 10, 1959,

Brazer, Harvey E. City Expenditures in the United
States, Occasional Paper 66, National Bureau of
Economic Research. New York: the Bureau, 1959,
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Table 1 shows the income elasticity
of elementary and secondary educa-
tion in comparison with other local
public services in the St. Louis City-
County area in 1951-52 and 1954-55.

As is evident from the table, the
elasticity co-efficients range from 10.1
for fire protection and 0.98 for police
to 0.56 for public education.

This suggests that as people get
more income they are more inclined
to increase the amounts for fire pro-
tection and for better police systems
than for education. Income elasticity
of public education (0.56) found in
the St. Louis area is low and inelastic
compared to that of fire protection. As
the per-capita personal income in St.
Louis advanced by each 1 percent dur-
ing the periods considered, the expendi-
tures for public schools per pupil in
ADA increased by only 0.56 percent.
The most important inference from
Table 1 is that, with the exception of
fixed charges, the elasticity co-efficient
of instruction is lowest, only 0.42. As
income increased, the St. Louis area
tended to spend relatively more money
for auxiliary services, maintenance, and
general control than for the improve-
ment of instruction. The low income
elasticity for instruction in comparison
with other components of education ex-
penditure may have a deleterious im-
pact upon the quality of education.

If the St. Louis experience is typical
of urban areas of the United States,
public education appears to be severely
handicapped in competing for limited
tax dollars with other public services
such as fire and police protection. The
low income elasticity of public educa-
tion and, especially, of instruction, in
part reflects the attitudes toward edu-
cation. We know too little about so
expensive and so important a segment
of our economy as public education.
Better and more general understanding
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of the economic demand of public edu-
cation is urgently needed.

In the computation of income elas-
ticity, one of two methods—time series
data or cross-section data—may be
employed. When time series data are
applied there is a danger that func-
tional relationships will be cited where
none actually exist because of the in-
fluence of trend, cycle, and seasonal
variations. Data collected through the
time series method, therefore, should
be adjusted for price changes. If the
second method—cross-section data—is
used, no such danger interferes with
the result obtained in analyzing func-
tional relationship between school ex-
penditures and per-capita income.
Here all data are collected from within
a given year or set of years. In the
first method, however, all data are
collected over a period of years.

Hirsch calculated the income elastic-
ity of education expenditures for cur-
rent expense plus debt service per pupil
in average daily attendance for the
United States using the time series for
1900-58. The income elasticity for
education for the U. S. as a whole for
the years 1900-58 was just slightly
above unit elastic; 1-percent increase
in per-capita personal income was on
the average associated with a 1.09-
percent increase in daily expenditures
per pupil in ADA. Cross-section data
for 1951-52 and 1954-55 were used
for the St. Louis area study.

The foregoing brief discussion sug-
gests the value of estimating income
elasticity of education for communities
and areas, following a method similar
to that used by Hirsch for St. Louis
County and for the United States. The
Hirsch study of the St. Louis area sug-
gests a way to compare the public sup-
port of education in different localities.
Income elasticity may well serve as a
measure for this purpose. Other re-
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searchers may be stimulated to study
the functional relationship between per-
capita personal income and the school
expenditures per pupil in average daily
attendance in their own community.?
Also, see study of Jesse Burkhead on
“Tax Elasticity” in Chapter VI, page
142.

Outlook for State-Local School
Support

CEF Report, September 1963, No. 8
(16:1-3), summarized Jesse Burkhead's
unalysis of the outlook for state and
local school support. In considering this
study, it is important to distinguish be-
tween the adequacy and elasticity of
property tax revenues when considered
from an over-all national viewpoint, as
opposed to that of individual localities
in which revenue possibilities from the
property tax vary enormously.

OUTLOOK FOR REVENUE
NEEDS OF SCHOOLS

In an examination of the general
sources of state and local support for
public education,* Jesse Burkhead finds
little reason to doubt that the property
tax could serve well in expanding local
fiscal support of public education. Only
slight increases are foreseen in state
support and only localized increases
in revenue from local nonproperty
taxes.

PROPERTY TAX

Its behavior during the 1950’s sug-
gests that it would be far better to
strengthen the property tax than to
plan for its eradication. Even with very

2 For detailed statistical procedure, refer to the
methods employed by Hirsch.

1 Burkhead, Jesse. State and Local Taxes for
Public Education. The Economics and Politics of
Education. Volume 7. Syracuse: Syracuse University
Press, 1963. 108 p.

little improvement in administration—
a very weak factor in the tax—property
tax revenues have shown an amazing
resurgence in the past decade. The col-
lections as a proportion of national in-
come are well below 1920 levels, but
during the 1950’s collections increased
more rapidly than the increase in na-
tional income. . . .

Burkhead finds that there are many
legitimate criticisms of the tax:

¢ Jts burden on family income tends
to be regressive, particularly on such
income groups as retired homeowners.

® The tax is a rising burden on home
ownership, although not of such mag-
nitude as to deter further investment in
owner-occupied homes.

® There are many imperfections in
assessment in the older central cities,
but a much higher degree of uniformity
prevails in suburban areas.

However, the impact of the tax is
not sufficient to distort patterns of land
use in urban areas, and its burdens are
not generally crucial as compared with
business costs and other factors affect-
ing location decisions of industry and
commerce.

PROPERTY TAX ELASTICITY

The behavior of property tax reve-
nues in New York counties in the
period from 1949 to 1959 suggests that
property tax revenues responded well
to increases in population and to an
increased proportion of school children
in the total population. The elasticity
of the tax, i.e., its increase with income
growth, was not depressed where tax
rates were high, nor was the elasticity
affected by the ratios of assessed values
to market values. For example, the
median elasticity for all upstate coun-
ties in these years was 1.61; i.e., prop-

125




t
i
?
i
¢
1
§

erty tax revenues increased 61 per-
cent faster than income.

