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Foreword

THE COMMITTEE ON EDUCATIONAIL FINANCE of the National Educa-
tion Association sponsors annual National Conferences on Schoo! Financa to
bring together scheolars and practitioners in school finance to report on
prcblems and trends in financing 2American education and to discuss
significant research findings. A Time for Priorities, Financing the Schools for
, the ‘70’ is the theme of 1he 13th confercnce in this scries.
i This yeat, as in previous years, individuals v.ith various perspectives and
interests participated. More than 200 persons froia local school systems, state
cducation departments, state legislatures, universities, federal government
offices, including the U. S. Office of Education, and the united professionat
organization attended the conference. The conferees came to San Francisco
at a time when the Administration was curtailing federal education programs
and calling for a critical examination of educalional expenditures. Many local
school bond and tax referendums were being rejected by tax resistant voters
in various states. Many taxpayers had become weary of keeping revenues at
levels sufficicnt to cope with increasing enrollments and improved effective-
ness. Meanwhile, others were pushing for more services by schools, i.c.,
special efforts in the inner citics, special efforts to reach the handicapped,
greater equality of educational opportunity, and other additions and changes
to existing systems of doing things, most of which involved higher costs.
Caught in this squceze between the tightening of the purse strings and
pressure to do mote and better things, the school systems of the country were
facing financial difficuities that many were describing as critical.

These proceedings include a separate section on awards for school
finance research. The thrce papers were selected on the basis of the need for
the rescarch on the topic, the recearch design, the size of the task undertaken
and completed, and the research talent demonstrated. The judges were Glen
Robinson, Ditector, NEA Research Division; William P. Mclure, Director.
Bureau of Fducational Research, College of Fducation, University of lllinols,
Urbana, lllinols; and Fugene P. McLoone, Associate Professor, University of
Maryland,

The viewpoints expressed in the papers which comprise the proceedings
are those of the individual avthors and do not necessarily reflect the vicws of
the National Fducation Association or the Committee on Educational
Finance, .

The Commitice extends its appreciation to lhwf‘m‘m;
Research Division who organized the conference and girepated the procecd

ings for pdblication: Jean M. Flanigan, Assistant Director and NFA Stff
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Contact for the Committee; Kenneth L. Sandvig, Staff Associate; Gaye Baber
Becker, Conference Coordinator; Beatrice C. Lee, Publications Editor; Ann
Rossilli, Carol Milan, and Deborah Bean, Secretaries; Vald=ane Rice, Admin.
istrative Assistant; and Wally Ann Sliter, Chief of the Typing-Production Sec-
tion. The Committee also thanks Howard J. Carroll of the NEA Division of

Press, Radio, and Television Relations.

Wilbert V. Bolliger, Chairman
NEA Committee on Educational Finance
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Greetings from the National Education Association

Donald E. Morrison
Mcember, Executive Committee

ON BERALF OF President George D. Fischer, 1 welcome you to the 12th
National Conference on School Finance.

This Conference is one activity through which the National Education
Association expresses its concerns in school finnance. These concerns are
three-fold:

¢ The adequacy of the money to pay salarics and to finance a good

schoo! program

¢ The distribution of funds—{ederal, state, and local-to assure that

every pupil has an equal opportunity for a good education

& ‘The equity of the tax systems for taxpayers who support the schools.

This Conference is a scholarly and detliberative part of the total NEA
program in school finance. | am impressed by the array of experts assembled
here to speak, to listen, and to participate in the development of good
practice in raising, distributing, and spending funds to support education.

Other school finance aclivities of the NEA and its affiliates are less
passive and, therefore, command a better press. A, every level of government,
teachers are confronting officials for action in improving school support. In
some cities and slates they are demoustrating, marching, and striking. They
are speaking out in every conceivable manner.

Qur schools are as good as they cre because teachers are willing 10 raise
their own ducs to pay for and to wotk for improved school support.

| have one caution [or reseatch workers in instruction and administra-
tion as well as school finance. Many great research findings are lying on the
shelf unused. Many others are known and used, but only by other rescarchers.
This is largcly because the ke to change and implementation is ignored.
Unless you involve teachers organizations in your project and bring them
along with you, your findings, how:ver profound, may quietly pass into
oblivion. Therefore, 1 urge you 1o involve the teachers organizations in your
efforts—and we are providing this forum to start you off.

My best wishes for a successful Conference.

[
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Goals for the Seventies in Financing American Education

Mugh Colkins

TEN YEARS AGO this menth, a group of prominent Americans assembled in
response (o a requesl from President Lisenhower that they “develop a broad
outline of coordinaled national policies and programs™ and ‘'set up a szries of
goals in various arcas of nalional activitics for the decade of the Sixties.” The
volume they produced, Goals for Amcricans,! sold more than 260,000 copics,
provoked a good deal of discussion in school and college classrooms, and, in
the view of some, helped the Xermnedy Adminisiration order its carly
prioritics,

Now 'we are at the end of the decade. [t is time for an accounting. How
well have we done? Have we achieved our educational objectives? What
should be the goals for the Seventies for Lhis gathering of expetts in school
finance?

National Goals in the 1960°s

The 1960 Commission on National Goals struck the note of challenge
which ene would expect from such a group. "'In the 1960's every American is
suminoned to extraordinary personal responsibility, sustained efforl, and
sacrifice."2 That is a familiar sentiment, which we wou'd echo today: but the
reason advanced as the basis for rcquiring this national commitment has a
cutiously dated ring:

For the nation is in grave danger, threatened by the rulers of one-third of mankind, for
whom the state is cvenything, the individual sigaificant only as he senves the state, These
rulers soek the “peace™ of a Communist-oticnted wotld, i which freedom is suppressed
and the individual permancntly subordinated. Supporting their aim are the Soviet
Union's grest and swiftly growing strength, the indusirial an? military progress and
potential of Red China, a weat capacity for political organization and propaganda, and
the speclous appeal of Communist doctrine to peoples cagee for rapid cscape from
posTItLy.

Since 1946, forcign rule has ended for more than one billion people in Asia and
Afcica. Much of their yeaming for independence, for respect, and for abundance has
been inspired by Western and especially American example, Noaveithekss, historic
resentments, inadequale cconotmics, inexpericnce in sclfgovemnment, and exceschve
expectations offer fettile ground for Commiinist persuasion and conguost. This «mnj
tide of events defines the magnitude of our problems and the scope of our oppottunity.

My, Catkias is Attomcy, Jones. Day, Cocklcy end Reevis: and Cheirman, Netional Ad.
1501y Coxncil on Vocationa! Education.

) 8
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Spurred by what seemned to the Commission to be these ominous perils
from overseas, goals were outlined for every segment of American society. To
assist it in the field of education, the Commission counted among its
members its Chairman, {fenry M. Wriston, formerly President of Brown
University, James B. Conant, formerly President of Harvard University and
then working on his now famous Slums and Suburbs, Clark Kerr, then
President of the University of Calitornia, and James R, Killian, Jr., Chairman
of the Massachusetts Institute of Technotogy. The Commission engaged the
services of John Gardner, President of Camnegie Corporation and the Carnegie
Foundation for the Advancement of Teaching, and soon to begome Secretary
of lecalth, Education, and Welfare. Between them, the Commmission and
Gardner outlined a score of objectives, covering the gamut of ¢Jementary
through higher education.

If success were to be measured simply by the cou.try's progress in
achieving the goals which the Commission outlined, it would be impressive,
l.aok at the record:

The Commission stated:

¢ “Small and inefficicnt school districts should be consolidated,
veducing the 1otal nember from 40,009 to about 10,000."4 Today, we have
about 19,000 school districts in the United States, more than the Commission
urged, but representing very substantial progress from the 1960 days of
40,000.

o “Every siate shou'd have a highlevel board of education.'?
Accomplished, as required by the Higher Education Facilities Act of 1963.

¢ “Two-year colleges should be within commuting distance of most
high school graduates.”® In the 1960's we opened approximately 50 two-y car
colleges cach year; this objective has substantially been met.

¢ “Annual public and private expenditure for education by 1970 must
be approximately $40 billion -double the 1960 figure. It will then be 5 per
cent or more of the gross national product, as against less than 4 per cent
today."? In fact, in 1970, srnual public and private expenditure for
cducation is approximately $65 biilion, three times the 1960 figure. And this
is nol merely a phenomenon of inflation, for the $65 billion represents 6
percent, not the proposed 5 pereent, of the gross national product.

Gardner stated:

¢ “NDuring the 1960 ...we must recruit at least 200,000 new
teachcrs every year."$ The objective has been accomplished, and the total
number of teachers has risen in the decade by about 50 percent.

o ‘“Teachers’ salarics must be raised until they ate competitive with
salaries in other fields for jobs involving comparable ability and length of
trainfng."9 The goal is not yet accomplished, and there are signs that In
recc.at years the gains which teachers have won are receding, but teachers’
salaries are more compctitive loday than they were a decade 4 go.

¢ “"We should set as our minimum goal that by 1970 thete should be
no state in which desegregation s prevented by state aclion, no state that has
not moved to comply with the Court decision on desegregation.”1? tn the
1960's, the percentage of black children in the south attending schools held
1o be in compliance with federa)l desegregation standatds rose to 40 percent.

9 9
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» “We should be producing 20,000 Ph.D.’s annually by 1970 (com-
pared with 9,360 in 1958-59) without a drop in quality.”!! Last year the
United Siates produced 26,500 Ph.D.’s, and the quality of graduate training
has risen, not declined.

These are substantial accomplishments. In 1960 these objectives seemed
realistic, but not easy to accomplish. In a world in which even realistic
objectives are seldom achieved on schedule, the couitry’s record of
performance is one for which it can claim credit.

Equality of Opportunity

However, there is a bleaker side to the picture. There are some
objcctives stated by the Commission and by Gardner toward which there has
been little progress. There are still other objectives which in the light of
hindsight it is extraordinary that the Commission and Gardner did not place
niore squarely before us.

The principal task which has not been accomplished in the 1960 is
what I believe to be, and for 2 century to have been, the most important
matter on th: American agenda. That is the elimination of inequalit: of
opportunity in the United States. It is paradoxical tliat a nation which at its
founding articulated the principle ¢f equality more cloquently than ever
before or since in recorded history should fo: so long allow incquality to
persist in the midst of plenty,

The famous words of the Declaration are familiar to everyone. “That all
Men are created equal, that they arc endowed by their Creator with certain
unalienable rights, that among these are Life, Liberty and the Pursuit of
Happiness—That to secure these Rights, Governments are instituted among
Men, deriving their just Powers from the Consent of the Governed,” The
Chairman of the 1960 Goals Commis:ion, Henry Wriston, perceived the
central importance of these words. His chapter, “The Individual,” started
with them, polished them, revered them. Wriston quoted Robert Frost’s ““The
Black Cottage™:

That's a hard mystery of Jef{crson's.

What did he mean? Of course the easy way

Is to decide it simply isn't true.

It may not be. I heard a fellow say so,

But never mind, the Welshman got it planted.
Where it will trouble us a thousand years.
Fach age will have to reconsider it.

Then, in what surely was one of the first “establishment® pronounce-
ments of our postwar civil rights concerns, he applied the ancient words of
the Declaration to the plight of the Negro in the United States.

The right to life. ""Yet for a Negro,” Wriston said, *life expectancy, al
birth, is about 7.5 years less than for a white man. At agc 25 the life
expectancy of a Negro is still about 5.8 years less than for whites . ... This
startling discrepancy between Negroes and whites is largely caused by inferior
education, poorer living conditions, inadequate dental, medical and surgical
attention. Those deficiencies are the direct conscquence of curtailment of

» 1}

‘unalienable rights’.
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The right to liberty. "'The Department of Labor,"” Wriston stated, *lists
over itve thousand skilled and professional occupations. Most are effectively
clc.ed to Negroes,"14

The pursuit of happiness. *The loss in human satisfactions,” Wriston

said, "“runs far decper than the vconomici it is beyond calculation.” He
continued:
When people are denied fulfillmens it is trespass upen the unalienable right to pursue
happiness, to find, for oncself, the decper satisfactions of setf-realization. ., . Stubborn
refusal to move with the times and concede justice long denied will only multiply and
magnify daagers, leave neediess wounds it will take gererations to heal. Those who
sulfeied political disabilities and economic loss, those who were oppressed by
carpet-bapgers and wavers of the bloody shirt, those whose reseniments have survived for
more than three-Quarters of a century, so that she political party guilty of those excesses
iy s%ill taboo, vught not to neglect the Jesson of their own suffering.

It comes with il grace to complain that peaceful sit-ins and other non-violent acts
violae piddling city ardinances and state faws cunningly devised to condemn or raisc to
inferior status and Jeny it equality, . ..

The price of massive resistance (o law is not visited alone upon those who promote
it. By rvcason of the high mobility of Americans, it has becomec a national
problem, ... [Negroes] tend to be ci%wded together in citics; thus they form a clot in
the blood stream of the body politic,

These are strong and prophetic words. It is extraordinary that the
Commission failed to hced them in idantifying the principal danger the
country faced in the 1960%. 1 do not recall that Chairman Wriston’s warnings
were contested by the Commission; rather, they simply were not heard. They
were ignored by men (and [ must include nyself) whose vision was fixed on
far off perils which have proved far less forbidding than was feared, and who
preferred not to acknowledge the reality of the dangers, and the sins, which
were ctose at hand.

Qur failure to provide equal educational opportunity in this country is
plain for all to sce. Ovur failure extends beyond the Negro to includs the
Mexican-American, the Puerto Rican, the Indian, and the poor of every color
and nationality. Childrin of these groups, in neighborhoods of these groups,
too often learn tr.jically less than they need to know in order to enjoy the
benefits of life in a technological world.

As reported by the federal Task Force on Urban Education: “The
average Negro core student in the Northeast is 5.2 grade levels behind his
white suburhan counterpart in math by the twelfth grade, 2.0 grade levels
behind in reading, and 3.3 grade levels behind in verbal ability. Figures are
similar in the Midwest and worse in the far West.*'16

In city after city, the Task Force's findings are borne out. In 1966-67,
children in District 9 of Chicago's inner-city L.oop read at a 4.6 grade level in
the sixth grade and at a 5.9 gvade level in eighth grade. While child-en in the
exclusive North Shore District 2 revea' an average r.ading level of 8.2 in sixth
grade and 10.2 in eighth grade. In Atlanta, sixth-graders in the city read at a
median level of 4.3 and in surrounding suburban Fulton County, they read at
a 6.9 grade level. This is a differential of 2.6.

Pupils who are failed by the educational system are leaving the public
schools in alarmingly large numbers. In his 1965 Special Message to the
Congress, "*Toward Full Educational Opportunity,” President Johnson noted

11 1
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that: "“in our 15 largest cities, 6} percent of the tenth-grade sh. l:nts from
povertly neighborhoods drop out before finishing high school.” In 1967,
approximately 65 percent of all black and Puerto Rican students in New
York City left school before graduation. But the problem is not only in the
cities, for according to the Texas Fducation Agency, 60 percent of the
approximately 100,000 Mexican-American first-grade children entering the
system each year will have dropped out of school permanently before
elementary school graduation.

School fatlure is not solely due to inadequate school finance, as the
Coleman Report has shown; but there is an approximate correlation between
the crisis of school failure and the crisis of school finance. Schools in the
inner city, schools in the suburban poverty enclave, schools in Appalachia and
along the Rio Grande, wherever the failure rate js high, there also one is likely
to find the system in financial crisis.

Class size is larger; In Cleveland, there are 43 professionals per 1,000,
while in its suburbs on the average there are 50 per 1,000.

Buildings are older: In Detroit ir 1968, 30 buildings dedicated during
the administration of President Grant were still in use,

Buildings are overcrowded: in Washington, D. C. the elementary school
system operated near the end of the 1960's at 115 percent of capacity.

Student-teacher ratio is higher: In Los Angeles the ratio in 1968 was 30
to 1, as compared with 2 national average of 23 to 1.

Teachers are less experienced: In Chicago, New York, and other cities
where length of service gives a teacher the right to select his schoal, the
experience of the teachers is proportionate to the income level of the
children’s families. In Washington, D. C., in the middle of the decade in the
schools where more than 80 percent of the pupils were black and poor, 48
percent of the staff had conly temporary certificates.

The list of services that schools in financial crisis cannot provide their
students is long. Solving the financial crisis of schools that fail may not by
itself cause them to succeed; yet, until these schools have a solid fiscal base, it
is unrealistic to expect that they will be able to overcome the educational
crisis which confronts them.

Goals for the 1970's

As we prepare our goals for the 1970’ let us resolve to give more heed

to the fundamentals than we did in the 1960's. The overriding problem in -

American education is to develop a means by which the 20 percent of our
population who are excluded from the main stream of American life acquire
the educational level they must have to enter the stream. Tha requires many
things, one of which is money. The overriding objeciive in school finance
must be to turn it around so that instead of obstructing that objective as it
does at present, it will assist in achieving it. To accomplish that turn-around,
we need to set, not a score of objectives, but a four-point priority agenda.

Equity

The first objective is to restore equity to our school foundation laws.
Forty-five years ago Strayer and Haig devised the first foundation formulas so

12 12
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that the burden of school support would *“bear upon the people in all
localities at the same rate in relation to their tax-paying abilities.” Today,
changes in society have made the old formulas productive, not of equality,
but of the rankest incquality.

Inequity in state school finance arises, first, from our pessistent failure
to recognize that education represents only a part of the cost of local
government. In Philadeiphia, which is typical of most old large cities, police,
fire, sanitation, and other urban s=rvices consume 70 percent of revenues,
while in the Philadelphia suburbs those services require only 40 percent of
revenues. School foundation laws typically determine *'weaith' on the basis
of property tax base per pupil, without adjusting for this municipal
overburden. This made sense 40 years ago when tax base per pupil was much
higher in the cities than elsewhere; it is grossly unfair today in cities where
the tax base has been eroded so that it is no higher than in the surreunding
communities. The contrast between the suburb of Weston, with a total local
tax rate of 43 mills and a per pupil expenditure of $956, and Boston, with a
total local tax rate of 144 mills and a per pupil expenditure of 8655, is
enough to make Strayer and Haig rise from their graves in indignation.
Pennsylvania, Michigan, and New York have devised adjustments which take
municipal overburden into account. Their example should be followed in all
older industrialized states.

The second inequity in state schoot finance arises from our tolerance of
tax havens. In the Gorman school district in Los Angeles County the tax base
per pupil is about 40 times as large as in nearby Hudson and Compton.
California allows Gorman to exploit its tax base to produce, with state aid,
$2,089 for each pupil who lives there, while in the poorer nearby districts
state and local taxes produce less than $560 per pupil. School firtance experts
have long recommended that the property tax be collected state-wide; it is
inexcusable to ignore those recommendations any longer.

The third step toward equity is to equalize valuations, In Michigan the
range of assessed to market value is from 10 percent to 5Q percent. In such a
state of affairs is it any wonder that Michigan children do not have equal
educational opportunity? Wisconsin, Maryland, and Flosida have equalization
formulas which work and shoutd be adoptec universally.

The final major inequity in foundation laws is that in all but four states,
the school foundation laws provide state financial assistance to poor school
districts only up to the minimum level of education establish..d by the state.
For example, in a poor school district in Ohio, it costs about $50 per family
to increase teachers’ salaries $1,000, while in the average school district in
that state, the same increase of $1,000 can be provided by an average tax
contribution of $25 per family. If Ohio wants to achieve equal educational
opportunity for all and to encourage local effort in school support, it should
promptly follow the handful of progressive states in which local effort above
the minimum is matched by state support under an equalizing formula.