Burkhead finds the administration of
the property tax at the local level to be
representative of some of “the worst of
local government administration.” Al-
though some important improvements
in state equalization occurred in the
1950’s, progress in the reform of local
assessment administration was virtu-
ally nonexistent. Burkhead is not opti-
mistic about reform except through the
strengthening of state supervision of
local administration.

STATE REVENUES

An examination of state revenues
reveals that state governments have just
managed to hold their relative fiscal im-
portance in the total of state-local ex-
penditure responsibilities for the nation
as a whole in recent decades and that in
the last five years the ratio of state
taxes to state-local expenditure re-
sponsibilities has declined. . . . State

revenue structures have barely kept
pace with the demands that have been
placed upon them since World War II.

The estimated responsiveness of
state tax revenue systems for 1950-
1960 is shown in Table 3. The ratio of
percentage changes in state revenue to
percentage changes in personal income
—-responsiveness—ranged from a low
of 0.60 for South Dakota to more than
2.00 for Georgia and Montana. The
median of 48 states was 1.28. ... The
term responsiveness is used to indicate
elasticity in a time series.

A number of states have adopted
new levies and have increased the
rates of old taxes. However, the re-
sponse of state revenues has been sub-
stantially less than the response of the
property tax. With a continuation of
the trend to levy both sales and per-
sonal income taxes, state governments
should be able to increase slightly their
proportionate share of support for pub-
lic education.

TABLE 3.—RESPONSIVENESS OF STATE TAX REVENUE TO CHANGES IN NATIONAL INCOME

National Increase over  Total state tax  Increase over Coefficient
Year income previous year collections previous year of respon-
{millions) (millions) siveness®
1 2 3 4 5 é
1950............. $241,876 RN $ 7,930 cees cen
195 ............ 279,313 15.5% 8,933 12.6% .38
1952............. 292,155 4.6 9,857 103 .66
1953............. 305,573 4.6 10,552 7.1 1.54
1954............. 301,794 —-1.2 11,089 5.1 1.1
1955............. 330,206 9.4 11,597 4.6 cenn
1956............. 350,836 6.2 13,375 153 1.63
1957............. 366,943 4.6 14,531 8.6 1.39
1958............. 367,354 0.1 14919 2.7 .59
1959.......... ... 399,551 8.8 15,848 6.2 62.00
1960............. 417,054 4.4 18,036 13.8 1.57

Source:

Burkhead, Jesse. State and Local Taxes for Public Education. The Economics and Politics of Education.
Vol. 7. Syracuse: Syracuse University Press, 1963. p. 89. Computed from U.S. Income and Output,
Washington, D.C.: U.S. Department of Commerce, 1958; issues of Survey of Current Business; U.S.
Bureau of the Census, Compendium of State Governm~~t Finances; and U. S. Bureau of the Census,
Historical Statistics of the U. S. Washington, D. C.: 1960.

* Tax collections lagged one year.
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LOCAL NONPROPERTY TAXES

The flurry of local nonproperty taxes
in the immediate postwar period ap-
pears now to offer little promise for
strengthening tax support of public
education. Except in a few states, such
taxes have not been important in the
direct support of public education.
Larger cities will undoubtedly continue
to adopt such levies with consequent
indirect tax support for education.

The Road Ahead in Local School Support

Erick L. Lindman (17:13) in discuss-
ing the outlook for local school finance
in 1964-65 stated that:

. . . the basic problems are not new,
but increasing enrollments and de-
mands for quality improvements have
caused more and more school districts
to bump their heads against statutory
tax rates ceilings and voter resistance.
Once this occurs the unique role of
local support for public schools is
thwarted. Perhaps we have operated
schools under these adverse conditions
so long that we have forgotten what this
unique role is. It may be briefly de-
scribed as follows: After all other reve-
nues are estimated, the property tax
rate is adjusted to balance the budget,
and this tax rate becomes the measur-
ing rod against which marginal items
in the budget are considered.

During the year ahead, then, efforts
will be needed to restore the property
tax to its proper place in school fi-
nance. These efforts wiil proceed along
three very distinct lines. First, the per-
ennial problem of improving the equity
of property assessing will need con-
tinued attention. If people are con-
vinced that assessing is unfair, they will
resist property taxes in the face of
clearly recognized school needs, not
because they are against school im-
provements, but because they are
against unfair taxation.

Second, in some states special effort
will be needed to avoid excessive bur-
dens upon local property taxation. If
this burden, made up of property taxes
for schools and other local services, be-
comes too great, property tax resistance
will influence unduly community judg-
ment about school needs.

Third, many states will need to look
carefully at the method by which local
school property tax rates may be
changed so as to give adequate au-
thority to school boards and a workable
referendum procedure. These three
aspects of local property taxation re-
quire continuous attention if the local
property tax is to play its proper role
in the total school finance system.
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VI. Raising the Funds—The Role of
State Government

During the twentieth century the per-
centage of school revenue raised by the
state level of government rapidly in-
creased. This percentage in recent
years, however, has leveled at about 40
percent.

Under modern economic conditions,
it is essential that the state provide a
substantial percentage of public-school
revenue. A number of studies spon-
sored by :he Committee on Educational
Finance have dealt with this matter.

Earmarking of State Taxes for
Education

Earmarking or dedication of state
taxes is the practice of designating the
revenue from a particular tax for a
particular public purpose such as edu-
cation. In the past, earmarking of state
taxes for public-school support has
often appeared to be essential. In many
cases, new taxes would not have been
voted if a part, or all, of the revenue
raised had not been designated for pub-
lic schools. The trend is somewhat away
from earmarking taxes for education in
states with broad systems of state taxa-
tion which generally conform to mod-
ern tax theory. This question in some
states, however, is still controversial.