There is no excuse, except the difficulty of overcoming political
self-centeredness, for our continued delay in reforming school foundation

13 13
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Sharing Higher Costs

The second cornerstone to developing a rational system of school
finance in the 1970’ is to adopt a sznsible philosophy of broad categorical
grants, Different kinds of education cost different amounts of money. it costs
more to provide adequate education for a child who is blind, deaf, or
seriously emotionally distutbed. It costs more to teach most forms of
vocational education, becausc of the equipment, counseling, and placement
costs, and the smaller class sizes which often are necussary, [t costs more to
teach reading to children who do not practice reading at home. 1t costs more
to attract the attention of children who are not verbally oriented, and who
have been defeated by a succession of school failures.

liocal governments are well designed politically to provide for all
children comparable services of cquivalent expense. They are not welt
designcd to provide for all children the diverse services of differing expense
levels which the diffcrent needs of children require. Populatly elected
governments at the local level are under great pressures for uniformity. Where
resources are in short supply, the allocation of the same amount to every
child is a position casy to defend. In contrast, to spend on some children with
special need more dollars than on the average child is not easy to justify to
the voter.

Champions of local decision-making, therefore, should welcome and
not fight the ecfforts of state and federal governments to subsidize the
additional costs of those forms of education which cost more than the
average. Such subsidies do not restrict the discretion at the local level; they
enhance it, because their effect is to equalize the local per pupil cost of
meeting each child’s diverse needs. A school district in which the local cost of
vocational education or education of the handicapped and college prepara-
tory education is substantially the same is a district in which local
administrators have maximum frecdom to offer the kind of curriculum the
children of their district need most. -

Wherever possible, categorical programs should allocate funds on the
basis of children with needs, and not on the basis of program. Title | is a
much easier model than the Vocational Education Act. Children who are
physically or socially handicapped, or who cannot read, can be identified and
counted. New methods will allow us to identify them earlier, and more
surely. The local expenditures made for their education can be monitored to
protect the categorical funds from merely substituting for local funds
diverted elsewhere. n subsidy based on the number or concentration of such
children can be readily administered without the distortion which arises when
a subsidy is based on a program.

Such distortion is prevalent in vocational education today. Although
every educator knows that the way 1o teach reading to ncnverbal high schoo!
students is in a job-related classroom, few high schools offer such teaching.
The rcason is bureaucratic convenience. The state subsidizes the vocational
class but not the reading; the two cannot be mixed without confusing the
accounting.

The sensible philosophy of broad categorieal grants which we must
zdopt in the 1970’ will make such distortions a thing of the past. A schoo!
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district should be alluwved a subsidy upon a showing that it is spending more
money on a child with a specizl need and is fulfilling that need. Private
accounting and testing firms can be called on to verify the expenditures and
the achievement. Separate programming should be discouraged, not required.
Such a system would at last give local school systcms the frecedom, with
accountability, to offer vocational education to all who need it, to help the
handicapped tearn like the normal child, and to help the non-reader learn to
read.

National Education Act

The third requirement for school finance reform in the Seventies is the
adoption of a federal income tax for education.

One of the most extraordinary political phenomena in the United
States in the 1960's has been the different Lehavior of educators at the {ocal
and state level from their behavior at the federal level. At 1ocal polling places
and in the state house, educators were quick to recognize, and to urge taat
additional raxation was necessary to provide adequate education. In the past
10 years the results have been impiessive. Local taxes for education, which
yielded $8 billion in 1960, yicld $20.3 billion today. This is an increase from
approximately 1.6 percent of the gross national product to approximately 2.2
percent. State taxes for education, which yielded §5.5 billion in 1960, yield
$15.6 billion today, an increase from 1.1 percent of the gross national
product to 1.6 percent. In the pericd 1960 to 1969, the state and local tax
burden in United States has increascd froin 8 percent of GNP to 10 percent
of GNP, an increase of 25 percent.

At the state and local level, political Ieaders have been only too glad to
have the support cf the educators. In state afier state and in city after city
the tactic has been the same. The increase in tax revenues resulting from the
general growth in the tax base was used to finance the police and the fire
departments, mental health, economic development, and welfare, while a new
tax was proposed to support the growing needs of education. Although in the
1950°s no new state, individual, or corporate income or sales taxes .werc
introduced, in the 1960’ 28 such new taxes were enacted. At local and state
levels, politicians were aware that education is the most popular government
service. Using that popularity to overcome understandable resistance to sales
and property taxes, state and local governments steadily increased the burden
on the taxpayer for the services which he wants and needs.

Al the federal level the scene has been different, Three times in the past
10 years the Congress has enjoyed the luxury of a tax cut. Federal tax
revenues, as a percent of GNP increased 12-1/2 percent compared with the
state and local increase of 25 percent. What other legislature in the United
States has done that? What local government can say that about every three
years the voters can be given a present of a tax reduction? It is extraordinary
that taxpayers, who struggle to pay additional property and sales taxes at the
Jocal level, applaud, rather than condem:i, the Congress lor its consistent
reluctance to increase the fairest tax of them all, the federal income tax.

The reason is not hard to find. No one has found a way to relate an
increase in federal income taxes to a service which citizens overwhelmingly
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want. Instead, the federal income tax is associated in the taxpayer’s mind

, with a whole host of services which he does 1ot want. Those who are opposed

1 to the Vietnam War see the federal income tax as contributing to defense.

' Those who live on farms see it as devoted (¢ urban renewal. Those who live in
cities see it as sustaining a farm subsidy.

What we need is a federal income tax for education. The major
achievement of the Eisenhower Administration is said by many to be the
federal highway program, in which a user tax on gasoline has funded a
spectacular growth in the country’s highways. It is as fitting that education be
supported by a tax on income as it is that highways be supported by a tax on
gasoline. The relationship between education and inceme is beyond quesiion.
The only thing that is remurkable is that for so long we have taxed incomes
without allocating a specific part of an increased tax to that national service
which most contributes to the development of the income,

What kind of federal program should be supported by a federal
education tax? We have learned some hard lessons in the 1960's; and we had
better apply them in the 1970’s. The first lesson has alrcady been discussed: a
federal program for the support of education should contain properly drafted
categorical grants under which the federal government will pay a part of the
extra costs of the expensive forms of education which some childrer in our
society require. Prominent among these grants should be substantial and
growing assistance to disadvantaged children. The $1.2 billion now provided
is not substantial, and it is a tragedy that it has not grown in half a decade.
Perhaps the additional $§1 billion promised by the President for schools
“impacted”’ by segregation will provide some growth.

The second lesson of the 1960’s is that we must have an equalizing
grant to states whose per-capita or per-pupil income is below the national
average. There can be no justification for relying purcly on state and local
taxes to finance education in a country in which the poor states have about
half the per-capita income of the rich.

Third, the experience of the 1960°s should teach us a fundamental
political truth: A properly designed federal program will offer some financial
assistance for the education of the average child in the average community.

- Politicians seek votes, and voters seek results which will be of personal benefit
to them. A good federal program will provide compensatory subsidies for
those who need them, a measure of equalization for poor states, and a
measure of assistance for all.

A National Education Act, embodying such a program to be enacted in
addition to existing federal programs for education, can be enacted by the
Congress in 1972. Initially funded at $3 billion and financed by a 4 percent
surcharge on individual income taxes paid on incomes up to $15,000 and a ?
percent surcharge on individual income taxes paid on incomes above that
level, the Act will not be inflationary. The education lobby, which so nearly
succeeded in overcoming a Presidential veto in 1970, can carry a majority in
the Congress if those who care about the financing of education will get
behind it.

The fourth objective in school finance for the 1970's is that we learn to
use competition constructively and fairly.
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Those who believe in the principle of competition and seek cvidence to
support its validity only need to look at the American educational scene. On
one side of the landscape, that of higher education and the elementary and
secondary education of the more affluent in our society, there is a Manzt
garden of competitive institutions. Private universities vie with each other and
with state universities of growing excellence. Two-year colleges compete with
four-year colleges. Illustrious boarding schools vie with private day schools
and with high schools in the better firanced suburbs. In metropolitan areas
the public schools of one affluent suburb compete with those of another
affluent suburb for familics oving to the metropolitan area. Parochial
secondary schools seek the ablest graduates of the parochial elementary
school system. Competition is the law of the land in this part of the
landscape, and this part of the landscape is generally characterized by
excellence and privilege.

The other side of the landscape is largely Hogarth. The elementary and
secondary education of the portion of the American population not afftuent
enough to choosc its suburb or move {rom its rural commmunity is a public
monopoly. Low-income families are trapped, sometimes by the color of their
skin, somctimes by the limitation of their income, in the schools in the
district in which they live, It is in these schools, where there is no effective
competition, that educational failure is found.

There is currently mounting interest in education at every level in the
usc of competition between schools to overcome educational failure. Dr.
Edyth Gaines, District Superintendent in the Bronx, operates a warchouse as
a voluntary, bilingual school with an unorthodox curriculum, which competes
with regularly organized schools. PPhiladelphia and Chicago operate Parkway
programs without schoo! buildings to rcach students not drawn to orthodox
programs. Cleveland runs a factory which employs (and trains) potential
dropouts. Strect academies serve New York City. A National Institute of
Fducation which will operate deinonstration schools has been proposed.
These and a thousand other alternatives within and without the public school
system nced encouragement and support,

Yet there is a danger. All too often in American life, a device designed
to help the disadvantaged turns out to be = technique by which the privileged
make more secure the privileges they already enjoy.

Four states have already adopted legislation under which state funds are
used to pay the salaries of teachers in parochial and independent schools,
Such legislation is said to be justified because, if not enacted, the parochial
schools will fail, and the public school system will be overrun with children it
cannot handle. The danger of such legislation is that the period today in
which state subsidies spread throughout the land will be followed by another
in which parochial and independent school enroliment will rise rapidly. We
must be careful not to create a school system irn which middle- and
upper-class children enjoy supcrior cducation at a mixture of public and
private expense, while children from families in the bottom half of the
income spectrum attend public schools of rapidly declining quality.

This is not a fanciful danger. A coalition of liberals who seek
competition for the disadvantaged through a voucher system, of conservatives
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who believe that untrammeled competition is efficient in education as in
business, of white supremacists and black separatists who are delermined that
their children shall not attend schools with youngsters of another color, and
of parents who sincerely believe in the virtues of a religious education can
create a political force which can do more to defeat equality of educational
opportunity than anything on the American scene since the Supreme Court
approved the ‘'separate hut equal” rule. Such a coalition will not be defeated
by rhetorical appeals to dcfend the public school system. Public schools are
not that popular or admired in this country. Such a coalition will be defeated
only by a painstaking demonstration that competition can be achieved where
it is needed without an undifferentiated subsidy for parochial and independ-
cnt cducation, and by constant reminders that equal subsidies to children of
unequal wealth can lead to unequal opportunity.

These are the four cornerstones Yor school finance reform in the
1970’s; reform in the school foundation laws tu achieve greater fairness, the
adoption of a reasonable philosophy of broad categorical grants, the passage
of a self-financed National Education Act, and the constructive and
controlled use of competition in education,

In pursuing these four objectives we necd one quality above all others.
That is the quality of endurance. The 1970's will be no inore productive on
these difficult issues than the 1960's if our goals and enthusiasms change as
rapidly in this decade as they did in the last. No reform in school finance will
come quickly; not much that is rrorthwhile ever comes easily. Let us then set
out upon the decade, determined that in this span of 10 years we will keep our
eycs fixed upon the individual, that we will make equality of his opportunity
our goal, and that we will pursue that goal untilit is achieved.
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Designing School Support Programs
To Meet Emerging Needs

Edgar L. Morphet

THE EVIDENCE SHOWS clearly that man has often been, and continues to
be, a ruthless polluter or destroyer of the environment in which he lives. His
ability to destroy—and even to jeopardize the future of humanity—has been
vastly increased by modern industrial and technological developments. Only
when it has become evident that almost irreparable damage has been done
and our very existence is threatened have substantial numbers of people
become seriously enough concerned to demand prompt and vigorous action.

As long as many people are complacent, too ignorant to understand, or
too greedy to be concerned about the implications or consequences of their
actions, the danger that the damage will continue and that the macrosituation
will further deteriorate is alarmingly grave.

Fortunately, partly as a result of many disturbing and sometimes
calamitous developments, increasing numbers of people have developed som:
significant new insights that have important implications for everyone.
Among these are: (a) Some current trends, if continued, will unquestionably
be disastrous for substantial numbers of people and may result in the
destruction of modern civilization as we know it. (b) These trends can be
interrupted and redirected if a significant proportion of the population
decides that they are dangerous or undesirable. {c} To a considerable extent,
people can determine their future by careful and systematic planning
procedures that will enable them to identify and avoid the undesirable
consequences of certain developments and courses of acticn and 1o select
other alternatives that will be more beneficial. {d) The extent to which these
planning procedures and choices will be advantageous or beneficial will be
determined largely by the kind and quality of education available to the
people—by whether or not it helps them to develop the ability to analyze and
determine the probable consequences of certain courses of action, identify
the feasible alternatives, and select those that would be most beneficial for
humanity,

In other words, we can, to a great extent, invent and plan our own
future if we are prepared to proceed systematically and cautiously to

Dr. Morphet is Director, Improving State Leadership in Education, and Professor of
Education, Emenitus, University of California, Berkeley; formerly Director, Designing
Education for the Future.
. 1 Q 19
I L




ERIC

Aruitoxt provided by Eic:

R P

determine what goals and objectives will be of maximum benefit to humanity
and to select and implement the most appropriate and effective means of
attaining those goals.

The Dangerous Gap

During the past few Yyears there has been much discussion—and many
people have become concerned—about the so-called generation gap. To a
certain extent, there seems to be such a gap. but there are liberals, radicals,
activists, and conservatives in all age groups. The term, therefore, may be an
oversimplifying and a confusing way of attempting to ider.tify and describe a
situation that exists, and may tend to distract attention from the basic
problems.

Harman, in a recent insightful paper,! inay have helped to redirect our
attention to onc basic problem: the serious gap between our professed or

expressed beliefs and values and the way we apply these beliefs and values,

the differences between what we say we believe and want and what we
actually do as evidenced by the programs that are authorized and the way in
which they are implemented.

We say, for example, that we believe in equality of educational
opportunity. Rut do we? What does the record show? We have had, in every
part of the country, gross discrimination in many aspects of life~not only by
race, sex and social position, but alsc by economic factors and circum-
stance—in labor, business, industry, the professions, and even in education.

We say we believe in helping every individual to develop to the
maximum of his potential. But the rccord shows that until recent yeass we
have done little to adapt the educational prograr to the needs of individuals.
Even now, in many schools, the major emphasis continues to be on cognitive
learning that is geared primarily to college entrance requirements and
exaectations. Moreover, we cannot afford to ignore the attitudes and policies
of s~me industries, unions and professions that, in a fundamental sense, are
not seriously concerned with the development of people.

We say we believe in equity for taxpayers. How have we implemented
that belief? Even in provisions for school support, taxpayers who own
property often have to contribute proportionately more than many with
higher incomes who do not ocwn property; those in less wealthy districts have
to make a greater effort than those in wealthy districts; and in some states,
those in districts with higher ratios between the assessed value and the actual
value of property pay propertionately more than those in districts with lower
ratios.

It stems that one of the crucial problems in this country is to find
effective ways of stating (or re-stating) beliefs and values relating to the
environment, cducation, and other aspects of life realistically and meaning:

fully, and of proceeding promptly to implement these beliefs and values; that

is, to reduce to 2 reasonable minimum the gap between our expressed beliefs
and values and what we actually do, Obviously any satisfactory resolution of
this problem will require systematic planning, identification of objectives, and
the selection and implementation of the most appropriate alternative
procedures for attaining them. If all conservatives, liberals, radicals, dissi-
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dents, and others cou)d agree to direct their energies and efforts to this end,
the prospects for meaningful survival would indeed be encouraging. I believe
we have tite intelligence—and I hope the will-to ensure that this is not merely
a utopian dream.

Planning tmprovements in Education

Since the provisions made for education and he kind and quality of
programs provided can and should have many important implications for the
evolving society, il seems essential to give considerable attention to the
problems involved in planning improvements in educatidn. In a rapidly
changing societly, neither established traditions nor present policies and
practices will suffice to meet the needs of the future. Both the elementary
and sccondary schools and institutions of higher learning can retard progress
by failing to adapt to emerging needs, or can facilitate progvess by
anticipating and making a serious effort to meet changing needs.

The process of effecting any significant change is usually stlow and often
painful and controversial in most educational institutions. Consequently they
tend to lag behind current needs and often fail to provide for newly
recognized or emerging needs.

But this situation can be and urgently needs to be changed. It has been
changed in a number of schoo! systems and in some institutions of higher
tearning primarily because substantial numbers of educators, students, and lay
citizens have identified and studicd the problems, agreed on relevant
objectives, and proposed defensibla programs and procedures for attaining the
objectives.

Any change can be harmful or beneficial. Only by careful and
systematic planning can harmful or irrelevant changes be reduced to a
minimum, In this society, the best and most defensible plans for the
improvement of education may be rejected if they are developed by
educators or other specialists without consulting or involving the people who
will be affected if and when these plans are implemented. The planning
process in education, therefore, should involve mzaningfully the services and
contributions of various kinds of experts and also of educators and lay
citizens who may know little about the technicalities and pitfalls of planniag,
but nevertheless have important contributions to make.

Since the need for planning and effecting improvements in educatiou is
so urgent under present conditions and there are relatively few people who
know much about systematic planning, we face several dangers: Changes may
be made simply because many people are dissatisfied and are looking for a
panacea, because they are advocated by an influential group or leader, or,
probably reluctantly, because they are required by a new law that may or
may not be defensible,

Perhaps one of the greatest dangers is that the officials or the people in
many states of communities will seek an easy way to attempt to solve their
problems by contracting with a persuasive group of outside *“‘experts” or with
a profit oriented organization to make the study and develop the plans for
them for a fee which is often substantial. Many organizations and even
university professors are eager to oblain such contracts, and some of the
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successful ones have moved quickly into the higher income brackets. In a few
situations, the reports and recommendations have resulted in some imporiant
changes; in many others they have had little or no impact.

In view of what we know ahout planning and change in education, I
proposc the following criteria for caretul consideration by everyone con-
cerned: (a} The appropriate agency, board, or representatives of the people in
cvery state and communily should select a competent group or committee to
develop the policics and guide the planning activities. (b} This group or
committee should obtain the servires of compelent experts or authorities as
needed 10 mzke or guide the technical studics and to assist in developing and
evaluating the plans. {c) Seldom, if ever, should any community or state
contract with any person or group to develop the plans (do all the planning)
and prepare and submit a report and recommendations without any other
obligations.

Improvement of Provisions for Financial Support

The major purpose of financial support for schools can be stated very
simply and clearly: to facilitate the provisior of adequate, cquitable, and
relevant educational opportunities and programs for all who can benefit from
these provisions and programs. But the achievement of this purpose presents
many difficult and controversial problems and issucs that have nol yet been
satisfactorily resolved and 3= likely to become more complex and confusing
in the future.

Fiw, if any, programs provided today can be considered adequate,
equitable, or relevant for actual or prospective students, including many
adults who could benefit from further cducation. Morcover, what is
considered appropriate and relevant at present will not suffice (o meet the
needs of a rapidly changing society. The traditional concept of *'teaching™
will almost certainly need to be replaced at ali levels by bona fide
“facilitation of learning." In view of the two quadrillion bits of non.
redundant inforp ation that will be available within the decade~some of
which will become obsolete in a short lime—the emphasis will probably need
to be changed from empl.asizing the abitity of students 1o acquire isolated
bits of information that can be “fed back* through frequent tcsis to helping
students to identify pertinent problems and to select and utilize pertinent
information in devising solutions to those problems. The current emphasis on
teaditiona! subjects and “‘disciplines” may be recognized, as Toynbee has
pointed out, as (0o narrow and restrictive to meet the necds of the futuic.
Even the staffing patterns are almost cerlain to change as a result of
technological developments and the increasing emphasis on guided scif-
learning.

These and many other prospective changes in society and education will
almost certainly have impoitant implications for the otganization and rolc of
local school sysiems and statc cducation agencies, and for provisions for
school support. Since this cuaference s concemed primatily with provisions
for financial support of schools, attention in the remainder of this paper will
be directed to some of the major problems and concerns in thal area.
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importance of Long-Range Planning

Systematic long-range planning for the improvement of provisions for
financing education is as essential in every state and in the country as is such
planning for all other aspects of education. But, as indicated above, planning
for improvement of provisions for financial support must be closely related to
planning for the improvement of the entire system of education. Only under
these conditions will il be possible to determine and defend meaningfully the
amount and sources of support proposed and the purposes and manner in
which the funds are to be utilized.

Few people would attempt to defend the present provisions for
financing schools in any state or at the federal level as much more than the
results of a series of expedient decisions and actions that have often been
based on indefensible demands by pressure groups, compromises, and
attempis to meet the most pressing or obvious needs. Of course, there has
been some planning in a number of states and some provisions are reasonably
defensible under present conditions, but even the most defensible will not
suffice to meet emerging rc=ds. Fortunately the current National Educational
Finance Project studies <h.uld help to highlight existing inequities and
inadequacies and direct attention to some of the most promising possibilities
for the future. But few of these findings and recommendations will be
implemented meaningfully unless in every state and at the federal level there
is a much more serious effort to undertake systematic long-range planning
than is evident at the present time.

Even when the pcople in a state {a community of nationally) are
making a serious eff1:t to plan and effect improvements, there is always a
danger that they wili accept some proposal that seems *'promising’ without
examining all of the implications or probable consequences, some of which
cannot casily be determined. Among the proposals currently being advocated
by some groups (sometimes almost as panaceas) that should be carefully
studied by everyone concerncd e the following: authorize local schoo!
systems to levy nonproperty taxes for support of schools; shift federal
support to purposes other thas education so that state and local school
systems will be In a better position to increase thelr support for education;
climinate all formulas for state support and provide for local school systems
to obtain their funds from state tources on the basis of negotiated budgets;
provide for complete state support {cither without any, or with limited, local
opportunity to levy properly taxes); provide for state operation as well as
complete state support of schools; provide state support for nonpublic as well
as public schools; establish a voucher system to provide funds so that students
may aitend any nonpublic school of their (or their parents’) cholce; provide
for education partly or primarily through a system of contracts with private
agencies or corporations.

Proposals That Need Further Consideration
In the light of recent and prospective developments, tt seems appatent

that some major becahtheoughs in provisions for financial support of schools
will be essential. Any single change that will Facilitate the attainment of the
major purposcs of education should be helpful, but a series of retatcd and
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carefully planned changes will be necessary if significant progress is to be
made.

Some of these changes may result from new and defensible concepts
and proposals; others will undoubtedly result fiom more meaningful
implementation of proposals that have been discussed for many years but
have not been realistically implemented in more than a few states; that is,
from proposals to narrow sharply the gap between our expressed values and
beliefs and what is actually done about them. A few of these obvious needs
are discussed briefly below.,

Relating Sources of income for
School Support to Sources of
Income of the People

The sources of income of the people have changed significantly since
the nation was established and the early traditions began to develop.
Currently, on a national basis, less than 10 percent of the income of the
people is derived from property. Yet, in most states, at least 50 percent of the
revenues for support of schools still come from property taxes. The Advisory
Commission on Intergovernmental Relations has pointed out:
® Characlerized by heavy interjurisdictional benefits, the State government—rather than
localities—should be the prime financial source. @ With steadily rising educational costs
at the local level and only moderate increases in State education aid relative to those
local costs, school necds are absorbing more and more of property tax revenues—the
claims of education now account for more than half of the focal property tax dollar, up
from one third in 1942.2

A number of authorities have recommendcd that, in most states under
modern conditions, an average of at least 50 percent of the funds for support
of schools should be derived from state nonproperty tax sources, at least 25
percent from federal {nonproperty) tax soutces, and probably not more than
about 25 percent from local property tax sources. A breakthrough in this
respect should be considered imperative.

Realistic Provisions for Measurement
of Needs and Costs

Few states have incorporated in their state support formulas realistic
provisions for measuring educational need or determining local ability. These
formulas urgently need to be revised and made more equitable if the
state-local partnership plan it continued. In any such revision, most formulas
would provide increased support for many large city systems because some of
the acute educational needs that exist in those systems will have to be recog:
nized more clearly than in the past. Speciz! needs that are not even recognized
in 2 number of state provisions include early childhood education, kinder-
gartens, summer or extended term programs, appropriate provisions for eco-
nomically and culturally disadvantaged students, adult education, and capi-
tal cutlay and debt service.

Incentive Provisions

Several states have incorporated in their plan or provisions 2 mild
incentive to encourage-local school systems to increate their local support
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beyond a designated minimum. In many states most of this effort has been
devoted to an attempt to increase the level of support for what is sometimes
realistically called *'the minfmum foundation program.”

Perhaps the most significant breakthrough involving the incentive
concept was made in Florida a couple of years ago {unfortunately tied, at
the insistence of the governor, to a millage limitation that handicapped a few
counties) when the legislature provided from state sources $1,720 per
instruction unit eachk year, in addition to the funds authorized for the
foundation program, for every county that developed a five year plan for the
improvement of instruction and learning and evaluated and updated its plan
annually. This provision merits careful study.

Provisions for Accountability

During the coming years, few legislatures are likely o be satisfied to
appropriate substantial sums for education without requiring much more than
valid reports by districts of receipts and expenditures. There is a growing and
defensible demand for accountability that might be defined in trivial and
handicapping terms, but it is hoped it will be established in a context that will
tesult in providing valid and meaningful information about progress made in
improving education, and thus will help to direct attention to major
deficiencies and inefﬁciendgs.

Fortunately, a number of states have developed and are utilizing helpful
concepts relating to program budgeting and accounting, and several are
adapting the PPB system (perhaps more appropriately, called the PPBE
system by some groups) for use in education. Thus, we seem to be moving in
a direction that should result in more valid accountability, bui much greater
progress is needed in many areas.

Development of More Logical
Basic Financing Units

A number of studies have directed attention to the serious problems
and Inequities that are perpetuated as a result of the continuation of
unrealistic school district boundaries that were established many years ago.
For example, in a recent study, Hooker and Mueller directed attention to the
serious and Indefensible educational problems and Inequities that exist in the
Kansas City and St. Louls metropolitan areas because of the artificial
boundaries that have been established and perpetuated.?

They recommended the establishment of a basic financing unit for the
entire metropolitan area with provision for logically organized operating units
within the area, each of which would have some local taxing leeway. Other
studies have shown that many states still permit—or, as a result of existing
legal provisions, In effect, require—-segregation of students on the basts of the
wealth of the district in which they reside and perpetuate inequalities and
inequities by ditctiminatory provisions for financing schools. Such practices
are Indefensible and in 2 short time may be consideted unconstitutional on
the premise that economic segregation is as discriminatory as racial
segregation.
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Some of the possibilities relating to the organization of large-area units
for the basic financing are: (a) The major inequities in ability to provide the
basic support for education could be climinated. (b) With some relatively
simple adjustments in state laws, the parts of a metropolilan area extending
into adjoining states could beincluded. (¢} Provisions for apportioning state
funds for education could be simplified and made more equitable. (d)
Provision could readily and probably advantageously be made, if deemed
desirable by the people in an area, for the large arca unit to assume
appropriate responsibilitics for coordination of planning, rescarch, evaluation,
and other special services that would be of mutual benefit. (¢) Meaningful
decentralization could be achieved by establishing logically organized
operating units within the arca, each of which would be responsible primarily
for planning znd providing an educational program designed to meet the
needs of the population that should be served.

Concluding Observations

There can be little doubt that some important breakthroughs in
provisions for education and financial support of schools are essential if
significant and much nceded improvements are to be effected. Neither
educatos’s nor lay citizens can afford to be complacent about the need for
identifying and implementing more delensible provisions for supporting
education. They cannol afford to make isolated changes merely hecause they
are sceking relief from a particular pressure or problem. Long-range,
systematic comprchensive planning is essential if educators, lay citizens and
legislators are to prepare effcctively for the changes that must be made in
education.

footnotes
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Palo Alto, Calif.: Educational Policy Rosearch Center, October 1969,
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Proposals for National Foundation Programs

Leon H. Keyserling

MY FRIENDS, first of al), I'm very glad to be here, and I do have a special
feeling of kinship to this group here today. We're sort of relatives, because the
most recent president of NEA succeeded my wife as head of the Women's
Bureau in the U.S. Labor Department. In that connection, I was talking at a
meeting receatly, where a man said to me that he held a very important job
and that, when he had been moved to another city, four vice-presidents of his
company had to sign the transfer papers.  said, **We're far ahead of you.
When my wife left her last job, 50 million people signed the transfer papers.”

1 also have an interest in the subject of discussion today, bLecause 1
spent the first eight years of my life on an istand where there was no school
problem because there were no schools. No black schools, no white schools,
no public schools, and no private schools. And so, until 1 was eight years old,
f was taught to read and write and figure by my mother. But then my father
thought that the family, in that the second child had reached school age,
should have a professional teacher. So we imported a very charming lady,
who was & professional teacher, who came and lived with us, and she started
teaching us. And she did a wondetful job fot aboul 2 month, and then my
father 3aid to my mother that he was going to et the lady go. And my
mother sald, *"What's the matter? ls she unsatisfactory in any way?” He said,
“No, she's wonderful,”” My mother said, “Why are you going to let her go?”
And my father said, in a2 rather embarrassed tone, *Weil, 1 found out that you
are more educated and smarter than she is.”

'm not going to talk a great deal about the specific study of the
problems of our public schools which | started to wotk on several years ago,
and published under the aegis of the Conference on Fconomic Progress! a
year and a half ago, although | was originally asked to do this study by the
Ametican Fedetatior of Teachers.2 The findings of that study, and its points
of emphasis, are nobody’s but mine; which is true of every study 1 do. I'm
not going to talk wvery much about the findings of that study because,
barically, these are not really much different from the findings in all other
infotmed. sensitive, and responsible studies of the public school problem,

The main findings, in their quantitative aspects, are to set these goals
fot (en years from now: (1) 100 percent participation of the public school

Mr. Keyserling is Consnliing Feonomist, Conference on Economic Progress.
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population in the public schools. While now there are many sections of the
country where, as you all know better than I, the participation rate is very
low; (2) bring the pupil-teacher ratio down to 20 to 1, and bring the
pupil-total instruction staff ratio down to 12 to 1; (3) increase, measured in
1967 dollars, the per pupil outlays for the schools by 132 percent, or make
themn about two and one-third times as large as they are now; measured in
uniform dollars. Allowing for the prospect of inflation, and the inflation since
the study was published, they would certainly have to be at Icast three tiraes
as high per capita in current dollars by the tenth year. The study also
proposes comparable improvements in the physical standards of schools,
including classrooms, and proposes to take care of certain supportive
programs which are necessary aspects of adequate public school opportunity.

But I'm not geing to say any more about these aspects of my study. I'm
going to concentrate on the method of financing and why it was chosen, and,
second, the economic aspects of it, not from the viewpoint of public school
funding, but from the viewpoint of the nation, [ just heard the man who was
kind enough 1o introduce me say that we won't get any school legislation
worthy of the name until the various groups who all have the same purpose
but who have somewhat different plans can get together. 1 would like to
amend that statement by saying that we are not going to get any public
school legislation worthy of the name until America pulls itself together,
because the public school problem is an American problem. It is intimately
associated with concepts of inflation and how to deal with it, concepts of the
Federal budget and how to deal with it, concepts of people and how to deal
with them, concepts of poverty and how to deal with i1, and concepts of
Federal spending and local responsibility, and how to deal with them. In
terms of the empirical experience, which is a very small part of the
perspective of most economists, I think America is golng substantially wrong
on all of these subjects, and suffering accordingly. And until we change this
trend by our actions as literate citizens, whether we be affiliated with the
public schools or not, we're not going to get sufficiently responsive attention
to the problems of the public schools.

So I will focus on these aspects of the problem, including the problems
of infation, because the supreme barrier that {s taised whenever anyone 1alks
about adequate outlays for what we need most is, *'Oh, it will be inflationary.
J2l's not do it now, and then we won’t have so much inflation, and not
having so much inflation will help everybody more than any specifi: program
could help them.” Now, lest one think that I'm being political about this, 1
think that we're gone wrong on our economics in some degree during the
Nixon administration and the Johnson administration and the Kennedy
admiristration. And I'm not going any further back than that, only because 1
would be suspect. But going wrong for ten yearsis Ion} enough.

The method of financing proposed In the study which § have prepared
Is really very simple. It starts with the proposition that the child is not
basically and fundamentsily an adjunct of the state but an asset of the nation,
and, therelore, a minimum basic standard of public school outlays should be
established for every stale, city, and county in the natidn. i'm not guing into
the subject of whether money is everything. Most of us think that money is
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not very important, except for ourselves. I am not talking about the
qualitative aspects of education. 1 recognize that there are vital problems of
pedigogical method as to what to teach and how. Thevre is also the problem
that it is not enough to have a child in a good school, if he or she goes back to
a slum home and an unemployed father, a demoralized mother, and an older
brother in the knife gangs. Just as there is not much use giving a child a
Headstart for a few weeks or months, and then sending him or her back to
the conditions which made him or her need the Headstart. But for reasons of
concentration, I will limit mysell to the material means through the resources
of the nation, of financing our public schools. 1 even think, without bias
although I am an economist, that this is the first and foremost problem, and
that this is not in the ultimate a material problem but a moral problem. Even
the use of physical resources, even the use of our national wealth, is 2 moral
problem, becaus: the only reason we're not doing the school job adequalely
is not because we can’t afford it, but because we haven’'t risen to the moral
responsibility.

By this, I mean the national or Federal moral responsibility. There are
vastly different standards of current outlays per capita in the public schools
in the various states, of course, but this has very litde to do with the
relative moral rectitude or intentions of the various states, but has to do with
their relative income and wealth. In fact, some of the states, which some of us
might deem most backward in some respects, are spending a laiger part of
their resources for education than those which are much further advanced in
these respects, Therefore, my study starts with the proposition that 10 years
from the base year, which now would be 10 years from 1970, or 1980, and
originally was 10 years from 1967, or 1977, every country and every slale
and every city in the nation should have a standard of public school outlays
coming up to at least the defined minimum standard, which I will merely
define as coming, in uniform 1967 dollars to about 132 percent higher than
now, and, allowing for Inflated dollars, maybe three times as high.

The first Question which then arises, is how this tesponsibility should be
shared beiween the 50 states and the Federal government, and the first part
of that problem is what the states’ share should be, | have found, or at least [
think, that many of the traditional bases of determining the states’ share are
both irretevant and unworkable. 1 don't think the population basis will do,
because that doesn’t describe the relative resources of the states. | don’t think
the relative amount of poverty in the different states will do, because broadly
speaking and subject 1o refinements that [ can’t make in a short time, there fs
no necessary or absolule cotrelation between the amount of poverty in a state
and the general wealth of that state, The problem Is further complicated
because one must tecogaize that, for a variety of reasons which 1 will not
detall, it doesn't follow that each state should allocate exactly the same
proportion of fts own available resources to public school education.
Different states have different problems to meet, in vastly different
proportions.

Taking all these factors into account, and taking into account the
combination of a national purpose with the retention of considerable
decentralized responsibility, 1 have been able to find no better formula than
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that each state, as 2 condition of Federal aid, be required to increase its
expenditures for public school education on a per capita basis at the same
rate that it has been doing in the last few years, plus an additional allowance
for the improved economic growth rates which we should zll seek to attain.
For unless we get policies directed toward improved growth, in the form of
full employment and a war against poverty and a decent housing program,
etc., we are not going 1o solve the school problem, and we're not even going
to elect to do enough about the sckeol problem. I find this formula, requiring
that the states continue to do not less than they have been doing, by way of
increased efforts over the years, to be about the most workable and the
fairest one 1 have been able to arrive at. And when I have tested it against
how it would work out in the 50 states, ] fully confess that one can find one
or two examples where it would work out quite badly. It is like what
Churchill said about democracy, "It is a defective system, but every other
system is worse." When 1 test any other formula, it has even more defects and
disadvantages in its appplication to 50 divergent states,

The second part of my proposal, which you've already guessed, is that
the Federal government shall make a contribution to each state, making up
the difference between the state meeting its share of and the total dollar goal
per capita set as a uniform minimum standard throughout the nation. This, of
course, would result in the Federal contribution to the different slates
varying greatly, but that is true even today. The only trouble is that the
Federal share is minuscule today. Today, I believe th2 share ranges, state by
state, from something like 6 percent Federal to 1214 percent Federal. Under
my formula, the share variation would be somewhat greater. But it is
interesting to nole that under my formula, the Federal share in those states
which would get the smallest relative share would be higher percentagewise
than the Federal share today in those states which now get the highest
Federal share percenlagewise. So, while all would not be treated equally in an
abstract sense, all would be treated equitably, and also, would be treated
beller, if one assumes the purpose of looking at the common denominator,
not as the state ot the county ot the city, but the child! All would be treated
equitably, because the minimum standard to which the outlays per capita
would be brought would be uniform, and all would be treated more
adequately because all would be lifted to much higher levels than now exist,
and I think much better than they would be treated under any other formula
because the absolute amounts per child would be higher everywhere.

Now, this is the essence of my propoted formula. I'm not going into the
question of whether there should be allowance for different costs of living in
different states, or dilferent costs of construction. These are not as
great as commonly supposed. Most of the states and most of the
ptople who are supposed to have lovier costs of living simply have lower
standards of livine. If you try to bring them up to the same standard of living
as others, the cos.s are really not 10 tremendously different. In any event, our
purpose on all sceres, and there's no better place to begin than education, is
fo try to bring the nation up to more equal standards rather than more
divergent standards, whether {t be industriatization or whether it be econumic
opportunity or whether it be employmenit or whether it be levels of reltief.
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1 suppose a very striking example of this principle I am enunciating is
the beginning movement of the current national administration toward a
more unified, dignified and nationalized system of help to those who cannot
earn income. I merely apply that principle to something more traditional, and
something more in accord with what the nation already accepts in theory,
and, let us say for the purposes of the argument, even more fundamental,
because there is really nothing more fundamental than the public schools.

Next, there is the question of costs. All 1 will say on this is that, under
the program which ! propose, total Federal outlays for education, including
and to other lypes of education also, as a percentage of our total national
product, would rise to 2.36 percent in the tenth year, which by any
comparative tests with some of the things we are spending money for now,
both privately and publicly, or any comparative test with other relevant areas
of the wotld, or any fair test as to what we should be doing and can well
afford, will still be very low, and not very high. The total Federal, state, and
local expenditures for education, since under my formula the Federal
government will bear aboul 2/3 of the total as of the tenth year, the total
would be one-half greater than the 2.36 percent or only about 3.5 fercent
our gross national product for public outlays for education. Another
interesting way of measuring costs is to examine what percentage the
proposed increases in public school outlays would be of our economic
growth, and, taking the increased Federal, state and local pudblic school
oullays together, they would be only about one-fifth of our economic growth
dividend. This means that, far from robbing Peter to pay Paul, or even rising
to the levels of moral responsibility which might be involved In taxing the
affluent (o meet the needs of the needy—1'm not even proposing going that
far--looking at the economic growth dividend, superimposed upon what we
have now for all purposes, only about one-{ifth of that dividend would be
absorbed during this 10-year period of time in bringing our public schools up
to what they ought to be, and (hat would leave four-fifths of the growth
dividend for a wide vatiety of other purposes, even including more tax
reduction for the affluent, who have already received alot ol it.