CEF Report, May 1961, No. 3
(1:7-8) reviewed the arguments pro and
con on earmarking of state taxes.

In 1954 the Tax Foundation re-
ported that 51 percent of all state tax
revenues were earmarked.® . . . Ear-
marking of state revenues was identified
as a contributing factor to the fiscal
crises of Michigan in 1959 and 1960.
Michigan faced the financial shortage
with 73 percent of the state tax revenue
dedicated to special purposes. This pro-
portion does not include additional rev-
enues needed to participate in federal
programs which required matching
funds. Although the fiscal shortage in
Michigan had broader political and
economic rootage, the high proportion
of earmarked revenues did impair the
ability of respunsible executive and leg-
islative officials to establish fiscal con-
trol.

The earmarking of receipts from a
tax for a particular service or item of
expenditure is a fiscal practice used in
many states. Taxes on highway users
are earmarked for the exclusive use of
the highway program. State sales or
income taxes are frequently dedicated
to education or welfare. Receipts from
taxes are sometimes shared by the state
with the local government. Receipts
from regulatory licenses and fees are
earmarked in some states to finance the

5 Tax Foundation, Incorporated. Earmarked State
Taxes. Project Notes No. 38. New York: the Foun-
dation, 1955. p. 13.
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activities of the state agencies which
issue the licenses. Federal grant pro-
grams which require the state to sup-
ply matching funds also have the effect
of ecarmarking a portion of the state’s
revenue.

The question of earmaiking has long
been controversial. Paul H. Wileden
presented a fair statement of the argu-
menis for and against earmarking in an
article in State Governraent.® The para-
graphs which follow draw heavily but
not exclusively upon the Wileden state-
ment,

A number of advantages are associ-
ated with earmarking:

1. Earmarking provides definite as-
surance of support for an expenditure
program which requires long-range
planning.

2. Earmarking appears to some pro-
ponents as a hedge against capricious
legislative action. A corollary of this
argument is that it frees the legislature
from frequent reviews of revenue needs
of specific functions, it frees legislative
time for consideration of other matters,
and it reduces the special-inter~st pres-
sures on legislatures.

3. Some trpes of earmarking are
supported by the benefit theory—the
group taxed should benefit from the
yield of the special tax. Highway, game,
and fish protection programs are ex-
amples here.

4. Earmarked taxes for debt service
on construction bonds are believed to
provide an orderly and certain means
for retiring the bonds. School districts
and municipalities frequently separate
the millage for general purposes from
the millage for debt service.

5. Fees for regulation of professions
and vocations are sometimes justified
as offsets to the public costs of regulat-

¢ Wileden, Paul H. “Earmarking: Good or Bad?”
State Government 33: 251-55; Autumn 1960.
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ing the practice in the public interest as
well as in the interest of the profession
or trade. This argument rests in part
on an extension of the benefit theory.

6. On the practical side, an organ-
ized special-interest group which is al-
ready working for an expenditure pro-
gram for a public service can also work
cffectively for a tax proposal dedicated
to offset the cost of the proposed ex-
penditure. Tax measures which lack
sponsorship by organized civic groups
may fail because of lack of public sup-
port for their enactment. More and
more the proponents of a specific ex-
penditure have added to their legisla-
tive request plans for its financing.
These plans sometimes entail ear-
marked revenues.

7. Earmarking miay be defended as a
protective measure when state sources
of general revenue, one after another,
are dedicated to an increasing number
of special services.

The case against earmarking is
strong. Earmarking restricts the ability
of executive and legislative officers to
establish fiscal policy and control.
These arguments are advanced against
the practice of earmarking:

1. One of the major objections to
earmarking has been the rigidity and
inflexibility of a support arrangement
which is automatic rather than gov-
erned by current legislative judgment.
As the tax base varies, the earmarked
funds collected will increase or de-
crease accordingly rather than with
changes in the need for the service.
Thus earmarking hinders the allocating
of available funds according to current
relativity of need.

2. Another argument against ear-
marking centers around its impact on
the role of the legislature in the formu-
lation of fiscal policy. The reasoning
here is that in order to maintain respon-
sible representative government the




state legislature should exercise con-
trol over annual or biennial appropria-
tions. Continued use of earmarking
eats away at the decision role of tke
legislature in the field of fiscal policy
because it limits the legislative power
to review and check governmental ac-
tivities. This tendency increases when
earmarking is established in the con-
stitution of the state.

3. To the extent that earmarking
puts revenues outside normal budget-
ary and auditing channels, it impairs
the ability of the current executive and
legislative officials to make the most
efficient use of resources.

Facts are not available to show con-
clusively that the practice of earmark-
ing should be either restricted or re-
tained. The fact that historically the
state legislatures have been under pre:-
sure to use earmarking does not prove
that earmarking is an efficient way to
finance a government activity. The ef-
fectiveness of this type of state fiscal
arrangement will vary from state to
state because of economic and political
differences. The disadvantages of ear-
marking obviously outweigh the advan-
tages in states where representative
government is working well and sound
fiscal policy and control is an estab-
lished achievement.

The implication here is not one of
making a simple choice between the
earmarking device and the normal ap-
propriation policy. It is one of flexibil-
ity. It appears reasonable to employ
the means which provide enough funds
to guarantee a reasonable level of serv-
ice for ali functions of government.

Increasing demands for public serv-
ices have created serious fiscal prob-
Iems for state governments. Farmark-
ing has seemed an easy pattern to
follow. Solution of the problems in
state finance requires a critical review

of the earmarking mechanism and its
impact on state financial affairs.