Coming finally to the matter of Inflation, of course the main obstacle
voiced against moving vigorously on what we ought to do about the public
schools, whether through this formula or through some other formula, is that
it wouldinvolve the spending more money, and therefore would be infllationary.
The statement that infation Is the cruelest tax of all is true only to a degree.
Inflation is the cruelest tax of all, when the programs and policies which ate
causing the inflation arc inflating e fat and starving the lean. {nflation s not
3 cruel tax at all, but {3 economically sound and socially just, when the
inflation is caused by programs which improve the distribution of income,
and help 1o meet our great national priorities. If the amount of inNation we
have suffered during the past ten years (which on a ten year average is about
the same a1 the last twenty years and a great deal less than the past thirty
years, despite the excitement about the last ten years) had been occasioned
by & full employment program, by an adequate economic growth program, by
adequate outlays for our great domestic priorities in the fields of schooling
and housing and health servicer, and by bringing out social sccurity programs
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up to where they ought to be, that kind of inflation for those purposes would
not be a crucl tax at all. It would simply be using a price structure, in part, to
have the people who can afford it pay for what others should have, It is
certainly not a cruel tax upon an unemployed family, which is maybe getting
$1,500 a year, to have the breadwinner become employed and get $4,000 a
year, even on the assumption that it may have to pay 3 percent more for
what it buys. And if 1 had to pay 3 percent more for what I buy in order to
raise that family’s in:ome frora 31,500 to $4,000, 1 would not regard that as
a cruel tax, Such a process would be entirely different from the kind of
inflation we've had, The kind of inflation we’ve had has been based entirely
upon redistnibuting income upward, feeding the fat and staving the lean,

The clearest example of this, of course, is the policy of tight money and
rising intercst rates, which has done such terrible damages to the capacity of
local and state public bodies and the Federal government to finance what we
need most, and has [attened the coffers of those who have lent back the
American people their own savings. The prevalent monetary policy is grossly
inflationary, because the rising interest rates are passed on by the atility
companies in higher rates, and by the wage earner legitimately asking for a
higher wage when he has to pay out a full year of his earnings, over the life of
the mortgage, in the inflated cost of interest alone, etc.

The most important point, however, is this: Contrary to Mr. Nixon's
chief economist, Mr. McCracken, and Mr. Johnson's chief economist, Mr.
Okun, and Mr. Kennedy's chief economist, Mr. Heller, contrary to them all,
although they have been selling the nation on the idea that slowing down the
rate of economic growth and causing a rccesslon and causing rising
unemployment and having a tight federal budget and having a policy of tight
money and rising interest rates is anti-inflationary, these policies in fact
aggravate inflation. The empirical evidence Is to be found in the whole period
since the Kotean War, which 1 will not review, and especially in the last three
and one-halfl years. Thus, we reached the ¢rescendo in early 1970, with a 20
percent rise in unemployment, and that fs just a beginning: a 40 percent
decline in housing starts, and that is just a beginning, with a vacancy ratio of
less than 1 percent in New York, and a stowdown In the rate of real economic
gowth from 5 percent to zero, and now to a recession which will soon be
scknowledged by all. And accompanying the "success” of all of these
measures to restrain inflation, and with the Federal government in early 1970
borrowing money at the highest rates in 101 years, and with other interest
rates going up accordingly with their evil impact upon education, the

consumer and wholesale price indexes nonetheless were tising at 6 percenta
ytar at an annual rate, or at the highest rates in 25 years and accelerating
throughout the economic sfowdown,

I will not give the economic reasons why this whole program, besides
being inkuman and uncontcionable, is highly inflationary. We are 10td that, if
we just have enough patience, this kind of “antiinflationary” program will
take hold. Now, it was Cicero, t guess, who sald, *Now long, oh Catiline, will
you abuse our patience?”” 1 think 17 years of this kind of policy, since the
end of the Korean War, is long enough. | think the most recent three and
one-half years is long enough 10 test it, 1 the price dies were even slowing
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down while the economy w.s faltering and stumbling and while unemploy-
ment was rising, we could say that therc’s a lag but some results are being
obtained. But when the whole history indicates that prices are rising faster as
the economy is being ctippled, the time has come, not to ask us to be alittle
more patient with the medicine, but instead to repudiate the medicine.

In conclusion, I think that the time has come for all those interested in
public education to Tecognize their broader economic responsibilities, and do
their homework, and become prepared and armed in their talks with
legislators and congressmen, with senators and with presidents and governors
and with mayors and among themselves. They must become prepared and
willing, not only to be special pleaders (and 1 use that term in no invidious
sense) for the public schools, but to be general pleaders for America; not only
people talking about the problems of the public schoo's, but talking about
the crrors and mistakes and social injustice and econoniic nonsense of which
the faiture of well-meaning people to do what they should do for the public
schools is but a byproduct. Until we start doing that, 1 don't think we'll make
a great deal of progress. This is why 1 have appreciated the opportunity to
talk about things which 1 may not know any more about than the rest of you
but, in any event, have studicd more than the rest of you, while if 1
concentrated exclusively upon the public school problem, 1 would be bringing
coals to Newcastle,

Footnotes

'Ktvm!ing. Leon Y. Achirving Nationwide Educational Excellence. Washington, D.C.:
Confetence on Economic Progress, December 1968, 92 p.

ZKeyserling, Leon M. “Achieving Nationwide Educational Excelience.”” Chenging
Education, Summet/Fall 1963, p. 3-48.
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National Foundation Program

Harold V. Webb

AT 115 1969 ANNUAL CONVENTION, the National School Boards
Association adopted u resolution urging the Congress to epact federal
foundation support legislation for education. My presentation hcre today will
be directed toward showing why we found this epproach to federal assistance
so attractive.

As you probably know, by federal foundation support we simply mean
an amount of federal assistance needed to buoy state and local per-pupil
expenditures up to that fixed minimum level necessary for each child to have
a quality cducation. In framing this minimum level in terms of per-pupil
expenditure, we arc giving as strong an emphasis to the democratic principle
of equal opportunity as we arc to quality education.

In other words, the purpose of this resolution is to assure every child in
America that his neighborhood school can offer him a fair chance to fulfill his
individual potential and thereby enablc him to make a maximum contribu-
tion to his society. And to be consistent with this purpose, NSBA feels that
federal foundation funels should not be drained from “normal” education
programs through their usc in supplementsl programs found in school
districts having high concentrations of children who are in a special situation,
such as culturally disadvantaged, bilingual, or impact students. The extra
educational nceds of these children should be provided for with funds which
are in addition to—--not from—the amounts otherwise requisite to giving them,
as well as other children in the school district, a good education.

1 turn now to the opcrative features of the program. It may facilitate
the general discussion if I first quote the NSBA resolution:

The National School Buards Association urges that Congress and the President
immcdiately establish a program of federal foundation support for public education
which (a) expresses the national concern that cach child be provided an equal
opportunity for good public education; {b) compensates for disparities in the neec,
effort expended, and resources of the states and territories of the United States and
subdivisions thereof and the District of Columbia; {c) provides within five years a level of
expenditure for operational purposes of not less than an average of §1,200 of 1969
monetary value per public school pupil of which, nationwide, one half would come from
federal sources; and, {d) ensures maintenance of state and local effort through
appropriate matching requirements,

Dr. Webb s Executive Divector, National School Boards Association.
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This resolution is simple in form and expresses a philosophy about our
position on federal aid. We decided the best approach cur organization could
take was to Jevelop the framework of what our goals were, then to put the
details within that framework. All too often In the past, legislation, whether
state or federal, rcpresented a patchwork of {deas having no over-all direction
except that more money was necessary, We recognize there may be problems
In getting the precise kinds of data necessary to fully develop a federal
foundation program and that specific provisions may fall short of our goal.
However, we believe it wiser to plan the general direction of the legislation
and deviate when necessary than to put together just another federal aid
proposal,

In urging the Congress to enact legislation which lifts the over-all
minimum educational level, we are favoring a general grants-in-aid program
rather than the financing of specific programs, We believe that in so limiting
the role of the federal government to supplier of funds, a more effective use
can be made of education dollars.

I will not at this time dwell upon the statistics or document a raft of
complaints. However, we do have reports from board members that strictly
defined federal programs are often unresponsive to state and {ocal needs, and
frequently better use can be made of funds allocated for one program if they
could be used in other areas, In addition, there is the wasteful cost of
superimposing new administrative procedures on the 90,000 state and local
agencies which participate in 170 grants-in-aid programs administered by 21
federal agencies.

And all of this with only a 7 percent federal resource participation.
When funded at the $1,200 limit, foundation support would amount to about
$35 billion. This enormous sum implies a strong potential federal waste of
funds through the types of inefficiencies described earlier. To avoid this
“non-maximization of funds syndrome,” the federal foundation program
moves away from strict guidelines and for that matter, may eliminate some of
the fragmented categorical assistance programs altogether in favor of a “no
strings attached” general education grant.

Speaxing realistically, however, we are not urging the elimination of
any current federal programs until this new foundation program is fully
funded. But as the federal government moves toward providing $35 million in
the national foundation program, categorical grants can be evaluated and
perhaps some can be eliminated or revised without the crippling effect of
withdrawing existing federal support. State legisiatures have found that new
funding gives the opportunity to examine existing support plans. Revision of
existing categorical programs without attention to new funding or a period of
adjustment to permit transition creates shocks in local districts to which
federal aid looms large in the local budget, especially if it must be
immediately replaced by local funds.

To summarize our position in this report, we are of the opinion that the
proposed legislation for increased federal aid should be in the form of a
general unrestricted grant. However, we believe that some categorical aid
programs should be retained, such as the aforementioned special situation
items. At the same time, we wish to avoid an all-or-nothing choice between
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categorical and a general grant. We are also well aware of political reatities and
the forces supporting categorical programs. If the usual American political
approach is taken, the result of our effort will probably be 2 mixture of
categorical and general aid.

Thus far what we have really sald is that in spending its money, the
federal government should not paiticipate in the management of education,
However, it is quite a different matter when we speak of the federal role in
the distribution of its funds to the states. At this juncture the federal<tate.
local relationships are very sensitive and care must be made to assure that (a)
there is no federal control of the funds, (b) the state educational agency is
properly involved, and {c) the exact amount for each local schoo! district is
assured.

Since a major theme of the foundation resolution is that the minimum
level of education which the school can offer its pupils should be uplifted to an
equal national standard, we believe that funds should be distributed according
to a formula which assures each district that indeed its pupils will have an
equal opportunity compared with students attending schools in other
districts.

Payments of federal ald should be made through state departments of
education, both to avoid the opposition which naturally springs from
alteration of existing procedures, and to insure the involvement of state
education agencies in the over-all national approach to achlevement of equal
educational opportunity. However, the federal aid legislation must establish
strict allocation criteria to be applied on the school district rather than the
state level, This means we do not faver a state plan program in the traditional
sense of that term,

This federal formula should take into consideration such items as (a)
local effort and capability, (b) population density, (c) govermmental
overburden, and (d) proportions of culturally and physically handicapped
children, which will enable each school district to determine and insist that it
receive an ascertained amount of federal support. The issue of what mininum
effort will be required at state and local levels should be made a function of
the allocation formula,

And finally it should be noted that the legislative precedent for formula
distribution on a school district basis is already established. We only need
look to Tite I of ESEA as evidence of this.

1 have mentioned some of the elements which must be weighted in
considering a formula distribution. This aspect of the plan is still in the
embryonic stage. We, of course, are working out the details necessary for a
formula to attain the goals we desire. We are aware that our task involves an
empirical study of thousands of school districts. It is, if you will, an
ecological study of education in America. In addition to being statistically
consistent, the formula must also be politically acceptable to *“‘other
organizations’ as well as the Congress of the United States.

While there are many details yet to be developed, there are two
variables which we have been giving particular consideration.

The first is per-capita income. Fairly current data are available on a
state-by-state basis. This income information compared with total educational
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expenditures in the state may be part of the basis for determining state
allotment..

A maintenance-of-effort requirement for school distiicts may be based
upon a review of assessed valuation and the local property tax rate; that is, if
this comparison can be made meaningful through some state method of
assuring either uniformity of tax treatment of all property In the state, or the
refinement of local data so tl.at one district can be compared with another.

Another political arena about which our constituency is particularly
sensitive Is the church-state issue. NSBA has a mandate from its membership
to oppose inclusion of nonpublic schools in any general aid bill. However, we
recognize the overriding political importance of a unified front of all
educational groups and will be prepared to support 2 program which calls for
support of children in nonpublic schools if {a) the program does not infringe
on constitutional prohibitions on separation of church and state (as would
appear to be the case with grants under ESEA Title I for which NSBA favors
full funding despite the allocation of benefits to children in nonpublic
schools); and {b) the level of federal funding contemplated by the program
being commonly supported is such that there will be adequate support for
public education, despite the support of children in nonpublic schools.

« We have explored alternative methods of providing general federal
assistance for the school systems. We reviewed the others, and while they all
are pointed in the right direction, we dec.ded not to adopt any of them. In
the spring of 1968, one such alternative, NEA’s grants-in-aid bill, was
introduced into both liouses of Congress, Basically, this $5 billion package
would providc grants of §100 per pupil annually. The bill also contains a
supplemental grant program which made an additional $3/4 billion available
to lower-income states.

Aside from the fact that our proposal contains a goal objective, that is,
a minimum standard for education, there arc several fund:mental reasons
why our approach is more attractive to school-board members. First of all,
the NEA bill earmarks one-half of the funds for raising teachers’ salaries.
While there is no question that teachers’ salaries should be raised, the bil!
“looks" too much like a federal subsidy to teachers. Since, as a general rule,
more than half of the funds go to teachers’ salaries anyway, teachers would in
many cases cnjoy the same result, indirectly, through foundation money.
Furthermore, others feel that states should set their priority items for
themselves. And in this conncction, the federal involvement raises the
aforementioned “non-maximization of funds syndrome’’ which means a
forestalling of quality education.

Board members prefer a program which utilizes an equalization formula
throughout the grant; on the other hand, the NEA bill gives recagnition to
equalization only through spccial grants. The basic grant of a fat §100
per-pupil grant does not corsider whether the state and local governments arc
contributing $500 or $1,500 per pupil. Foundation assistance distributes
funds only to the extent necessary to bring expenditures up to the $1,200
figure.

Also in 1968, the American Federation of Teachers proposed a Ten
Ycar Plan to Save the Schools. Like the NSBA resolution, this plan calls for a
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nationwide minimum educational standard. However, it differs in that
finances would b. conducted at the state level rather than at the school
district level. As indicated earlier, we prefer a formula that guarantees each
school district a specific amount.

Revenue sharing has become a popular battle cry during the first two
years of the Nixon Administration and another of our resolutions supports
this concept. While revenue sharing and our foundation program both support
general aid to education, we, of course, prefer foundation suppor in that it is
direct equalized aid to education.

Even though NSBA supports the concept of revenue sharing, we have
voiced strong opposition to the pending Administration bill. Under this bill
funds are distributed to the states and redistributed or “‘passed through” to
general revenue local agencies. This means independent school districts which
are not general revenue agencies are not entitled to any direct benefits under
the plan. Indeed, since the amount available to both the states and the
localities is based on the amount of general revenues collected, the bill
discriminates against govemmental agencies in which independent districts are
located--such as school districts—because their services are funded from
special taxes which would be collected as general revenues if the state or
municipal govemment performed the services themselves.

Throughout this discussion we have stressed political realities, the most
important of these being the joining of forces of ali in education.

We learned an important lesson when a group of us formed the
Emergency Committee for Full Funding of Education Programs. Over 100
educational agencies became part of that endeavor. Stanley McFarland of the
National Education Association became its Chairman, August Steinhilber of
my staff is Vice Chairman-Treasurer, and John Talmadge of the Association
of American Colicges is the Chairman of the Ways and Means Committee. The
results of this unified action were astounding. Instead of education being
funded at over §400 million less than fiscal year 1969, the final 1970
appropriation was $200 million over the 1969 appropriation, and, in fact,
$200 million over the Administration’s 1971 budget request.

[ hope we all can join forces again in the area of general aid.

Footnote

INational School Boards Association. “The Resalutions Boardmen Passed.” American
School Baard Journal 156: 13; May 1969.
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The Rationale for General Federal Aid to Education

Oliver Dcasek

IN YOUNGSTOWN, OHIO, the public schools closed for amonth last year.
Asked why, the director of information services for the Ohio Education
Association said, "It's far better to operate schools ‘right’ for at least part of
the year, close them down when the money runs out, and then reopen them
when sufficient funds become available to enable us to continue to do a
professional job. This is actually more responsible than operating a
substandard program for a full year and letting taxpayers fool themselves into
thinking that education is taking place.”

In Waterford, Michigan, a local group called Waterford Homeowners
Against Millage (WHAM), is trying to persuade voters to reject a request for
additional (ax levies to keep their schools open full-time. “It's not that we
don’t want good schools,” insists their spokesman, “but we've had it up to
here with taxes, They're trying to draw blood from a turnip that’s been
drained dry."

Although Ohio educators and Michigan citizens have used unorthodox
methods to solve the financial crises facing their schools, the situation they
face is not unique. School systems throughout the country are in similar
financial distress. The Nationa! Fducation Association reports schools in
trouble in California, Colorado, llinois, Indiana, Kentucky, New Jersey,
Oklahoma, and Pennsylvania, Many more should probably be added to the
list.

Citizens at the local and state levels can no longer cope with the
swelling budgetary needs of our schools. The tax base is near exhaustion, and
the taxpayers are in revolt. The charge that state tax resources are not being
used to their fullest extent is a myth. All but five states have a sales tax, some
as high as 6 percent. All but 12 states have enacted personal income taxes,
and all but six states have corporate income taxes. Every local government
has a property tax. By September 1969, 36 state legislatures had raised tax
rates: 12 raised individual income rates; 14, corporate income rates; 12, sales
taxes; 14, motor fuel; 19, tobacco; and 16, alcohol. In the 1969-70 school
year, 93.3 percent of the money for school revenue was raised from state and
local sources.

Mr. Ocasek is a Member of the NEA Legislative Commission and a Member of the Ohnio

State Senate.
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Taxpayers ate neither willing nor able to pay more; last year 55 percent
of schoe! bond issues failed. For the second quarter of 1969 ending June 20,
the Investment Bankers Association reported that only 25 percent of the
money requested in bond issues won the voter approval. State and local
taxpayers are now turning, with even greater need, to the only resource left,
the federal government.

For more than a century, NEA has championed federal aid to
education. As early as 1884 the NEA was supporting such “modern”
concepts as equalizing grants which provide money to the states on the basis
of need, It was an NEA bill drafted in 1866 which created the Bureau of
Education, now the U.S. Office of Education. The NEA has also helped
create the climate for passing such landmark legislation as land grants to
colleges in the Morrill Act, aid to vocational education in the Smith-Lever and
Smith-Hughes Acts, and educational training benefits in the “G. 1. Bill of
Rights.”

But all NEA efforts have not met with such success. In the late 1940's,
for example, educators vigorously supported the late Senator Robert Taft in
the belief that the federal government has 4 responsibility to provide enough
funds to the states so that every child would receive a sound educational
opportunity regardless of where he lived. The Senator argued that the right te
a good education is the basis for our republican form of government and the
American concept of equal opportunity. He believed that no government that
depends on decision-making by the people can exist without an educated
populace, and children cannot have equal opportunity without a basically
sound cducation. In matters affecting education, he said, *‘I do neot belicve
the Federal Government can say it has no interest, and c2n say to the people,
‘Go your way and do the best you can.’ ... Because of the way wealth is
distributed in the United States, I think we have a responsibility to see if we
can eliminate hardship, poverty, and inequality of opportunity to the best of
our ability. I do not believe we can do it without a federal aid system.”

In the 1940's the NEA also backed efforts led by former Senator Lister
Hill to earmark the income from off-shore oil for education. [Infortunately
both efforts failed. In the late 1950’ an upsurge of interest centered on the
Murray-Metcalf bill which would have provided $25 per child (rising to $100
per child) to the states to use to equalize the cost of school construction and
teachers’ salaries. This proposal also died.

However, in 1965 education made its first major breakthruugh to
federal aid with passage of the Elementary and Secondary Education Act
(ESEA), which reaffirmed that the federal government has 2 stake in
education. But just how large a stake that should be is still under debate,

Educators think they have the answer. The NEA has for many years
believed that federal, state, and local governments should share equally in
supporting the public schools—no one group should be disproportionately
taxed. This is certainly far from true today. In the school year ending in
1970, federal support for public education is 6.7 percent, the state share
40.8, and the local share 52.5. While straining under an alrcady burdensome
load, state support of schools increased from 1968-59 by 12.6 percent, and
local share by 9.6. Yet the federal government, with a galloping Gross
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National Product of §1 triltion, backed off from its responsibility at the time
when its help was needed most--the federal share for public education
declined 0.6 percent.

We cannot possibly keep pace with our rapidly growing school system,
or even talk about improvement without substantially increased funding.
Money alone will not solve the problem, but the problem cannot be solved
without it, These funds must come from the federal government, the only
body with taxing authority to supply the money in sufficient amounts,
Although we have biilions of dollars authorized for education purposes, we
have never really put our money where our legislation is. Since the
establishment of ESEA, the Congress has consistently underfunded all major
education programs, sometimes by more than 50 percent. This leads to
nothing but failure of the federal programs, and further Congressional
reluctance to provide more money.

Since the passage of ESEA we have had time to take stock of where we
are. We see that federal aid to education has proliferated into a hundred
categorical programs. There is one for textbooks, one for equipment, and
still another for libraries. These are vital needs, and we support them, but
nowhere is there a category for solving the number one problem in education:
a critical shortage of highly qualified teachers. You can buy the best
equipment in the world, put it in the newest classroom, but if you do not
have good teachers to use them and to mativate the students, too, you have
plugged the dike at the weak points but you have not supported the structure
that holds the dike together, The needs of the schools can no longer be mct in
piecemeal attacks, nor by ignoring the most important element in that
school—the teacher. .

In 1967, two years after the passage of ESEA, the NEA set up a task
force to investigate the best way the federal government could aid elementary
and secondary schools. This was to be a review of existing programs and the
charting of a course for new cnes. After several months of study, the task
force came up with a number of conclusions.

First of all, the task force concluded, the federal government can
contribute greatly to elementary and secondary education. It brings a broad
perspective to the local-state-federal partnership. Goals, such as continued
economic growth, full employment, and full civil rights, are national in
character, and better education is the first step in achieving them. Secondly,
the federal government can tap resources vastly greater than those available to
any local or state government, Also, it is unhampered by the fear of losing
such taxpayers to low tax areas. Lastly, the federal government, working on
such a large scale, can develop and research programs which would have
educational value for all the states,

There are inherent limitations to the federal role, however. While
education is the only concern of lacal boards of education and is a major
concern of the state governments, it is only one of many interests on the
federal level. Also, the federal government, which is the farthest removed
from the classroom where teaching and learning occur, is least able to
recognize and provide specifically for the different educational needs of the
different communrities.
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With these thoughts in mind, the task force set forth criteria that it
believed should govern federal grants to public schools:

1. The major contsibutioni of the federal government should be
financial and in the form of general aid to the states for improving
cducational opportunity. NEA believes that the primary responsibility for
education should and does rest with the states, not the federz] government,.
Therefore, the federal role in education shoutd be limited to giving states the
money to spend as they see best in accordance with lozal needs,

2. The federal share of fiscal support of elementary and secondary
schools, when combined with state and ‘local tax resources, should be
sufficient to provide adequate educational facilities in all state and local
school systems. This means that to provide equal opportunity for all children,
some states must receive more money than others. There is no one answer to
all problems.

5. The amounts of federal funds to which individual states or local
school districts are entitled should be determined by objective formulas,
reducing to a minimum the discretionary power of federal officials. This
formula should recognize the wide variation in the states® ability to finance
education.

In Alabama, for example, the average expenditure per pupil in average
daily attendance in 1969-70 is $438, while in one eastern state (New York}
the figure is $1,251. Each child has the right to a good education no matter
where he lives, and federal legislation is the only way to compensate for
regional inequalities.

The fear has been expressed that massive federal aid would result in the
states and local communities decreasing their efforts to support education
from tax revenues available to them. Experience has shown that this is not
true. In fact, federal aid encourages rather than retards state and local efforts.
Since 1965-66 the increase in state and local school funding has been more
than 18 times the increase in federal school revenues.

With this philosophy for a base, the NEA sponsored a bill to provide a
new kind of government assistance: general federal aid to all school districts.
The bill, called the *‘General Federal Assistance Act,” was introduced by Rep.
Carl Perkins (D-Ky.) and Rep. Edith Green {D-Oreg.). By current estimates,
this bill would supplement existing federal education programs by about $7.8
biltion. First, it provides $100 per school-age child {age 5 to 17) to be
distributed to the states on a per-capita basis. At least half this money must
be used to increase teachers’ salaries, while the remainder may be used by the
states to meet other urgent needs as they define them. The entire basic sum,
about $5.3 billion in 1969-70 could be used for teachers’ salaries, but only 50
percent need be. The bill also provides an additional $2.5 billion in the form
of a supplemental grant to be distributed to the states on the basis of need.

To the extent consistent with law, the bill would allow private schools
to take advantage of the federal program through the use of shared class time,
use of instructional materials, use of certain supplementary services such as
mobile classrooms, health services, and counseling.

The program would also be simple to administer. All funds wovld be
distributed to the states by the U.S. Commissioner of Education, and to
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apply, the state need only provide that one-half of the formula-granted
money will be used for increasing teachers’ salaries. All applicants must also
provide that federal funds will be kept separate from state funds. The
Commissioner of Education may withhold funds after a hearing if he
determines that a state has failed to comply with the provision of its own
application, Also, there is a provision for judicial review.

The NEA General Federal Assistance Bill is an attempt to provide
money where educators think it is needed most. Research over the past 30
years has shown that student achievement Is closely related to teachers’
salaries, the amount of money spent on each student, adequate staffing, and
class size. In 1936, Professor Paul Mort of Columbia conducted his now
famous studies on the cost-quality relationships in education. His work
identified many factors which influence the guality of education: the net
expenditure per pupil, the average teacher's salary, the teacher-pupil ratio,
and the specialist-pupil ratio. Several studies conducted by the New York
State Department of Education reinforce these findings. In 1957, the
department compared the 12 universally good school districts and the 12
poorest, Modifying for IQ and social origin, researchers found that the 12
good districts spent 25 percent more per pupil, had higher tax rates, hired
about five more professional staff per 1,000 pupils, and paid them in
accordance with a better salary schedule, than did the poorer districts, The
teachers in the quality districts were also more widely traveled, younger,
better-trained, and were recruited from a wider area. This dynamic youth
factor crops up in one study after ancther.,

In 1961, Swanson, also a professor at Columbia, conducted a national
study on school costs vs. school quality.! He, too, found that both higher
salaries paid to teachers and the number of pupils per teacher had a positive
effect on the quality of the child's school experience. Because both higher
salaries and more teachers compete for the district’s limited financial
resources, Swanson dug further and concluded that higher teacher salaries do
more to affect pupil learning than do the number of teachers employed. A
more recent study in tiie Baltimore City Schools, conducted by Furno and
Collins, found that when all other factors are heid constant, pupils in small
classes (1-25) made significantly greater gains in reading and arithmetic than
pupils in larger classes.

Statistics show just how badly this money is needed. The average
starting salary for beginning teachers with a bachelor’s degree in fali of 1969
in systems enrolling 6,000 or more pupils was $6,583. A man with a
bachelor's degree in engineering started at $9,960 and a liberal arts graduate
at $7,980. The average teacher carns only §7,900 after 12 years in the
classroom. Unbelievably, 58,000 teachers are receiving less than $5,500 this
year. When compared with beginning salaries for bachelor’s degree men
graduates in 10 fields of specialization, teaching has not gained any
competitive advantage since 1965. Can we really betieve that such a situation
will attract and retain the best of each year's college graduates?

NLA’s General Federal Assistance Bill, with approximately $3 billion
channeled into teachers’ salaries, would:

¢ Raisc the average of the instructional stalf salary in public
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elementary and secondary schools by $1,500 above increases from state and
local efforts.

¢ Raise the starting salary of beginning teachers with the bachelor’s
degree from an estimated $6,383 to an estimated $7,800 in 1969-70.

¢ Reduce the gap between starting salaries for bachelor’s degree
teachers and starting salaries for men bachelor’s degree graduates in 10 other
professional areas to about 20 percent. Without additional federal furds, the
gap would probably remain at about 40 percent.

¢ Increase the beginning salary for master's degree teachers from an
estimated $6,900 to an estimated §8,400 in 1969.70.

Yet teachers’ salarles are not the whole answer. The remainder of the
federal funds could be used by the states in many critical areas. Urban
schoals, for example, are going through a special crisis. The President’s
Commission on Urban Education suggested §7-14 billion should be spent on
urban education by 1974, The NEA estimates it will cost about $3 billion just
to employ the 285,500 additional teachers required for a maximum class size
of 25 pupils in elementary and secondary schools in big city schools, Money
is also needed to provide minimum extension services in city schools to help
bridge the gap between central cities and the suburbs, This could be done by
extensions of the regular day-school program to provide for a longer day, a
longer week, and a tonger year.

Additional federal funds could also help provide adequate preschool
programs to many children. The importance of early childhood education has
been repeatedly der-onstrated in recent years by research studies and by
Project Head Start. Effective early childhood programs can often obviate the
necessity for expensive remedial education programs in later years. However—

e 34.6 percent of all first-graders last year did not have the
opportunity to attend a public school kindergarten,

o Half of all U.S. public school systems with elementary grades have
no kindergarten program,

® In 1968, less than 6 percent of the [irst-graders in the Southeastern
states had the opportunity to attend a public school kindergarten (public
kindergarten enroliment in fall 1967 was 5.3 percent of the first-grade
public-school enrollment in fall 1968). Almost one million 5-year-olds each
year in the Southeast alone are denied a chance for the educational boost of a
good public kindergarten. Alabama, Arkansas, Mississippi, South Carolina,
and Idaho reported no public school kindergartens in the fall of 1968.

The NEA proposal of an §8 billion general federal aid bill is not an
unrealistic one. The NEA goal, 3% percent federal partnership, would infuse
$50 billion into public education. Many Congressmen, aware of the drastic
education needs,see this as a more realistic figure. But the NEA bill would be
a start. It would do two things and do them well. It would leave the contro}
of education to the states and local communities, where it belongs, and put
the federal money where the need is, in the basic school operating budget,

Footnote

lSwanson, Austin D. "The Cost-Quality Relationship,” The Challenge of Change in
School Finance. Proceedings of the Tenth National Conference on School Finance.
Washington, D. C.: National Education Association, 1967, p. 151-64.
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100% State Share: Boon or Bane?

Stanley Hecker

THE PLANNING COMMITTEY. of the Committee on Educaticnal Finance
sct my topic, **100% State Funding: Boon or Bane?” 1 do not consider the
issue of state funding to be cither a great blessing or a foul curse, To me it is
rather the lesser of two evils. [ state after state, the financing of public
elementary and secondary education is reaching, or already has reached, thie
crisis stage. Solutions that call for more of the same do not seem to work.
There is a general and spreading rebellion by property taxpaycrs. Something
has to change.

1 am sure that 1 was asked to participate in this program and speak of
the blessings of 100 petcent state support because my home state is in at least
as much troable as any and because proposals made in Michigan have received
nationwide notice in the press.

Supporting the proposition for a fully statc funded cducational
program, I shall make the following specific points:

J. Our present funding plans are not meeting the American commit:

ment to cqual educational opportunity for all.

2. Local control is not necessarily a function of the degree of local

financing of education.

The conslitution of the state of Michigan provides: “The legislature
shall maintain and support a system of free public elementary and secondary
schools.” The legislature in Michigan, as in most states, has elected to carry
out this constitutiona! mandate by creating a system of local schoot districts.
As recently as 10 years ago, there were more than 2,000 ocal districts In the
state. The number has been declining steadily as small rural districts have
been consolidated, not always happily. Today there are approximately 600
school districts, varying from 2 one-room school serving 20 pupils to the
school district of the city of Detroit with its complex system of about
300,000 pupils. In addition to this wide range in enrollment, these 600
schools districts vary nearly as much in their “ability'* to support public
education from local funds. The poorest district, for tax purposcs, has
approximately $2,000 in taxable property as measured by a state equalized
valuation behind cach pupil. The wealthiest district, by the same standards.
has $60,000 worth of taxable propierty to support each pupil. lgnoring the

Dv. Hecker is Profetsor, Michigan Stete University.
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extremcs, either in size or in the “ability” of the district to support education
locally, let me draw, from less extreme variations, an example of the dilemma
we face. Within Wayne County, the county that includes Detroit, are two
nearby school districts; one has an equalized property valuation of $40,000
per pupil, and the other has $7,000 in valualion per pupil. Both districts are
levying taxes against their local property at the rate of 25 mills per thousand
for the current operation of the schools. This is approximately the average
millage levied for schools in the state. In the wealthy school district this
millage produces §1,000 in local property tax per pupil while the millage in
the poor school district produces $175 per pupil.

The present Michigan State Support Plan already provides a degree of
equalization in the finances available: $50 in state suppost per pupil in the
wealthy school district and $410 per pupil in the poor school district. This
sounds like a grand equalization; but ignoring other minor sources of revenue,
it turns out that the wealthy school district has $1,050 to spend for each
pupil while the poor school district—one that is making an equal effort locally
to support the school program-has $585 to spend on each of its pupils,
These are neighboring school districts. Perhaps some will see it as ironic that
the wealthy district is the headquarters for a major automobile manufacturer,
that its population is overwhelmingly white and middle or upper-middle class;
the population in the poor school district is nearly 100 percent black and all
lower or lower-middle class, many of whom are employed by this same firm.

This ccntrast is not an isolated case. A study funded by the legislature
and directed by }J. Allen Thomas in 1967-68 found that local school districts
in Michigan were vastly different in ways that are important to good schools:
teacher qualifications, quality and quantity of local administrative leadership,
breadth of curricular offerings, and availability of such support as guidance
scrvices, libraries, special education programs, and vocational education
programs. Thomas reported that these differences were related to the
variables of school district size (pupil population}), wealth {property valuation
per pupil), per-pupil expenditure level, and geographic region. He showed that
when two of the variables, size and geograpkic region are held constant, the
two other variables, wealth in terms of property valuation per pupil and per.
pupil expenditure, are inter-refated. The wealthier school district consistently
expended more dolfars per pupil and was found to have a better qualified
staff, more and better administrative leader<hip, and a much broader
educational program than did the district of the same stze in the same region
that had a low valuation per pupil and spent far fewer dollars on each pupil.

Yes, the Michigan legislature can be said to have met its constitutional
requirement to “malintain and support a system of free public elerrentary and
secondary schools.” But what of the Amcrican commitmeat to equal
educational opportunities for all children regardless of their race, creed, or
place of residence. 13 the state really meeting its mandate? There is a
rdlatdonship between the expenditure per pupil and the amount of educa:
tional opportunity per pupil. Significant variations in expenditures make
significant differences in opportunity, People realize this. They are challeng.
ing n the courts state distribution plans that permit large differences in total
financial support per pupil, Where they have rendered decisions, the courts
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have held that rather than seeking judicial relief the people should be
addressing their questions to the legisiative bodies of the state, This is a major
factor in school support legislation introduced in the Michigan legisiature
during the past several months.

Complicating the situation in Michigan was the passage of Public Act
379 by the legislature in the mid-1960%. This Act provides to public
employces (including teachers) the right to organize and the right to bargain
collectively for wages, hours, and working conditions. Rulings of the state
courts and of the Michigan Employment Relations Commission have
broadened the impact of this faw by defining working conditions to include
such points ad pupil-teacher ratio and class size that have direct economic
impact. The cconomic effect of this new-found *'teacher power" is probably
best reflected in the fact that the average salaries of Michigan Public School
classroom teachers, as reported by the National Education Association, have
increased from $6,650 in 1964-65 to $9,823 in 1969-70. In the ranking of
states, Michigan has moved {rom 11th position in 1964-65 to 3rd in 1969.70.
These salary improvements, inflation, and improved programs of education
for boys and girls have all contributed to heavily increased costs of education.

The financial support for the increased cost of education has bheen
borne, as always, by two major sources of revenue: state funding and tocal
property taxes. In the mid-1960°s Michigan imposed a state income tax
(individual and corporate) to supplement the 4 percent salcs tax tevied on all
retail purchases. Despite the increased state tax revenucs that were reflected
in increased dollar support by the state for public elementary and secondary
education, the pereentage of the total operating cost of public clementary
and sccondary education that the state furnished actuzliy declined. As it
would be in most other states in the unlon, the added hiurden on the local
scene was borne by the property tax. Local property taxes have increased
annually in total, in rate, and in tax base to meet the rising costs of
cducation. The districts that have a high tax base have found it much easier,
and the voters generally more willing, to support the added costs of education
than have other districts with low, inadequate local property tax bases.

Property vafuations in Michigan are currently equalized at the state
level for school purposes at approximately 50 percent of estimated fair cash
value. Although not yet perfect by any mea: ire, tax administration and
assessment practices have improved markedly in this past decade. But we have
another and growing problem. The wealthier (high valuation per pupil} school
districts are becoming more wealthy und the poor school districts are
becoming telatively even pooter. Let us use again the two districts we cited
above as actual examples. The wealthler of the two with a valuation per pupil
of $29,000 per pupil in 1960 enjoyed an increase to $40,000 valuation per
pupil by 1969. The poorer school district that began the decade with »
valuation of $5,000 per pupii a d2cade later had an increase in this valuation
to $7,000 per pupil. The differeirce in equalized property tax valuation per
pupil between the two districts had increased from $24.000 per pupil in 1960
to $33,000 per pupit in 1969,

The teachers, other professional staff, and the nonprofessional staff of
the poor district demanded as much in the way of economic benefits and
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working conditions as were available to the employees of the neighboring
wealthier school district. Despite the equalizing effect of the Michigan State
School Aid Support Plan, the significant variation in local taxpaying ability
made it possible for the wealthier district to provide higher salaries and better
working conditions than were provided in the poorer school district. Striving
to maintain a competitive position, the poorer school district met significant
obstacles. It could cut its non-salary budget items only so far. Since average
class size and even limits on actual class size were negotiable, it was limited in
this direction. Because it had for many years been spending fewer dollars per
pupil than its wealthier neighbor, the poor district had, on the average, targer
classes to begin with. If anything, this district’s teachers might be expected to
be negotiating the more strongly to reduce the number of pupils in the
classes. Work stoppages, threats of work stoppages, lost millage elections and
deficit spending have become the order of the day and not only in the poorer
districts. Many of usin the state believe we are reaching a crisis.

During the summer of 1969, Governor Milliken appointed a special
Commission on Fducation Reform. The Commission, under the chairmanship
of the goivernor, held extensive hearings during the summer and fall of 1969
and issued its report in early October 1969. Included in the report was a
proposition for total state funding for a state program of education. A special
scssion of the legislature in October received an education message from the
Governor followed by a series of bills relating to educational reform. Included
in the reform package were: (a} a school reorganization bifl to reduce the
number of local school districts from approximately 600 to approximately
300, (b} a bill to reduce the number of intermediate school districts from
approximatcly 65 to approximately 15 and to make them arms of the state
(Intermediate school districts in Michigan are set.ice uricnted districts
providing specialized services to local school districts and formed by
combinations of Jocal districts.), {c) aconstitutional amendment to climinate
the state board of education as presently constituted and 1o substitute a
board appointed by the governor with the approval of the senate, (d) a
constitutional ameadment to eliminate local property tax as a source of
revenue for Jocal school districts and to substitule a state-wide property tax
in its place, and (e) a proposal for the enactment of an educational-services-
needed support plan which would be based upon a variety of pupil-teacher
ratios and supportive services as measured by a classroom unit. These
educational-services-needed would be translated into dotlar-need based upon
the cureent level of training and experience of the professionat staff, and a
fixed dollar grant per unit for in-senice education, research and development,
and for other curtent expenses. Full state funding of transpottation costs was
atso recommended. Two of the proposed bills- slate property taxation and
the services-nceded approach -teceived favorable editorial comment in many
parls of the state and the country, and comments tanging from “‘interesting™
by Commissioner Allen of the U.S. Office of F.ducation to enthusiastic
suppor( by former Harvard President James Conant,

Legislative action on the package of bills has been minimal. Reasons {or
this inaction ate varied. First, the governot is a Republican while the House of
Representati ¢ is controlled by the Democtats. Second, even duting a phasing
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in period of three ycars the proposals would require substantial additional
state taxes—and 1970 happens to be an election year for all House and Senate
members as well as for the governor. Third, both inside and outside the
educational community, many pcople question the centralizing of controt
inherent in many of the governor’s proposals. Finally and perhaps most
importantly, the governor's proposed bill embodying the distribution formula
contzins a section which would allocate funds to support the salaries of
teachers of secular subjects in private and psrochial schools. The word
“parochiald” has become a household word in our state.