EROSION OF THE EARMARK *

During the history of Oklahoraa as
a state, many kinds of taxes have been
imposed on the public in the name and
for the benefit of schools. Some of these
have been diverted to other purposes
after a few years. I€ all of the taxes
which are or have been earmarked for
education were still dedicated to that
purpose, the schools would have re-
ceived $91,031,819 in 1958-59. (NEA
Research Division estimates that the
state was the source of $69 million in
revenue in 1958-59.)

Sources of State Revenue

The Committee on Educational Fi-
nance from time to time has issued
detailed reports on the sources of rev-
enue in each of the states. Two reports
are cited bzlow. These reports give de-
tailed information as to trends in state
tax collections, taxes in effect, and
amounts raised by each tax in each
state, rates levied under each tax in
each siate, and other factual informa-
tion. One of these reports (2:34) states:

The data briefly presented here are
intended to provide educators with the
over-all picture of our state tax systems
and with a state-by-state account of
certain details. . . .

This information may serve as the
beginning point in the improvement of
state tax systems. Responsible propos-
als will be based upon additional types
of information, such as the impact and
incidence of both state and local taxes
and arguments for and against certain
types of taxes. Three major types—
individual income taxes, general sales

* Research Division, Oklab.:ina Education Asso-
ciation. Diversion of Schoo! Taxes. Memorandum
291. June 10, 1960. 1 p. (Mineo.)
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taxes, and the property tax—will be
part of this kind of study.

CEF Report, February 1564, No. 9,
(3:5) listed the major state taxes in
effect in 1963 and the percent of te:al
tax revenues raised by each. T hese data
are presented below:

Major State Taxes—1963

As percent
of total state
State Taxes tax revenue
General sales and gross receipts .  25.0%
Motor fuels ................. 17.4
Tobacco products ............ 5.1
Alcoholic beverages .......... 3.6
Insurance ................... 2.9
Others ..................... 4.2
Total, all sales ........... 58.2%
Individual income ............ 13.4%
Corporation net income . ...... 6.8
Total, income ........... 20.2%
Motor vehicle and operators’ li-
CeNSES .. ......c.ovvvnnnnn. 7.4%
Other licenses ............... 54
Oticers ..................... 838

For data as to 1964 state tax collec-
tions see State Tax Collections in 1964,
Bureau of Census, U. S. Department of
Commerce, G-SF64-No. 3, October
1964, p. 4. This reference gives total
state tax collections in the fiscal year
1964 as $24.2 billion, an increase of
9.6 percent from the $22.1 billion col-
lected in fiscal 1963. The percentage
of total tax collections for 1964 raised
by each tax is approximately the same
as shown above for 1963. The two
major state taxes, sales and income, are
discussed below.

Improving the States Sales Tax

A statement by John F. Due (4:52-
58) indicated improvements in the sales
tax to provide more revenue and to
lessen various inequities.

This paper is devoted to the question
of improvements in the sales tax which
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will enable it to provide more revenue
at given tax rates, and to lessen eva-
sion, avoidance, and various forms of
inequity. There are two principal fields
of potential improvement—in the ad-
ministration of the taxes, and in the tax
structures themselves.

ADMINISTRATION

Only one state—California—has,
from all indications, developed its ad-
ministrative program to more or less
optimum levels. In all others, but in
widely varying degree, substantial sums
of revenue are being lost by inadequate
administrative programs, sums far in
excess of the additional cost which
would be incurred in making the pro-
grams effective.

WEAKNESSES OF ADMINISTRATION

Sales tax administration consists of
two major segments. The first is en-
forcement or compliance: insuring that
all taxpaying firms remit payment of
tax at the required time. The second
is audit: the examination of returns
and of the records of the firms to ensure
that correct amounts of iax are being
reported. In the performance of both
functions, but particularly the second,
the state revenue departments are hand-
icapped by lack of adequate, competent
personnel. There are three primary
reasons:

1. Lack of civil service or merit
systems in many states—The evils of
filling positions requiring substantial
technical training on a patronage basis
and replacing personnel who have
gained extremely valuable experience
with untrained persons as a result of a
shift in political power are so obvious
that no elaboration is required. It is
difficult enough to get good men when
selection is freed of political influence
and tenure is assured.




2. Inadequate salaries, particularly
for auditors—The task of auditing ac-
counts of vendors, particularly larger
stores, manufacturers, and public util-
ities (all of which will have sales and
use tax liability) requires knowledge of
accounting and auditing procedures;
for adequate performance, the states
need to recruit persons with college
degrees in accountancy or the equiva-
lent. They must, therefore, pay salaries
which will compete with public ac-
counting firms and industry. . . .

3. Inadequate numbers of personnel,
particularly auditors—Most of the
states have adequate routine help and
t.eld investigators wico check upon de-
linquents, although the competency
of the latter is not always up to de-
sirable levels. . . .

INADEQUATE AUDIT STAFFS

The audit staffs, however, are grossly
inadequate. California is the only state
which has not only made a scientific
study of adequate audit programs and
staffs, but has also been able to build up
a competent and adequate staff. . . .

There arc several reasons for the
inadequacy. In a few states, but a very
few, the revenue departments simply
do not reco; nize the need for and pro-
ductivity of audit. Usually, however,
the fault lies with the top state adminis-
tration and the legislature for failing
to recognize the need. Secondly, in
some instances, authorized jobs simply
cannot be filled with qualified per-
sonnel, because the salaries are inade-
quate relative to those offered in com-
peting employments. . . .

The extremely high productivity of
audit demonstrates very clearly the
complete lack of wisdom of hiring un-
qualified persons. In all states the audit
programs yield in direct recovery much
more than they cost, quite apart from

the very significant indirect gain from
improved reporting by firms once au-
dited, or ones aware that they are likely
to be audited. . . .