The raticnale underlining the basic recommendations contained in the
Michigan education reform proposals was enunciated in a 1963 publication
by Professor John K. Norton when he wrote:

State action in providing public school support is based on a numbec of
considerations: First, state constitutions make the maintenance of public schools that
arc open (o all a responsibility of the state kegistature. Sccond, educational opportunily
is the right of every child. Third, education of all children is more than a matter of tocal
concern. Mobility of population quickly spreads the effccts of good schools as well as of
poot schools. A state cannot afford to have the quality of its human capital dituted by
lack of financial ability or willingness to maintain elfective schools. Fourth, since
communities differ so widely in ability to Lnance schools, state suppott is essential if
gross inequalitics in the financing of putlic scheols and incquitable tax rates, in different
school districts, are to be prevented.

The basic plan which we are advocating for Michigan woutd commit the
state to a fairly simple proposition: that the state {s wealthy enough 10 pay
for a good educationat system for all boys and gitls and that it is absurd to
have within the state pockets of both cducational privilege and educational
deptivation. Dependence upon unequal local tax bases, uncqual local
teadership and uncqual local voter willingness to support equal educational
opportunities is absurd.

Would “100 percent state funding' destroy local conleol of education?
To whal degree does "local control” exis1? Teacher certification standards are
determined by the state. The minimum length of the school year—even the
minimum annual total number of hours of teacher-pupil contact in our
state-is set by the State Board of Education. Building plans and bonding
proposals must be approved by state agencies. Accreditation of educational
programs is a function of the stale agency of a nongovernmental regional
accrediting association. Many specific programs—special education, transpos-
tation, financial and pupil sccounting, federally funded grants—are closely
regulated. School sttendance areas, dress codes, codes of pupil conduct, etc.
are subjects of nonlocal judicial decision. The “whip-saw’ effect of local
school district professional and nonprofessional negotiations has rade
decisions on salary, hours, and vorking condilions more a function of what
others are doing {of are able to do) than on what cunditions actually prevail
in the local district.

Despite the 160 peecent state funding plan proposed in Michigan, the
local schoo! districts would continue to make most educational decisions. The
tocal dis*rict would selecl 2 local board of education which would appoint the
district's chiel administrator. Other professionals would be tecommended fot
employment by the superintendent. Within the limits of state-mandated
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pupil-professional ratios individual class sizes could be varied. Promotion and
transfer policies, leaves, in-service education programs, curricular and text-
book policies, and employmeni standards would be locally negotiated. Who
would teach what would continue to be a local decision,

As pointed out by Lindman:

For more than half a contuty efforts have been made to “‘equalize” educational
opportunity and school tax burdens by various plans for distributing state funds to local
schoo! districts. These ciforts have produced more controversy than equalization.?

In the same article Lindman introduccs the subject of full state funding as
follows:

The suggestion that stale government should assume full responsibility for
financing public schools is not new; it has been proposed in the past and gencrally
rejected. But Dr. Conant's recommendation that this proposal be reexamined in the light
of new conditions and problems destrves thoughtful consideration. Perhzps this is an
idea whose time has come.d

Footnotes

'Noﬂon. John K. Changing Dcmands on Educetion and Thedr Fiscal ImpHications.
Washington, D. C.: National Committee for Suppott of the Public Schools, 1963, p.
96-97.

ZLindman, Erkk L. “The Conant Man—Shall the States Take Over the Financing of
Schools?" The School Administrator, Februaty 1970, p. 11,

Mbid.

 of]
l]-% L1}



O

ERIC

Aruitoxt provided by Eic:

100% State Support: Boon or Bane?

Duanc . Mattheis

IT WAS WITH SC £ RELUCTANCE that [ accepted the assignment of
making a fcw comments in opposition to the proposition of 100 percent state
support. This was partially because of the reservation of speaking against
something that is developing a 'band wagon' momentum, at least in
cducational if not in political circles. And then when 1 received the actual
topic, *'100% State Support: Boon or Bane?'’ | became apprehensive. The
“Bane' portion 1 was to address my comments to scemed to put the case
recc strongly than T thought possible to be convincing. Webster defines bane
a2 “that which destroys life; esp., a deadly poiton;...ruin; woe; esp.,
destreying or ruining cause; source of irrcparable harm.” Now | think many
of yor would agree with me that “bane’ might be making the case against
100 pt-cent state support just alittle stronger than it really might be in actual
praclice.,

At any rate, whether 100 percent state support is good or bad for the
future financing of public elementary and secondatry education is the real
question and | shalt address my few comments to that point.

To begin with, my being removed from legislative combat for nearly
one year and from life as a practicing superintendent for nearly six years must
necessarily qualify an<! hias my observations.

ft is not a1 all difficuft for me to assemble a relatively long list of
reasons to advocate the proposition of 100 percent state support for public
elementary and sccondary education; you have heard them all, and with
scemingly increasing frequency and urgency.

School administrators and board members during the last few years
hasc been experiencing greater frusiration and stronger feelings of helpless-
aess as (hey Jeal with teacher negotiation problems and procedures. Many
have somewhat reluctantly come to feel that the problem of resolving
teacher-board negutiation diffetences is greater than can be handled at the
focal school district level, that they have had to spend an inordinate amount
of time and cnergy in an effort that bears more bitter than sweet fruit, that
increasingly the educational p.ucess is being distupted by teacherboard
inability to arrive at acceptable comptomise, that factions within the
community suppotling ohe side of the other are becoming less tolerant of

e

My, Metirais is Former Stete Commissionce of Education, Minnesota.
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teacher-board impasse, that both teacher and board groups are becoming
: apprehensive about the level of increased taxation the local property tax can
B assume in financing education, and finally, that inevitably when great
) difficulties arise within a district, there is some direct or indirect reference to
possible solutions from legislative, or some other state body action. There is
not much question, and many aobvious reasons, why 100 percent state
support looks pretty attractive as a method of eliminating a sizable portion of
these very real problems.

The mounting opposition to the property tax financing the increased
costs of education comes in the form of taxpayer associations actively
fighting increased cducation expenditures and the increasing opposition to
passage of tax levy increases and bond issues. School tax levies and bond
iisues ate two of the very few instances when voters have an opportunity to
vote for or against tax increases and, unfortunately, taxpayers use this vote to

: express opposition to something far larger and complex than the immediate
H educational question. However, the disastrous effect of the negative vote on
education may be quickly observed. It is not difficult to imagine the relicf
and serenity that would be present if 100 perccnt state support could remove
these onerous tasks and problems from the life of the school administrator
and board member.

Another problem that has nagged the conscience of all of us in
cducation for too many vears is that of equalizing the availability of financial
tesources for each child in a given state. Although many states have identificd
ways to bring about equalization, insufficient political muscie has prevented
themn from being enacted and put into practice. A program of 100 percent
state support conld bring about at least an immediate equal distribution per
child if, in fact, not a distribution based on educational need.

Before we adjourn todancing and rejoicing in the streets at the prospects
of 100 percent state support eliminating problems of teacher board negotia-
tion, tax levy and bond issue voles, and equalization of educational resources,
let me say a few words of concern and caution. Without 2dding to the myth
«f local control, let me point out some iinteresting observations refative to the
100 percent state suppurt proposition and the three problem arcas—teacher.
board negotiation, tax and bond votes and equalization.

The first observation is very clear, When conferences and seminars are
being held, state legislation is being enacted, and innumerable books and
atticles are b ng written on decentralization and community control {with
' the inclusion of the more important and un derstandable words of "participa-
tion” and "involvement'), the 100 percent state support proposition very
cleatly removes a very important meane of local patticipation and involve-
ment in the affairs of the public school districts. The give and take within the
school district, informing, enlightening and selling the needs of education to
the electorate have been a healthy and productive long.teem ¢ffort for
everyone concetned. A headache? Yes. A great deal of work? Ves.
Frustrating? Yes. Occasionally detriments! to the short-term education of
some children? Yes. Beneficial {0 the long-term best intercsts of public
1 education? Absolutely. What can be substituted for this method of informing
the local citizens and Involving them in their public schools? And will it be a
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meaningful exercise or simply window dressing? Our pasi responsibilities have
caused us to work hard to constantly improve our methods of involving and
informing our various publics in order to secure their support for needs that
we have identified. Although the tasks have been demanding, we and public
education have benefited by being forced to work at them. The job of selting
would be moved from the local citizens 10 the state legislature. I have some
reservations about the long-term success of such a group, removed as it is
from the imm.ediate knowledge and concem of the local school districl.

Moving teacher-board negotiation on salaries, from the local 1o the state
fevel, which would surely follow adoption of a 100 percent state support
proposition, would not eliminate the problem; it would merely shift it from
one level of government to another. Such a change could resull in state-wide
stoppages rather than work stoppages in a few isolated school districts around
the state as has generally been the case in the past. It also would quite
obviously eliminate a thomy problem from the immediate cencemns of local
school superintendents and board members. It would most certainly be an
easy way out of a troublesome relationship. In addition, the negotiation of a
state contract would climinate a myriad of ways which have enabled school
districts to innovate, experiment, and yes, compete, The more pertincnt
question of whether the shift from local to state level would improve the
educational process is more difficult 1o answer.

Fqualization of educational opportunity, with its necessary component
of equalized access to financial resources, has long been a goal of public
education. It could be argued that distribution of education funds from a
central state source would more neasly equalize the finarcizl resources behind
tach child. It Is somewhat difficult to accept this premise, however, when
increasing evidence shows very clearly a great deal of unequal distribution of
resources within single school districts and in some la-ge urban districts. Are
we 30 naive as to believe that with 100 percent siate suppotl these same
problems would not be ever present, and perhaps more difficult to identify
and resolve? Although many states have identified state aid formulas that
would come much nearer to true equalization than the particular formula
they may be using, the facl is that we have been unable to muster the
nccessary political support to implement a program of taking from the rich
and giving Lo the poor except to a very limited degree at be«t,

One of the loudest cheers raled by the implemciiistion of a2 100
percent slate suppost proposition comes from critics of the propetty tax as a
measure of wealth of a school district, a measure almost totally and
uniformly used across the nzlion. The property tax, with the attendant
problems of poor assessment practices and large segments of property
exempled from taxation, has come under increasing criticism as a 1ax that is
regressive, difficult to administer fairly, and much less of a realistic measure
of school district ability to pay for public educalion than it was at its
inception a half centuty ago. All these things are true, but 1 again temind you
that two of the greatest ptoblems in this area, tax assessment practices and
tax exempt propertics, could be either resolved or dealt with 3o as to make
them far less troublesome Lthen they curtently aze if we wuuld only gather the
necessary political support to do s0-overhaul the assessment procedures and
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deal firmly with the entire matter of tax-exempt property. Governmental or
interested public groups have made recommendations that would improve
these difficult situations immeasurably, if the political forces would only
muster the courage to implement them. The change from reliance on the
property tax to 100 percent state support would make life easier for a
number of people; whethsr it would lead to improvement of the educational
process has really not been adequately discussed yet.

Tk principle of 100 percent state support smacks too much of the *let
someone else do it” philosophy. And that someone else is simply a larger
collection of us the people. 1s there any evidence that 100 percent state
support from the lcgislatures across the country would improve the
educational system and process? 1 have not seen such evidence. One analogy
(a poor one | will admit) is that of the historical trcatment of state
departments of education or public instruction by their respective legista.
tures. Most legislatures have dealt far less well with their own state
department of education than local citizens and school-board members have
done with the school district operation, State departments of education have
too often been saddled with line item budgeting, inadequate staff, and salary
schedules 52t do not compare favorably with 2 large number of school
districts in their respective states. Except for Title V of the Elementary and
Secondary Fducation Act of 1965, which provided funds to strengthen state
education agencics, many of these same agencies were existing on a level of
cconomic deprivation that put them in the poverty class of public education
cnterprises in their state. Many will say that the quality of these state agencies
causes their poor state supporl. If this were true, as it well might be in some
statcs, § would only argue that financial curtailment by the legislature wifl
only worten, not improve, the situation, Think of the loss and retrenching
that would occur in public education if schoo! districts were to receive
treatment from the legislature comparable to that of many state departments
of education, In fact, a case could quite easily be made of the possibitity of
state fiscal autonomy being a very restrictive and inhibiting system iasofar as
quantity of money fot public education is concerned.

For some time, political forces-mayor, city council, county commis-
sioners, legislators, or governor—-have been emvious of the fisca! and
operational independence of school districts. Are we so eager, because of
complex and troublesome problems thal are causing so much grief and
guashing of teeth in local school districts, to unwittingly put ourselves into a
position that could seriously retard the unexcelled thrust toward excellence
of our public education system?

Another factor that should not be taken lightly in consideration of the
100 percent state support proposition is that of the degree of involvement,
supervision, testriction, ot red tape, which would follow increased funds from
the state. Substituting dealing with a state bureauctacy for local pressure
poups might well be too great a price to pay for the welfare of public
education,

In summaty, lct me reiterate that I question not one whit that a 100
pereent state support program would make life somewhat casier for school
administrators and board members. However it seems to me that is not the
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question that ought to be asked at all. Or, in deference to those school
administrators and board members who labor unceasingly with these difficult
and complex problems, certainly it ought not to be the only question asked.
The critical one is whether a program of 100 percent state support can
improve public education more than alternative modifications of current
systems. At this point we have not scen the alternatives with their costs and
benefits cnumerated in a clear cnough manner so that a rational decision can
be made in this vital matter. I fear thatif action is taken without this kind of
study and cxamination that our curc for the present perplexing problems in
financing education might well be worse than the disease itscif. In my
judgment there has been insufficient evidence put forth by the proponcnts of
the 100 percent state support proposition to answer yes to the question of
whether public education and the whole cducational process will be improved
by such a change. Until wec can answer yrs to that question there are
innumerable modifications of present systems that could most assurcdly
provide for some improvement, and they can be achieved if only we have the
courage and stamina to work them through to implementation.

A program of 100 percent state support might not be a "bane"'—*'that
which destroys life”, *a dcadly poison,” “ruin,” *“woc,” "destroying or
ruiningcausc,' or cven a “'source of irrcparable harm”—but on the other hand
it should be made unmistakably clcar that it is not a panacca for all
tcacher.board, taxation, and cqualization problems in public education.
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The Relation Between Federal Tax Reform
and Education Expenditures

Henry [. Cassidy

THE USUAL TYPE of fedcral tax reform suggested around this time each
year is the reduction of the amount of taxes we have to pay.To hold such a
notion is healthy, regardless of whether it occurs to us just once or many
times each year, for it is a primary function of taxes to make explicit the
price we must pay for the services the government provides. We should be
economical in the use of our country’s resources, being careful not to allocate
too much of our resources to one use as opposed to another. When we believe
that our taxes are “'too high,” we rcconsider whether we have allocated too
much of our resources to the public as opposed to the private sector, and in
this way taxes act as a relative price, the price of publicly supplied goods as
opposed to the price of privately supplied goods. 1 like to believe that this is
the most important function of taxes in our federal system. Its performance
requires that we arc conscious of our tax load. Whether a dirict tax such as
the income tax makes us more conscious of our tax load than an indirect tax
such as a tax imposed on manufacturers is a moot question.

Sound fiscal policy requires that we recognize the importance of taxes
as a broad resource allocation device. Regrettably, fiscal policy has been
focused too heavily on short-run economic stabilization, and the pursuit of
this elusive objective has been costly in terms of the losses we have sustained
with regard to effective allocation of our resources. Federal government
expenditures for education are a case in point. The vigorous efforts to curb
the increase in federal spending, in the interest of reducing inflationary
pressures, resulted in many casualties among federal spending programs,
including education. This is not to say that curbs on the growth of federal
spending are inappropriate, but rather that in placing so much emphasis on
economic stabilization as an objective of fiscal policy we have played down
the role of the fisc in achieving a more efficient allocation of the country’s
resourccs.

These resources arc limited, and the central objective of public policy
should be to contribute to their most efficient use. For example, there is a
widely held view that additional resources committed to providing education

Dy, Cassidy is Senior Associate, Planning Research Corporation; Adjunct Assistant Pro-
fessor, The George Washington University.
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would add more to the country’s well-being 1t:an would be lost by allocating
them away from other uses. Whether this view is correct, 1 cannot say, but it
is the explicit purpose of fiscal policy to determine whether more or less
resources should be allocated to various public programs or to private uses.
‘The price cffect of taxes can serve as an efficient mechanism for
allocating resources between the private and public sectors, provided we allow
taxes to perform this function. If we set other goals for tax policy, the price
cffect of taxés is likely to malfunction, with consequent adverse effects for
the efficient allocation of resources. The result is a waste of our resources. In
lieu of such other guals, we should restrict the use of tae tax mechanism to
informing the public about the price of alternative levels of public spending.
Decisions about the level of public spending, of course, are not made
independently of the composition of public resource use, Ideally we want to
allocate resources among public services so that we cannot increase our
aggregate welfare by distributing them in any other way. Maximum aggregate
benefit is achieved with respect to the allocation of resources among public
services when the last dollar devoted to one use creates the same amount of
benefit as it would if it were devoted to any other use. Given an optimum
composition, the pricing of the total basket of public services by imposing
taxes in cqual total amounts permits the public to evaluate the benefits of the
“last’’ dollar of public expenditure against benefits of the “last” dollar of
private spending. The collective taxpayer will think that his taxes are “too
low™ if the benefits he receives from his last dollar would be greater if spent
on publicly provided goods than on private goods. Hence, he will vote to
increase taxes and incrcase federal expenditures until his last doliar spent on
public goods (through taxes) yiclds the same benefit as his last dollar spent on
private goods. The rame collective taxpayer may prefer, of course, a different
composition of federal expenditures, whether of the same or of 1 different
total amount, and, ideally, the political process will reflect this choice as well.
But to repecat, for this choice to be made cffectively, the amount of taxes
imposed must act to “price’’ out the public vs. private resource allocation.

Allocation

The federal tax system has other price effects which relate to the level
of education expenditures. Taxes can and do act as an explicit price in private
sector decisions. We allocate resources among private goods on the basis of
their relative prices. The price mechanisi acts as a guide to how much of one
private good should be produced as opposed to another. Every tax we
currently have in this country alters the relative prices of private goods from
what they would be in the absence of the tax system. The amounts of the
various goods provided, then, may be altered by the price effects of the tax
system. The federal income tax, for example, increases the price of money
income generating activitics relative to activities which do not yield money
income, such as lcisure time activities, The existence of the tax, then, is likely
to alter our beliavior patterns if we are free to alter them.

How do taxer change relative private sector prices so as to alter the
amount of expendituies on education? The federal tax system does not allow
personal deductions for education expenditures, unless they are necessary to
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maintain one’s employment. On the other hand, the federal tax system does
allow deductions for investments in nonhuraan capital. Businesses are allowed
depreciation deductions and investment tax credits, the latter if it is the whim
of the Administration to so allow them. The Tax Reform Act of 1969 has
removed the credit. The depreciation deduction, the remaining tax feature,
lowers the cost of this capital from what it otherwise would have been; the
after-tax rate of return is higher with the depreciation deduction than
without it,

A person at the margin of indifference on whether to spend his money
on an investment in himself through education, or on an investinent in a
durable physical asset for a business concern, will be swung over to the
durable assct if depreciation deductions are allowed on it but are not allowed
on the education expenditure. In general, then, the depreciation feature of
the tax system discriminates against investment in human capital. The tax
system has altercd the price relationship between human and nonhuman
capital. The result is thac there is likely to be a reduced amount of education
expenditures from what there would be without these tax provisions. Under
our present education system, this argument applies more appropriately to
advanced education, since primary and secondary education is primarily
publicly provided.

To make the tax system neutral, or nondiscriminatory between human
and nonhuman capital, the tax system must treat expenditures on each
equivalently, so that the price relationship of the two is unaltered from what
it would be in the absence of the tax provisions. If we assume that there is
nothing we can do to alter the systera of depreciation deductions on physical
assets, the suggested tax reform for the purpose of attaining neutrality is to
construct an analogous depreciation deduction for human capital.

There is, however, an additional feature of the tax system which, if we
did have equivalent depreciation deductions for human and nonhuman
capital, would discriminate against nonhuman capital. This feature is the
capital gains tax. If physical assets appreciate in value, the gain in value is
taxed (when it is realized), but an increase in value of human capital is not
taxed. Human capital is just as likely to appreciate in value for the same
reasons as nonhuman capital does. If the capital, both human and nonhumnian,
represents a spccialized use of resources, which it usnally does, and the
market, or demand, for those specialized resources expands, the capital will
appreciate in value, at least until such time as further resources can be
committed to the specialty. The capital gains tax on physical assets, then,
would discriminate against the nonhuman form of capital.

There are two solutions for eliminating this nonneutrality. One is to
construct a capital gains tax for the appreciation in the value of human
capital attributable to education expenditures. Such a tax would be
extremely difficult if not impossible to construct. It is possible to measure
the change in the value of human uapital only when the income-earning
portion of the lifetime is over, for the value of human capital at any pointin
time is the discounted value of the future income stream. The actual size of
the income stream is known only after the income-earming portion of a
person’s life is over. But more difficult for tax purposes is the segregation of
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that portion of the gain in the value of the human capital which is
attributable to education as opposed to that portion attributable to innate
talent.

The alternative is to eliminate the capital gains tax on nonhuman
capital. 1 favor this route for academic reasons which deal with the definition
of income. lHowever, this need not detain us here. The elimination of the
capital gains tax would be, in my opinion, by the way, tax reform in the true
sense of the word.

One may venture the opinion that we currently do have a more or less
neutral tax system with respect to education expenditures because the
depreciation deduction bias against human capital is offset by the capital
gains tax bias against nonhuman capital. I am very uneasy with this
proposition, because the calculations upon which the proposition rests
involve too much guesswork; for example, we can only guess at the amount
of gain in the value of human capital attributable to education. The
alternative which should be preferred to attain neutrality of taxes, then, is
complete elimination of all iases, regardless of their direction.

The Distribution Function

The allocation function is but one of the functions of the fiscal system.
Another function is distribution, which concerns who receives the fruits of
our productive society. Education expenditures presumably benefit those
who make them, but to education is also attributed the potential for
increasing the welfare of people who do not receive the education. If
education reduces in the person who receives the education the amount of
prejudice he has toward other groups in the population, this person may be in
a position to expand the opportunities of these groups by offering them
employment not previously available to them, for example.

Tax policy is able to play only a very limited role in the redistributive
process, and that role is to encourage more people to partake in the
educational process. The only way the tax system can do this is through its
price effects. The tax structure can lower the relative price of investment in
human capital, for example, precisely along the same lines as we discussed
under the allocation function.

However, I should like to warn against the use of the tax system as a
means of encouraging education expenditures. It is generally more effective
1o increase education expenditure by direct government outlays than to rely
upon the indirect subsidy of the tax system. The magnitude of the increased
expenditures is known exactly with direct government expenditures, but the
magnitude is unknown beforehand in the case of the tar subsidy. Direct
federal expenditures on education have been and are contin.:ing to be made;
thus there is little reason to rely on the tax system as a redistributive
mechanism at this point. Therefore, 1 hope that there will not be any tax
reform in the direction of encouraging education expenditures.

It is important to note, however, that if the tax system were to be used
for redistributive purposes, it can do so only through the price effects of
taxes. It can only do so, therefore, with the unavoidable consequence of a

63

£:22



O

ERIC

Aruitoxt provided by Eic:

S

e T S e hev e A i Ao e

conflict with the allocation function. I heartily recommend that we avoid
such a conflict.

The Stabilization Functicn

There is a third function commenly ascribed to the federal Govern-
ment, stabilization, which conflicts directly with the allocation function. ‘The
goals of stabilization are the maintenance of price level stability and full
eraployment.

Tax policy, as it has been advocated by the “new economics,” is a
primary device for attaining these goals. Taxes are to increasc relative to
government ecxpenditures to ward off inflation, and taxes are to decrease
refative to expenditures to ward off recession.

The conflict betwwen the stabilization and the allocation functions is
obvious. Taxes are to act as the explicit price of public goods according to the
allocation function. To be explicit prices, taxes must be in one-ta-one
correspoudence with government expenditures. ‘To accomplish the stabiliza-
tion function, taxes must not be in one-to-one correspondence with
governinent expenditures, The stabilization Tunction operates by deliberately
creating a government surplus or deficit as the economic conditions warrant.

One may argue that the changes in the surplus or deficit for
stabilization purposes are short-run, and ihat for the long run, federal
revenues do come into one-to-one correspondence with federal expenditures.
Therefore, it may be argued, the allocation function is being fulfilled at lcast
in the long run. However, I think we are being slightly naive if we take such a
view. The explicit price effects of taxes work in the short run as well as in the
long run. Witness the arguments that went into the exteusion of the income
tax surcharge two years ago. Tax rates could be raised, many Congressmen
said, but simultaneously, as part of the package, federal expenditures must be
cut. Tax and expenditure policy, in other words, was being based upon
stabilization censiderations and not upon allecation con.iderations. Indeed,
stabilization policy does not distinguish between changing tax revenues on
the one hand or changing public expenditures on the other, except for
considerations of the speed with which the various components can be
changed. Allocation policy, on the contrary, calls for a precisely determined
one-for-one change in revenues and expenditures. If this relationship is
broken, in either the long run or in the short run, expenditure policy is likely
to be based upon considerations not consistent with the efficient use of our
counlry’s resources.

Resolutions of the Conflict

How do we resolve this conflici? 1 do not advocate that we resolve it by
selecting that function which we believe to be more desirable. If we were to
make such a selection on the basis of our preferences, 1 might sclect the
allocation function as being served first, while another person would favor the
stabilization function. Rather, the decision may be resolved by examining
how well each function is carried out by the federal tax system. [ assume that
the explicit price effect of taxes is operative, and that the political mechanism
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does respond to this price mechanism, on the assumption that the price
mechanism is given the chatce to function.

On the other hand, 1 think that there is arather large body of evidence,
both empirical and theorctical, which shows that the use of tax policy for
stabilization purposes is for the most part ineffectual. We have had inflation
throughout the 1960's, but along with substantial unemployment in the first
half of the decade. Maybe it is not possible to obtain full employment along
with no inflation by fiscal manipulations. Our postwar expericnce certainly
scems to indicate this.

Even if both full employment and price level stabitity were simul-
tancously attainable, with the present state of the art we should abandon the
use of tax policy as a short-run stabilization device, and I will give here two of
the reasons why I hold this opinion. The first is the accuracy of the forecasts
upon which the tax changes are prescribed leave something to be desired, and
the second reason is that the relationship between the change in taxes and the
change in employment and prices is not very stable, hence not very usable for
stabilization purposes. ‘

The Council of Economic Advisors has since 1962 estimated the level
of cconomic activity for ore year in advance. Upon their forecasts, tax policy
recommendations for stabilization are based. Over the period 1962-1969 they
have missed the increase in Gross National Product, our main economic
indicator, by over 20 percent, on the average. They have forecast below the
actual annual increase by as much as 19 percent, and have forecast above the
actual annual increase by as much as 39 percent. The observation that these
forecasts have been rather poor, means that until they become better, we
should not alter our tax rates in the short run on the basis of the forecast of
the Council,

The other reason for not using tax policy as a short-run stabilization
device is the relationship between tax changes and employment and prices
is not very stable, and the variations in its pattern have not been empirically
measured to determine whether they are systematic. When your tax liability
increases, such as under the income tax surcharge of 1968-69, do ycu change
your expenditure pattern from what it otherwise would be? If you thought
that the tax change was temporary, you might not change your expenditure
pattern at all; rather you might only reduce your savings, or borrow, to
maintain the level of expenditure to which you are accustomed. It may be
that your expenditure pattern is based upon your expectations of what your
lifetime income will be, so that temporary changes in tax liability have no
significant effect upon your expenditure pattern. Would your response to the
surcharge have been different if you thought that there was the possibility of

a recession in a year or so? Your response might be to reduce your
expenditures more in such an cvent with the surcharge than if it werce not
levied. What if we had just recovered from a prolonged recession and your
accumulated savings were low? The surcharge in this event may very well
limit your expenditures.

These observations only hint at the type of information which must be
available in order to estimate the effect anv tax change will have upon
spending and, hence, upon employment and prices, according to the
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framework of the “new economics.” Not only can you vary the absolute
magnitude of your responsz to any 1ax change, bul you can also vary the
timing of your cxpenditure response. Both of these can vary with any given
set of circumstances, and the combined cffect of the magnitude and timing of
the response is unknown in general. Use of the tax system for shortrun
stabilization purposes, then, becomes a guessing g 1ne, and until we know
more about the system of response, we should avoid using tax policy for such
purposes.

If Not Stabilization, What Then?

A basic policy recommendation, then, is to abandon the use of tax
policy as an instrument to attain short-run stabilization. There is no reason, if
this recommendation is accepted, to purposcfully strive for a federal fiscal
deficit or surplus. Rather, we should strive to equate the long-run growth rate
of federal taxcs to the longrun growth rate of federal »xpenditures, with no
deficit or surplus for the tong run. Deficits and surpluses will anise, of course,
because there will be year-to-yeer fluctuaticns in income and hence ia taxes.
But tax rates arc not to be adjusted to compensate for these swings in income,
or we shall be right back to the essentials of the short-run stabilization game.
Rather, the tax rates should change by a prescribed rate each year or be set at
certain levels so that the long-term trend rate of growth of taxes matches that
of federal expendlitures.

Summary

We have cxamined the relationship between tax policy and education
expenditures according to the three functions of governmeni, allocation,
distribution, and stabilization. Under the allocation funciion, we have
explored one possibility of federal tax reform to climinate any fiscal biases
for or against education expenditures by individuals. We could incomporate a
depreciation write-off for tax purposcs for individual education expenditures
similar to the depreciation write-off for investment in durable physical assets,
and sin:ultaneously climinate the capital gains 1ax. To change the deprecia-
tion feature without changing the applicability of the capital gains tax would
be only a partial adjustment toward the goal of ncutrality of taxes with
respect to education.

Under the distribution function, we must question the efficacy of using
the tax system as a mears of encouraging education expenditures as opposed
to direct federal expenditures, if education expenditures arc desired for
redistributive purposes. In general, the price effects of taxes should not be
used to encourage education expenditures, just as taxes should not discourage
these cxpenditures.

I have argued that the stabilization function should give way to the
allocation function because the use of short run tax changes by the
government has been ineffectual and is likely to continue to be ineffectual for
short run stabilization purposes. The allocation function uses the level of
taxes as the explicit price of publicly provided goods. Under the allocation
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function, tax po'icy should be formulated so as to equate the long run trend
in the growth rate of taxes with that of federal cxpenditures, where the
composition and growth rate of federal expenditures are based upon
considerations independent of the tax revenue. Federal expenditures on
cducation, then, should be made if they are warranted, and the tax revenues
to finance them should be simultanecusly raised.
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The Dilemmas of State-Local Tax Reform

Procter Thomson

INTERESTED AS YOU ARE in more money for better schools, you wish
to reform state-local fiscal arrangements because, I presume, you believe that
bad taxes prevent good expenditures. In addition, you may have the
reformer’s itch, an incurable though benign disease to which none of us is
immune. .

But | bring you a different view of the problem. Since the cost of
public schools equals the private goods that must be given up to support
them, the primary problem for American educational finance is not how to
tax but how much to tax and spend. And the difference between a *“'good”
and a *'had” tax system is nowhere near as large as is commonly supposed.
Under modem fiscal conditions, states and localities must extract resources
from their citizens through some rough and ready combination of income,
sales, and wealth taxes. The combinations they use depend on economics,
politics, and accident. To **reform” any of these combinations means to take
the same sum from the same place or persons more efficiently and equitably.
But since any change in taxes makes some people better off and others worse
off, we cannot say for certain that the group's welfare is improved.

Suppose, however, we take an existing state-local 1ax system, warts and
all, and confront the taxpayers with same elegant alternative which, we claim,
is better. How much on balance will they be witling to pay for the privilege of
being taxed in a more expeditious fashion? The sum, 1 think, will be very
small. Tax reform is small beer indecd; we should leave it and get on with the
important business of deciding how much of our national income to invest in

the formation of human capital.
Tax Systems: Origins

State-local tax systems emcrge from a mixture of economic, political,
and historical (accidental) for:.es. On the economics, all taxes come
ultimately from income, but their immediate objects are receipts, expendi-
tures, and wealth. That is to say, they are either income taxes, sales and
consumption taxes, or property taxes. All other levies such as the gasoline tax
are really user charges or prices. Try as he might, ncither the ingenuity nor

Dr. Thomson is Lincoln Professor of Economics and Administration, Claremont Men's
College.
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the rapacity of the taxgatherer can provide him with any other weapons than
these.

The proportions between these levies, however, vary widely from one
jurisdiction to another. Oregon, for instance, abominates the sales tax while
Nevada prefers—for some reason—not to tax income. And the jurisdictions
that use ali three weapons, do so in many different ways, with the most
varicolored patterns of coverage, exemptions, and comparative yield.

The Economics

The tax and the cxpenditure system of any jurisdiction reflects
preferences, income, and comparative costs.

By far the most important differences among cities, states, and school
districts are their citizens’ preferences for public versus private goods. Just as
families differ in their desires for food, clothing, and amusements, so
communities differ in their preferences for schools, roads, welfare, and
qualified but expensive public servants. Differences in income and costs also
enter the picture.

So far as the data mean what they seem, these state-local variations are
quite striking. In 1968, state-local taxes and user charges took 13.5 percent of
personal income in the United States as a whole.! But these fractions varied
from a low of 10.5 in Illinois and 10.7 in Connectizut 1o a high of 19.1 ia
North Dakota and 18.6 in Wyoming. California stood at 16.1, Oregon at 14.1,
and Washington at 14.9. Some of the high figures probably reflect the greater
unit cost of public services owing to population sparsity, as in North Dakota's
19.1 or Alaska’s 17.0. (Price elasticity of demand must alsc have been less
than unity.) South Daketa, also afflicted with sparsity, took only 15.8
percent.

People select the places where they live and work partly on the basis of
the tax-expenditure balance. Naturally, people prefer low 1axes and generous
public services, but such Utopias are hard to find. Faced with marginal
choices, therefore, some families elect a locality with good roads and schools
plus high taxes, whi'e others select unrcliable roads and miserable schools but
low taxes. Others select something in between so that, in this way, choice
ratifies the variations that chance created.

The Politics

Fiscal differences arise also from political choices and historical
accidents.

Politicians wish to maximize their political power, suhject to the
constraint that they do not violate their ideclogical convicticns. Thus they
select the taxes that win the most, or lose the least, votes under the
conditions of the time and place. In this way they court the favor cr avoid
the enmity of the citizens, who are both master and servant to them.

In making these choices they start with what they have, that is with a
fiscal landscape strewn with the wreckage of past encounters and the buried
bones of old enactments. Then they identify the forces they serve or oppnse
and estimate the strength of each. Next they design a tax policy which
appeals to those they serve or, at least, raises no unnccessary enemies. Then
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they bargain at the council table with oihers who scrve diffcrent interests or
have different estimates. And finally in the arena of public discussion, they
defend or conceal what they have done.

Small wonder, then, at thie variations in fiscal patterns even when
cconomic conditions—przferences, income, and cemparative costs—are the
same. The politics of various jurisdictions differ because of variaticns in
historical conditions, political interests, politicians’ estimates of thosc
interests, and the conditions of implementation.

Schools and Taxes

Now to the question of why school taxes are what tlicy are. As s w2l
known, public clementary and secondary cducation in all the states derives its
sustenance from a mixture of local levies on property ptus slale sales and
income taxcs disbursed as basic and equalization aid. The rationale for loca!
property taxcs is obvious: The wealth is available; the local tax collector can
reach it, whereas he cannot casily administer the other forms of taxation. A
local system of income and sales taxes, morcover, would squash the basc o
which it rests for jurisdictions whose rates are higher than their neighbor'«
the samc happens to property but much less seriously.

What is not quite so obvious, however, is the peculiar combination ot
advantages and disadvantages which the property tax basc creates fo-
cducation whien people—acling through their representatives—vote moncy fo
schools in accord with their prefcrences and their pocketbook. Since th
taxcs they choose will be directly pruportional to their number of childr.
but inversely proportional to their property, the existence of prosperous b
childless families tends to lower school taxes. Since good schouls cnhan.
property, however, even thase who do 1ot use them will be disposed 1
support them to that extent. Even vetired bankers and absentee landlod
have an investor's interest “n their local schools.

The widespread separation between ownership ard residence gives th
schools an cnormous advantage because the owners of business property who
live outside the district cannot votc to keep their taxes down. Truc, they do
have seine interest in public education. But the people who live and therefore
volc in the district have both an investor’s and a consumer's interest in public
education. Further, the smaller the school district the smaller is the
probability that owncts of it. business property live and vole within its
boundaries, so that the present system of district fiagmentation, which
promotcs “‘taxation without representation,’” scems designed to maximize the
school tax ratc.

Alas for the schools, however, distiict fragmentation wotks in the other
dircction when we consider how people react to the indirect benefits of
cducation: The cducation of other people’s children benefits us because all of
us volte In the same clections and pacticipate in the same political dialogue.
But the advantages of political literacy come from the informed choices of
people both tar and near, and cannot be achicved unless cducation is wi fely
diffused. Therefore, on this account alone, no onc is willing to tax himse!f
and his fcllow citizens fot the education of *hose who live only in his
immediate vicinity, so that small districts mean low taxes. For the small
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district, therefore, the level of school taxes depends uniy on the balance
between the tax burden and the direct bencfits of education.

The final factor deals with the way these preferences are translated into
action through the political process. As stated above, the professional
politician maximizes his political power just as the professional entreprencur
maximizes his net retums. In voting for taxes as for everything clise he sceks
that combination of burdens and bencfits which optimizes his support among
his consutuency and his colleagues. This is how representative ;ovemment in
a democratic society translates individual preferences into social choices.

But what about the government of.local schools? It, tooe, is “‘political”
because it deals with social choices, in an institutional framework, through a
representative body —the local school board. But board members are seldom
full-time professional politicians 2nd often regard their office as a duty rather
than an honor. As part-lime amateurs they can cxpress their convictions,
ventifate their prejudices, and ignore the wishes of their constituents with
respect to the tax rate and (o many other matters as well, In the short run,
therclore, the schools may not respond to the wishes of the penple quite =n
closcly as some other parts of governmcent. Not in the long run, however,
Schocl-board «lections and tax referenda must eventually prove decisive, so
that the board that spends (oo much or too little, or spends it on thirgs the
peop!c do not want, will finally be wrned out of office.

Tax Reform: How

Statedlocal tax reform entails hoth cconomic and political problems,
and the central issuc for both is that any change from existing conditions
makes some people better off and others worse off.

The Economius

A change in policy increa..s social welfare, an cconomist would say,
only if it makes onc or morc persons better off without making any one etse
worse ofl, The litcrature of “welfare cconomics calls this proposition '‘the
strong welfare criterion.” So far as it goes, it {s both intuitively attractive and
analyticaily rigotous, but unfortunately, sheds little light on the hard
problems of social change which do entait imptovements in some people's lot
al the expensc of somcone else.