The point should be stressed that
most underpayment of sales tax does
not invelve deliberate fraud, although
there are always a few chiselers. . .
Most underpayment arises from failure
to keep adequate records of sales of
taxable and nontaxable items, sales
made tax free for resale of goods used
for taxable purposes by the purchaser,
misapplication of tax on items on the
borderline between exempt and taxable
classes, and failure to pay use tax on
goods bought from outside the state.

OTHER ENFORCEMENT
WEAKNZESSES

Apart from the major defect of in-
adequate audit, many sales tax enforce-
ment programs suffer from other weak-
nesses, which more adequate and com-
petent staff and changes in legislation
could correct. These can only be listed
briefly:

1. Some states are lax in going after
delinquent firms, and thus considerable
tax revenue, though not a high per-
centage of the total, is lost, either
because the firms go bankrupt and have
no assets, or because the owners dis-
appear. . . .

2. Some states find that local law
enforcement officials will not cooperate
in executing liens against delinquents
or enforcing license revocation orders.
The result is that delinquent firms will
continue to operate, building substan-
tial tax liabilities which they can never
pay. _

3. Audit selection systems are often
very inadequate, and thus audit is not
concentrated along the most remunera-
tive lines. California and Michigan have
developed more scientific selection
techniques than any other states.
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4. Many states have failed to analyze
their own operations, to develop statis-
tics relating to sources of delinquencies,
audit recoveries, turnover of firms, and
the like to guide their operations along
more scientific and productive lines.
There are exceptions, including Cal-
ifornia, Kansas, Kentucky, Michigan,
and others.

There has been a rapid increase in
recent years in the introduction of elec-
tronic data processing equipment, which
will greatly facilitate quick ascertain-
ment of delinquents, scientific selection
of firms for audit, and analysis of oper-
ations and preparation of statistics. . . .

STRUCTURE OF THE TAXES

Many states could obtain substantial
additicnal revenue at a given tax rate
by extending the coverage of the taxes,
either by removing exemptions or add-
ing various services to the tax. A
broader base has several advantages.

. « . On the other hand, certain ex-
emptions may be regarded as essential
in terms of general social policy: food
and medicine, for example. Decision as
to these two categories must be made in
terms of value judgments about the de-
sirability of lessening regressiveness. . . .

MUNICIPAL SALES TAXES

Application of sales taxes by munici-
pal governments has numerous inherent
disadvantages, which are beyond the
scope of this paper. In general, if a
state has a sales tax, and if more reve-
nue for the state and local governments
combined is required from the tax, it is
far more satisfactory to raise the state
rate and distribute the additional reve-
nue to the local governments on some
formula. But if a state is unwilling to
do this, or if only a few cities in the
state urgently need additional revenue,
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authorization of municipal sales taxes
may be a lesser evil. . . .

LOOKING AHEAD

Sales taxes will undoubtedly increase
in importance over the years in state-
local finance. Their over-all effective-
ness can be greatly increased by im-
provement of administrative standards
and extension of coverage. Failure to
provide adequate funde and standards
for administration is the worst possible
economy in state government. Exten-
sion of coverage instead of rate in-
creases wll provide greater equity, fa-
cilitate operation of the taxes, and
minimize adverse effects upon the econ-
omy of the state.

Increasing the Revenue From
State Income Taxes

A statement by John A. Gronouski
(5:46-51) identified issues.

. . . improving the income tax means
something more than making it a more
equitable tax and simpler from the
standpoint of compliance and adminis-
tration. While these are worthy objec-
tives and must not be sacrificed in the
process, the most pressing present need
is to make the income tax a more effec-
tive revenue producing instrument.

The individual income tax, like the
general sales tax and the property tax,
is a broad base tax; it has the capacity
of producing a relatively large amount
of revenue with comparatively low
rates. . . .

. . . tax students during the past few
years have shown increasing concern
over what they term “erosion of the
income tax base.” * While the base of

1 Pechman, Joseph A. Tax Revision Compendium.
“The Corporation Income Tax Base,” and Hell-
muth, Williata F. Jr., “Committee on Ways and
Means.”” Volume I, November 16, 1959.
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the federal income tax, and that of most
states, is still substantial, they note that
it has been seriously reduced through
the adoption of a variety of loopholes,
exclusions, deductions, and tax credits.
This erosion has not only diminished
income tax revenue productivity with a
given rate structure; it has at the same
time lessened the neutrality of the tax
in its impact on taxpayers in similar
financial circumstances.

Expansion in the revenue productiv-
ity of the individual income tax can be
achieved simply by increasing the basic
rates. . . .

Rates are competitive with base;
that is, the smaller the tax base the
higher must rates be to produce a given
amount of revenue. In most income tax
states (including those whose statute
is patterned after the federal law) a
substantial increase in revenue produc-
tivity could be gained under the present
tax rate structure simply by broaden-
ing the base against which those rates
are applied. This alternative is partic-
ularly attractive for the growing list of
states where the starting rate has al-
ready reached the 3 percent level, and
where rate increases are resisted on
grounds that they are already as high or
higher than those prevailing in other
states.

There is a more fundamental basis,
however, for giving first priority to the
base broadening alternative. As pre-
viously noted, to the extent that certain
types of income are excluded from the
tax base or accorded preferential treat-
ment, the income tax law lacks basic
neutrality in its distribution of tax bur-
den among taxpayers in similar finan-
cial circumstances. Such lack of neu-
trality, which exists to a marked degree
at the federal level and in most states,
creates serious equity problems even
when tax rates are low. Increasing tax
rates without correcting the causes of

unneutrality tends to magnify these dis-
tortions in the pattern of tax burden
distribation.

INCOME EXCLUSION PROVISIONS

There appears to be no valid .xeason
why a person in the same or better fi-
nancial circumstances than his neigh-
bor should have a lower tax bill simply
because of the source of his income. . . .

. . . While convincing arguments can
always be made by interested parties
for special treatment of specific income
items, exclusion of income must inevi-
tably result in higher over-all tax rates
than would otherwise be necessary, and
a disproportionately hecavy burden of
taxation on those taxpayers with kinds
of income that do not qualify for spe-
cial consideration.

PERSONAL DEDUCTIONS

These comments on income exclu-
sions apply with equal force to certain
personal deductions which are incor-
porated in the income tax laws of the
federal government and most states. . . .

A strong case can be made for hold-
ing personal deductions to a minimum
on grounds that most deductions pres-
ently allowed (medical deductions ex-
cepted) tend to impair rather than
improve the neutrality of the income
tax burden structure. It should be em-
phasized again that tax base and rates
are competitive; increasing revenue by
broadening the income tax base—by
strictly limiting income exclusions and
personal deductions—results in a far
more equitable tax burden distribution
than the alternative of applying in-
creased rates against a narrow base.
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The effect of tax base erosion on
revenue productivity was clearly dem-
onstrated by Peckman in his federal
income tax base study. He concluded
that elimination of the major eroding
features of the federal tax law would
increase the tax base by more than
one-third, permitting & proportional re-
duction of rates by at least 30 percent
(from the present 20 percent to 91
percent range, to a range of 14 percent
to 64 percent) without revenue loss.

EROSION AND
ADMINISTRATION

Where erosion of the tax base is
caused by statutory income exclusions
and deducdions it at least can be said
that the choice of higher tax rates
(rather than a broader tax base) is a
result of overt policy decisions. More-
over, while such provisions taken to-
gether seriously damage the effective-
ness of the income tax as a revenue
producing instrument, in almost every
case some rational grounds can be
found for their support.

No such defense can be made, how-
ever, for another major area of tax
base erosion—that resulting from the
combined effect of taxpayer evasion
and an inadequate enforcement effort.

At the federal level and in about
two-thirds of the income tax states,
wage-earner tax evasion and delin-
quency has been reduced to a minimum
as a result of adoption of withholding
at the source. In the case of wages and
salaries, therefore, evasion remains a
problem only in the eleven states which
to date have failed to adopt this obvi-
ous administrative reform.

A serious evasion problem remaiss,
however, in other income areas: mainly
interest and dividends, business (in-
cluding farm) and professional earn-

136

ings. Perhaps of even greater impor-
tance is the tax base erosion which re-
sults from the modern phenomenon of
expense account living. The practice
of using expense accounts to finance
personal living expenses has reached
alarming proportions in recent years.
Entertainment at theaters, restaurants
and nightclubs; private club dues;
pleasure trips abroad and vacations
using company facilities; personal use
of company automobiles—these and
many more items of personal expense
are casually charged off as ordinary
and necessary business expenses.
While in some cases legislation may
be necessary on such improvements as
dividend and interest withholding and
dollar limits on entertainment expenses,
a major part of the evasion problem
would be resolved by an adequate
staffing of income tax enforcement
agencies. In the majority of states the
audit staff is grossly inadequate in size,
and suffers in quality because of the
inability to attract high-grade talent
at prevailing salary scales. This is a
particularly serious problem, for the
income tax would break down com-
pletely as a revenue instrument with-
out the voluntary compliance of a high
proportion of taxpayers, and nothing
is more damaging to the morale of
conscientious taxpayers than the reali-
zation that large scale tax evasion by
their neighbors is going unchecked.

Closing Tax Loopholes

One of the problems encountered in
raising state funds is the erosion of
revenues by a variety of “loopholes.”
Walker (6:104-12) defined this term
and offered authoritative advice in deal-
ing with this problem. Excerpts from
her article follow.

Before we can consider the process
of closing loopholes in state and local
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taxes we must have some understand-
ing of what they are, and here we get
on shaky and uncertain ground.

. . . Actualiy, . . . taxwise the term
is vague almost to the point of being
meaningless. It has been said that “one
man’s loophole is another man’s
equity.”

Society has never contemplated tax-
ing everyone, so even in its most com-
plete form our tax net is sufficiently
sieve-like to permit persons with little
or no i~ “ome to slip through the mesh.
There s never been any intention to
tax all persons or all income, or even
all property or all sales. . . .

[The] loopholes fall into three major
categories: legislative, administrative,
and structural. Moreover, in each of
these categories the loopholes may be
either deliberate or accidental.

Not only are there initial loopholes,
but once a tax is 2nacted, there is a
constart process of erosion. The term
implies a form of tax escape whereby
a person avoids payment of a tax which
he would otherwise have to pay. But
there is another form of tax loss
wherein the taxpayer pays, but the gov-
ernment does not get the revenue. For
want of a better term, I shall call this
a leakage. I shall discuss this tax loss
later.

It may make our task easier if we
consider some of the loopholes and
leakages in two or three of our :najor
state and local taxes, and ponder what
can be done about them.

PROPERTY TAXES

The tax that is of major interest in
connection with state and local govern-
ment, and particularly in connection
with the financing of education, is the
property tax.

EXEMPTIONS

Exemptions constitute the most obvi-
ous loopholes. The list is a long and
growing one. Moreover, closing an ex-
c.aption loophole is an almost impos-
sible task. To stem the tide of new
exemptions may be as much as, or in-
deed more than, we can hope for at
present.

It seems to be part of our national
psychological heritage to consider prop-
erty tax exemption as an ideal means
of promoting worthwhile enterprises,
dispensing charitable aid, furthering so-
cial reforms, or showing esteem and
gratitude. There is little or no recogni-
tion of the fact that many of these
objectives could be more effectively,
more economically, and more equitably
achieved through a direct and visable
subsidy. Instead, however, we pre-
fer the devious, never-count-the-cost
method of chiseling away at our prop-
erty tax base, in true devil-take-the-
hindmost fashion.

There are certain universal and long-
standin@large categories of tax-exempt
property. They consist of property
owned by governmental agencies and
by educational, religious, and philan-
thropic organizations.

We are not content with these major
categories, however, but are constantlv
adding new ones. Some of the wide-
spread additional exemptions are ac-
corded to veterans, blind persons, and
public housing. Several states grant
homestead exemptions.

This process of granting exemptions
feeds upon itself. As more and more
exemptions are granted, the tax burden
becomes heavier upon the persons left
to carry the load, so a clamor begins to
be heard for even more exemptions.

A political nostrum that is particu-
larly popular at present is to grant
lir-#ed property tax exemptions to per-
sons over 65. The federal government
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has set a precedent for this with its
double income tax exemption to such
persons. Both of these devices are
crude, inequitable, and extravagant
methods of granting aid to the needy
aged. To begin with, the most needy
aged are unlikely to be either property
owners or income recipients. Therefore,
these exemption devices offer no help
at all to them. Moreover, with respect
to the income tax exemption, they rep-
resent a bigger concession to the upper
bracket income recipient than to the
one in the lower brackets, since the
latter receives a reduction of only the
bottom rate of 20 percent on his addi-
tional $600, whereas the higher income
recipient receives the equivalent of the
upper rate to which he is subject ap-
plied to the $600. Some states also
grant this double exemption.

With respect to the property tax,
owners of property of equivalent worth
may receive different concessions due
to variations in ratios of assessment.
This is, of course, also true with re-
spect to exemptions for veterans, the
blind, and other groups.

At least three states (Maine, Massa-
chusetts, and New Jersey) have granted
exemptions to the aged. Similar pro-
posals are being pushed in other states.
Suppose we look for a second at the
New Jersey law. A person of 65 or over
whose income does not exceed $5000
is allowed an exemption of $800 on
his home. Now the first thing you might
notice is that an exemption of $800
is not going to-be very significant to
most homeowners, unless property is
assessed at a very low figure. Second,
a retired person with an income of
$5000 who owns his own home, on
which there may be no indebtedness, is
in a much better position to pay a
modest tax than a younger person who
might be making little or no more than
that amount and who has to support

138

a family and also pay taxes on his
property, which is quite likely to be
mortgaged.

In this process of robbing Peter to
pay Paul it is precisely these struggling
younger taxpayers who are hit by the
generosity to older persons, many of
whom are not reaily in need of this aid.
As the tax burden on these younger
persons increases we shall hear more
of tax resistance and even tax strikes.

Similar comments could be made
with respect to the tax exemptions be-
ing tendered to homeowners, veterans,
blind persons, widows, and various
others.

One unique type of exemption which
struck me as being most extraordinary
is found in Rhode Island. That state
grants to the president and professors
of Brown University a property tax
exemption up to $10,000 on their
property.

I didn’t see anything about Rhode
Island school teachers getting an ex-
emption, . . .

Many persons in the tax field are
seriously concerned about the increas-
ing erosion of the property tax base. . . .

ADMINISTRATIVE SHORTCOMINGS

However much we may deplore the
vast and growing number of exemp-
tions, it can at least be said for them
that they represent deliberate public
policy and that they are legal.

Tax loopholes arising from discrim-
inatory and inefficient assessment are
in an entirely different category. They
are illegal; they do not represent the
will of the populace; and to the extent
that they result from inefficiency they
do not even represent the intent of the
administrator.
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Probably a substantial amount of
property tax revenue is lost due to
shortcomings in property tax adminis-
tration. The property tax is not easy
to administer. Trained personnel are
needed for the equitable assessment of
even relatively modest homes. As prop-
erties increase in value, the difficulties
become greater. The task of assessing
large industrial complexes is far be-
yond the capacity of most assessors,
yet some of these establishments are
found in small rural areas having un-
trained assessors.

Not only is revenue lost, but sub-
stantial injustice is done to some tax-
payers, who may be paying far more
than they should while others escape
their fair share of the tax burden. Re-
search studies in state after state have
documented instances of inequitable as-
sessment. In a recent study in Ohio 3
it was shown that variations in the as-
sessment of individual properties within
the same city ranged from 12 percent
to 108 percent of sales values. Similar
studies would probably reveal equally
striking inequities in most of the states.

Not only do a large proportion of
the assessors lack the technical ability
to make accurate assessments, but some
of them also practice a deliberate pol-
icy of discriminatory assessment. Some
favor small homeowners. Others favor
industrial enterprises. Under-the-table
concessions are offered as an induce-
ment to new enterprises and perhaps
also to established enterprises. Local
businesses are favored at the expense
of concerns whose home office is in
another city or state. In addition to be-
ing illegal and unfair, such procedures
result in permitting some taxpayers to

3 Ohio Legislative Service Commission. Local
Government Financing Problems in Ohio. Staff Re-
search Report No. 33. Columbus: the Commission,
1959. p. 23.

escape taxes that according to the law
they should pay. _

Another loophole, or rather leakage
—if you recall that I am using the term
leakage to refer to taxes that take
money from taxpayers that does not
find its way into the public treasury—
of this sort is found in connection with
the fee system of remuneration for tax
collectors and for some other public
officials.

Mitchell J. Hunt, a researcher with
the Pennsylvania Economy League, has
called this system “an unseen hand in
your pocket.” ¢ . .

STATE PERSONAL INCOME
TAXES

The second major tax that I wish
tc discuss in this connection is the state
income tax.

EXEMPTIONS

Here again exemptions are a matter
to be considered. Some of our states
grant such generous initial! exemptions
that they eliminate a large portion of
the taxpayers at the outset.

ADMINISTRATION

. . . Through administrative laxity,
however, unscrupulous taxpayers may
escape all or a part of the tax. This
laxity may be due to lack of funds and
personnel for more effective adminis-
tration,

A significant step has been taken in
recent years to tighten the income tax
net for tax dodgers through a shift to
withholding of state income taxes. . . .

4+ Hunt, Mitchell J. “The Fee System of Tax Col-
lection in Pennsylvania—An Unseen Hand in Your
Pocket.”” Tax Policy, 26: 3, 7; August-September,
1959,
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STATE CORPORATE INCOME
TAXES

. . . Less has been said about loop-
holes in state corporation income taxes
than about federal loopholes, but un-
doubtedly many of the same problems
exist in connection, for example, with
¢xpense accounts, - pital gains, etc.
Moreover, it is likely that standards
of administration vary greatly in the
states imposing taxes on corporate in-
come.

COMPLIANCE COSTS

Most of the tax losses that have been
mentioned so far favor some taxpayers
at the expense of others. We often lose
sight of the fact, however, that much
of the tax cost borne by the taxpayer
may never reach the governmental
treasury. This happens when because
of red tape or inefficiency the cost of
tax compliance is excessive. This is one
of the losses that I call a leakage rather
than a loophole. Oddly enough, very
little attention has been paid to this
facet of taxation.

. - . Automatic data processing will
eventually compel coordinating and
standardizing of state and local
taxes. . . .

LOCAL SALES TAXES

It is probable that there is consider-
able tax leakage from imperfect admin-
istration of various local taxes. The lo-
cal tax history in California offers some
striking evidence of this. There were
substantial increases in the yields of
local sales taxes in California after the
transfer of administrative responsibili-
ties from the local governments to the
state. . . .
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Slipshod administration of any tax
results, of course, in tax leakages and
also in tax injustices. Good administra-
tion is fundamental to a good tax sys-
tem. It is encouraging to report that
increasingly high professional standards
are being developed among tax admini-
strators, but much raore attention needs
to be given to the subject.

CONCLUSION

The best way to close a loophole is
to prevent it from being opened. There
is a ratchet process involved here, as
well as in nature and in mechanics. The
going through is easy. The reverse
movement is practically impossible.

Some of the most urgent things to
be done in closing loopholes are:

Stem the tide of increasing exemp-
tions. This does not mean that one
should take a hard-boiled attitude to-
ward social needs, but if certain groups
need help, then let us aid them honest-
ly, directly, and efficiently with welfare
programs tailored to their needs; and
let us stop using the costly, hit-or-miss,
wholesale and far more costly meihod
of granting exemptions which benefit
many persons who do noi need the aid.

Work for better tax administration at
all levels of government and in connec-
tion with all taxes. We cannot overem-
phasize the importance of honest and
efficient tax administration of every
tax. . ..

Our tax system, no matter how well
devised, will never rise above the qual-
ity of its administration. This is partic-
ularly important in connection with
property taxes. Demand full-time, ap-
pointed, trained assessors using tax
mags and tax manuals. In many places
2 full reappraisal of property is needed.
Work with International Association of
Assessing Officers to secure higher
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levels of property tax administration. In
connection with the administration of
other state and local taxes, kcep in
touch with such groups as the National
Association of Tax Administrators and
the Municipal Finance Officers Asso-
ciation. All three groups are located at
1313 East 60th Street, Chicago 37,
Illinois.

Work for a more logical system of
local governmental units. We cannot
much longer indulge ourselves in myr-
iads of illogical, inefficient, uneconomi-
cal, and overlapping small units of local
government. Diversity of resources
among these units is becoming too
exaggerated; the burden of compliance
with all their demends is becoming too
oppressive; and the over-all tax pres-
sures are becoming too heavy to permit
this continued indulgence.

Automatic data processing is being
developed in federal tax administration.
We can probably anticipate the time
within the near future when it will also
be widely used in state and local tax
administration. Automatic data proc-
essing may perhaps offer the hope that
we may finally be able to approach
scientific assessment of property.

But computers are geared to large
enterprises. They are beyond the reach
of the small unit. When ADP comes to
be used in property assessment we shall
face some revolutionary changes. It
may be that small units will contract
with larger ones for the assessment of
their properties; it may be that several
units will cooperate on a regional basis;
or it may be that we shall have much
larger local unmits. The tides of change
are rushing in upon us.

Tax-Exempt Bonds

CEF Report, August 1960, No. 2
(7:10) reported a study concerning the
federal tax exemption on state and lo-
cal bonds.

A . .. study by Roland I. Robinson
for the National Bureau of Economic
Research reports that states and local
governments have bargained away the
privilege of tax exemption for less and
less in terms of lower interest costs in
order to find markets for the increasing
volume of state and local bond issues."
Thus the advantages of tax exemption
accruc more to the investor in terms of
interest which is free from federal taxes
than to state and local governments in
terms of lower interest.

When viewed as a problem in eco-
nomics rather than politics, the tax
exemption has become an increasingly
ineffective aid to state and local gov-
ernments because the revenue lost by
the federal government is split up be-
tween the investors and the borrowing
governments. Thus the tax exemption
becomes a subsidy of somewhat less
than complete effectiveness. A direct
subsidy would not have to be shared
with investors.

Robinson attempted by rough meas-
urement to determine what portion of
the revenue that was lost by the federal
government on new state and local
bonds because of the tax-exempt in-
terest was recovered indirectly by state
and local governments in the form of
lower interest rates. In 1947 from
three-fifths to three-fourth