Tax reform illustrates. Recently both California and Oiegon made
much ade about *property tax reliel.”” The voters of Oregon in June 1969
considercd a propos.] to substitute a state sales tax for some pottion of their
locel property taxes, while a well-known California asses~or p.oposed a
constitutional limit to the property tax rate. Both measures lost, but the
agitation remains. Now, if everyone in Oregon had the same proportion of the
property tax base as he had ol the sates tax base, he would have gained on the
turns what he tast on the streiches and paid just as much under the one as
under the other. (lic chooses beiween these taxcs only on the basis of their
"excess burden,” i.¢., on the satisfactions he loses by being forced to
rearrange his pattern of economic activitics after the taxes change relative
prices.) But of course everyone docs not have the same share of both tax
bases. The ptoposed substitution, therefore, improves the welfare of those
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who have a higher than average ratio of propcrty to consumption, but
worsens it for those who have a lower ratio. An cconomist can say nothing,
repeat nothing, about the desirability of the net result inasmuch as the
satisfactions gained and lost occur inside the heads of different people.

Only il the gainers compensate the losers and have something left ever
for themselves docs the change clearly improve welfare. If such a scheme of
compensation proves impractical, even though possible, again ncthing can he
said aboul the desirability of the result,

The inability of cconomists to make definitive statements about welfare
dampens their enthusiasm for any and all “‘reforms'’ that entail changes in the
existing mixture of sales, income, and property taxes.

What about reforming the administration of the tax system? The local,
often politically appointed, assessor is an attractive candidate for reformess of
every hue and tempcer. His inadequacics and inconsistencies are notorious;
cloguent fulminations against these wayward practices are the stock in trade
of every writer on local finance. (I, too, long ago indulged i this sport to
such effcct that even now reprinted versions rise to haunt we.) Several
questions, oie obvious and one more basic, must be posed at this point. The
obvious question is: Since changing assessment practices requires an expendi-
ture of resources, can we be sure that the objectis worth the cost and do we
know that this is the best place to start spending nioney? The basic question
is: What are the given conditions of the probleni: how many degrees of
frcedom do we possess; how can '‘we’ (as either oultside observers or
concemed citizens) count on the same political process that produced the
assessor to change hiin to something better?

The Politics

Changing taxes is a political act. Whatever its cconomic merits, the
c“ange must be politically possible, and the people who proposc it must have
some notion of how to translate the possible into the actual; otherwise the
whole cnterprise is bootless. Or, more accuratcly, energics and time covld
better be expend 1 on other things.

Translating, the possible int, the actual, in turn, demands a carcful
evaluation of the interests that gain and lose. Then, thote that stand to gain
must be informed of their opportunity, encouraged to pursue it, and raltied
to the cause. Those that lose must be prevented from discovering the true
state of affairs for as long as possible, discouraged from putsuing their
interests, and turmed aside. These are the mcans of the battle and they in tum
have their means -alliances, promises, threats, and maneuvers innumerable,

1f one wishes to reform taxation by substituting sales taxes for property
taxes, as in the Orcgon case, strong support can be expected from the
property owners, mild opposition from the unproperticd consumers, and
strong opposition from the merchants. In addition, the voters of Oregon
appear to have had a visceral reaction against sales taxes—-perhaps because
they feared that small beginnings promised targe endings—and such feclings
are a political force of great moment.

Also of great moment, 1 must add, is the influence of ideas. Quite apart
from interests, ideas are a vital political fotce because men take them as theit
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interests and pursue them more ferociously than any prospect of selfish gain,
Thus, in the present discussion, a “good idea" about tax reform could
become a standard to which many repaired. It could become politically
effective even though its proponents had neither the skill nor the intent to
make it so. It could, that is, if someone else look it up and carried it through.

Now 1 do not imagine that the Committee on Educational Finance of
the Naiional Education Association is interested in “‘tax reform” as an
academic exercisc. Instcad, they hope it serves their larger intercst in more
money for better schools. But how do they intend it to nurture this larger
end? By devising a good ‘'tax scheme,” an intellectually respectable pattemn
for tax revision, which when announced automatically gathers everyonc
under its standard. If s7, they face a dry season. For their plan must be
implemented; it must be translated into practical workable politics, and
lobbied through the legislatures. Otherwise it dies.

What Difference Does It Mal.e?

“To call a <ituation hopeless,’” says Frank Knight, “is the same as
calling it ‘deal.” T have argued (a) that state-local tax systems recult from a
complex sct of economic, political, and historical forces; (b) that economists
can say very little about chariges in taxation which represent an unambiguous
increase in welfare; (c) that anyone who wants to “reform®’ the tax system
faces a difficult political problem. Is this a counsel of despair? No indecd; it is
a message of hope,

In developing this hopeful doctrine, 1 begin with some cconomic
fundamentals. Afflicted with the universal liniitation of scarce resources, a
society with virtually limitless desires must make hard choices among
alternatives. It must choose between guns and butter, between the present
(consumption) and the future {investment), and betwcen private goods and
public goods. Since “‘the cost of any one useful thing is the number of other
uscful things that must be given up in exchange for it,” the cost of public
goods equals the private goods that must be given up in order to build and
opercte schools, construct roads, or maintain armies.

Next, the output of public goods cannot be determined by prices and
markets but must be financed through collective contributions; the com.
munity must get together and agree on a racthod of paying for them. In a
modem cconomy with vast chunks of the national income handled by the
public fisc, methods of payment—though variegated in deteil-are quite
simp.e in outline and entail some combination of income, consumption, and
wealth taxes. (In addition the government charges prices often under the 1:om
de plume of taxcs, for operating highways, licensing taxicabs or marriages,
and, sometimes, delivering mail.} No modern central government trics to
suppott [tsclf by tariffs and excises, as the United Statee did daring much of
the ninteenth century, and no city council ot state legislature relies on salt
taxcs of fines on bachelots. Schools tax property and hope for a factory
within their district boundarics, cities or counties tax property and
transactions, while statcs tax income anc tonsimption. The details are
unimportant.
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{In addition every lower unit of government tries to get money and
avoid control from every higher unit while every higher unit attempts to
exercise control and grant moncy for the lower units in a way that optimizes
its political security.}

In sum, the important fact about taxes is that somcone must pay the
money to get the goods, and the difference between *“good™ and *“bad” tax
systems is not so vital as is commonly supposcd. Let me suggest a conjectural
experiment: Take an allegedly imperfect tax system which currently raises $1
million for a particular statedocal jurisdiction; call this system A. Then
confront this principality with alternative and prcsumably better systems B
and C, raising the same revenue—spent for the same objects—in different
vaays. Then ask all taxpayers how much they would be willing to pay to
substitute B for A or C foi A; ask them also how much they would bid to
retaiin A. If they are honest and take time to answer your questions, these
sums cqual the amount by which B or C niakes them better off than A; or for
otker people they show A’s superiority over B and C. The net sum, the excess
of bids for B and C over those for A cquals a moncy ineasure of the rise in
welfarc occasioned by the tax reform,

How large would this measure be? Let the existing tax system A be the
usual helter-skelter mixture of property taxes with arbitrary exemptions,
transactions taxes with imperfect coverage, and sawtoothed income taxes
with moderate rates, all administered with the inefficiency normal to that
enterprisc. Let the alternative systems be elegant variations on the basic
wealth-sales-income theme, but with no more administrative improvements
than can be rcasonably predicted for the time and place. 1 still would be
much surprised if the net sum were very large. 1 would expect a 3 to §
percent improvement or a bid of $30 to $50 thousand in order to be taxed $1
million by the best of the reformed systems; 1 would not expect a 10 ~r 20
percent improvement.

Despite the words Tavished upon it by both theoreticians and practical
politicians, tax reform Is not a tupic of first importance. The difference
between a good and a bad state-local system is not that large.

\Yhat, then, is important? Waat is imporlant is nol hew, but how much.
How many public goods do we want and nced in generat. and how much
education do we wish in particular. Considering it as a consumplion good we
want the right amount of education to provide a foundation for political
literacy in a complex socicty., As a production good, education means
investment in human capital and should be pushed to the point where
investment In people yiclds the same 1eturn as investment in things. These are
the vital matters of our common concern. Al else is digression.

Footnote

'Adviooty Commission on Interpovernmental Relations, Stete end Locs! Fincnces:
Significant Features, 1967 to 1970, Washington, D.C.: Government Ivinting Oifice,
Novemnber 1969.p. 18,
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Financing Education and Tax Reform

Houston I, Flournoy

TIERE ARE A NUMBER of arcas where changing ecconomic conditions have
significant impacts upon our schools, Obviously, all of these rclate to
government finance in general and 1o some of the problems in the gencral
economy.

In the first instance, as long as there is an inflationary spiral like that of
the past few years, (over 5 percent last year), those of us in public service
constantly hear demands that we reduce the cost of government. When there
is such a built-in escalator in ccsts, no matter what services are performed,
there is a double task of reducing the total outlay, ¢ven if the same senices
are provided with the same number of pcople.

I think inflation has been particularly pertinent of late in the whole
field of tax reform and that it has a direct effect on the way in which the
state supports local public clementary and sccondary schools. California
school finance is a complicated field and few people, except perhaps those
who designed the system, really understand it. One of the basic aspects of it is
that the state guarantces a certain number of dollars in support of every child
in every school district. This support is made up of a combination of locally
raised revenue and state revenue, depending upon what each scheol district's
assessed value is and how much the local tax rate will produce pet child in a
given school district, The resvit is a varying amount which the state provides
for each school district,

What happens with this kind of program in an inflationary period is
that the tegislature may write into law a guarantec of $376, for example, for
every elementaryschool child. Then, there is a 5 petcent increase in costs
between this year and next year (as we had between last year and this year).
If that kind of increase continues, the legislature must change the law every
year, which they have not been wont to do. and which is difficult even under
the best circumstances because a dollar change in the guarantee costs about
$3.5 million.

If the law is not changed, all the impact falls on the local property tax
to keep pace with costs which aie rising without regard to extra school costs
tesulting froin population growth. Additional costs, such as teachers® salary
increases, which are affected by the same inflationary pressure as state

Mr. Flournoy is State Controller, State Capirol, Secramento, Cekifornia
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employees’ salaries, must be absorbed. If teachers receive a cost-of-living
increase, for instance, it has to be paid from the property tax basc until the
legislature changes that support figure. It should be noted that the support
figure is usually changed by the legislature as a pragmatic matter in terms of
how much money is available for schools rather than how much has the cost of
living increased. So there is a lag in this kind of a program and the lag falls, in
terms of school support, totally on the property taxpayer,

Therc are, of course, within our school districts tremendous variations
in capacity to absorb this kind of an increase. In one district it may mean
only a penny or two on the tax rate; in another district it may mecan 10 or 15
cents, depending upon assessed value per child.

The property tax, on which our schools rely, also is involved in
inflation through its ditcct relationship to home owners. So long as there is a
rapid growth in inflation, there are accclerating increasces in the market value
of property, particularly homes. Every time the asscssor conies around
(notmally at least once in every five years, and more frequently in some arcas
of rapid development), the assessed value jumps. This has a relationship to
market value; assessed value is supposed to be 25 percent of market value in
California and all the countics. When assessed value goes up, the iaxes on
property go up without any change in tax rates. The people who arc in onc
way ot another on a fixed income, be it rctirement or some other inflexible
source of income, find that they have a declining amount of income left with
which to merely maintain their presence in the residence that they purchased
on some fiscal assumption that now has changed. Small wonder that they
approve fewer and fewer school tax overrides and bond issves,

Al of this indicates a great nced for increasing the flexibitity of our
existing school finance system so that it will become more responsive to
changing cconomic conditions. We must also correct the incquitable
distribution of the burden of school support and at the same time consider
the plight of the property taxpaycr, particularly the home owncrs who have
scen a teemendous growth in their taxes.

There is some hope ahead in the predictions of a declining birth rate
and slower peputation growth for California during the 1970°s which may
lessen some of the financial demands on our schools. While this will be
nothing more than a slowdown-a lower rate of growth than we have been
experiencing-it can provide the breathing space nceded to get a meaningful
tax reform program into operation.

The goveinor's tax reform program now before the legislature contains
proposals affecting school financing which arc aimed directly at dealing with
both the inflation problems andequitable distribution of the property tax bur-
den now imposed for schools. The basic proposal is astate-wide school property
tax at the rate of $2.05 which would replace the fisst $2.05 of the local property
tax rate for schools. This money, collected by the state, would be
redistributed among all the school districts according to average daily
attendance, thus putting behind each pupil it the state an equal share of the
fotal taxable wealth of the state up to the limit the $2.05 rate can raise.

Under this ptoposal, the local school district still could use as it wishes
that pait of its current local tax rate which exceeds $2.05. However, if a

-
7 (J

s e, o s e A T 4



Q

ERIC

Aruitoxt provided by Eic:

. e T e
i SR

school district wishes to exceed its current levels, it must seek approval of the
voters. This program would producc additional funds for about 80 percent of
the state’s 1,144 school districts by diverting to them some of the resources
of the 20 percent which have the greatest taxable wealth per child. While
assuring a meaningful foundation support program, the proposal leaves
responsibitity for planning and execution of school operations at the local
level and provides a method by which an individual district may enhance its
program according to its financial ability and the wishes of its voters.

Built into this proposal is an experditure control system providing for
automatic annual adjustments of school district expenditures according to a
factor based on average daily attendance and cost of living. This would permit
individual districts to meet changing financial requircinents brought on by
inflation without having to resort to an election. It also would prevent
infiati >nary costs being used purely as an excuse for increasing local pre perty
taxes zfter the state has taken $2.05 off the tocal rate.

"This state-wide property tax proposal als» enters the field of revenue
sharing among governments by allowing smaller units, in this case the tocal
school districts, to benefit from the broader revenue base and ability of a
larger unit, such as the state, wherever such benefits appear justified. And
this, in turn, brings me 1o a proposition which 1 believe basically underties the
entire structure of financing public activities such as sclools.

1 think the capability of the state and local governments to provide the
services nceded by the kind of population we have in California has been
hampercd by the federal government’s virtual pre-emption of the income tax
as its niajor source of revenue. There is a tremcndous dependence of the
federal government on the income tax becausc it is the most elastic, the most
responsive tax, the one which will adjust faster and more adequately to
<hanges in the economy. As a result, with inflation it brings in mote revenue
at the same rates and therefore can finance the additional costs that are
imposed on government by changes in the cost of living.

The fedesal government is heavily dependent on the income tax while
the statzs are much less dependent on it and some states still do not have one.
California has a personal income tax, but it is not its biggest source of
revenue. The sales tax still runs shead by about three to two as the primary
source of revenue for California’s General Fund. Some Eastern cities have a
payroll tax ot some kind of varation of the income tax, but generally
speaking, in California it is not used anywhere at the local level. Here local
governmenis depend on an even less responsive kind of tax base bound to
ptoperty values and the growth in assessed valuation.

1 think this points up cne of the major problems that will have to be
faced in terms of relationships among the three levels of government if the
state and local governments are going to sustain their roles without being in
an almost constant cycle of inadequate revenues and tax increases. There will
have to be some kind of state and local participation in the federal income
tax proceeds to a greater degree than is true at the present. This could be a
revenue shating ptogram or a block grant program-many variations have been
offered. President Nixon has presented one to the Congress, basically to
ptovide a source of funds not directed, as 3o many federal gantin aid
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programs are today, to specific purposes rcquiring specific standards,
regulations, and accomplishments. This proposal provides for gencral partici
pation in this revenue source.

Participation in such a sharing, plus the ability of the state to use the
new rcvenues according to the priority of its needs, would introduce a
flexibility and rclicf into government financing throughout both state and
local governments which would greatly facilitate broad tax refom. In fact, I
believe this sharing in federal revenucs will be necessary if the state and local
governments, with their relatively ineiastic tax sourccs, are going te sustain
the growing cost and size of their services and at the same time restructure
their taxes into an cquitable system geared to modern needs.

One other important arca is particularly related to the kinds of
problems cducation has with rising costs. Inflationary pressure makes it
difficult, as | am sure many of you knaw in your own long-term capital
programs, to project your costs accurately. Where we have had during the
past few years substantially higher rates of inflation than were often
projected, it means that frequently the funding programs for long:term
projects have bcome inadequate. As a result, there are problems in long-term
capital programs where inflation excceds the anticipated expeclations of a
forccaster.

On the other hand, we also suffer from some of the cfforts to control
inflation. These cfforts have contributed to the tremendous and unantici
pated increase in the cost of borrowing moncy through sale of bonds on the
municipal bond market to complete capital outlay programs for higher
cducation and local school districts. In 1960, for instance, when many bonds
were voted with a 5 percent limitation on the amount of interest that could
be paid, no oae really figured it was going to havc any inhibiting effect upon
the capability of the state or a school district to borrow moncy. Now. of
course, no onc would even look at a b percent municipal bond. The buyers’
index at one point was as high as 6.9 percent, and we arc in a position now
where we cannot sell our previously approved bonds.

‘The federal governnicat’s appropriate action in trying to get somc kind
of handle on inflation has put us in a position where we cannot borrow
moncy as we had assumed we could borrow money. We in state government
hope that Proposition 7, which is on the ballot in J'ine, wilt allow us to sell
bonds up to 7 percent, with an escape hatch if the market again exceeds
expectations. (The legislature by a two-thirds vote could make it possible to
go beyond that.)

This is in one scnse the state government’s most immediate crisis in
school finance, because we have a backlog of authorized bond programs that
have been approved by the people. It affects our capital outlay program for
higher education; it affects our capital outlay program to assist local scheol
districts building school buildings for additional students. We do not have the
capacity to lend the money from the state bond program as we did. Many
school districts are unable to adequately hov te their students because of this
Lacklog.

But in the broad perspective of today's discussion which is concemned
with priorities in financing our schools during the 1970 and with tax
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reform, it scems that the basic priority for California schools is the
restructuring of their tax support system to assure them equalized support at
a level adequate to today’s educational needs. This will require acceplance of
new concepts of responsibility and disciptine in school finance at both the

local and state levels, and can reach its greatest effectiveness only if there is
substantial sharing of federal revenucs.
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State and Local Taxes

L. L. Ecker-Rac:

I RISE WITH SOME reluctance to speak of fiscal reform because talk these
past years appears to have produced so little. This is not to imply that
progress has not been made. Hugh Calkins inventoried for us an impressive list
of accomplishments since the President’s Commission on National Goals
identified the priotities 10 years ago (see page 9). The increase in financing
provided state and local govemment during the 1960 figures prominently in
that inventory: an increase in staic-local spending for general government
from $52 biltion to $130 billion; for education atone, from $19 billkion 10 $50
billion; an increase in the tax take of these governments from $36 billion to
$30 billion. Moreover, all three levels of government-local, state, and
federal—participated.

There would be cause for satisfaction in these statistics but for the fact
that a lasting solution to the financing of state and local government remains
as clusive as 10 years ago. It is still difficult to identify a single school board
or city council that sees its way clear to a budget balanced at an adcquate
level just one or two years in the future. Even high-income suburbs are
experiencing fiscal pains. Inter-<community fiscal disparities increase year by
year. School superintendents, city managers, and county administrators, who
s ould be concentrating on improving the effectiveness of their programs to
still the complaints of taxpayers, are obliged to dissipate their encrgies on
scrounging for dollars to meel their payrolls.

Moreover, the price pald for the increased level of financing during the
1960’s has been high, The weight of regressive taxes in the couniry’s revenue
system has been increased by greatly increased reliance on state and local
sales and property taxes, while federal income taxes were being reduced.
Although two-thirds of capital improvements were financed out of current
income, the state-local indebtedness incieased from $70 billion to over $125
billion. Meanwhile these governments continue to confront persistent
expenditure pressures with a much depleted reserve revenue,

Demands for more spending press from many directions. The improved
bargaining position of public employces s incieasing payroll and fringe
benefit costs. Rising prices arc escalating maintenance and capital costs. The
people’s improved standard of living is raising aspirations and expectations in

Dr. Echer-Rect is Senior Fellow, The Washington Cenlter for Metropohiten Studies.
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public services. To accommodate economic growth, business requites increas-
ingly costlier roads, airports, water, and other facilities. Record high interest
rates mean higher debt service requirements and, therefore, a reduced
borrowing capability.

Simultaneously, revenue pickings are becoming slimmer. In many areas
property and sales tax levels are approaching political, if not economic,
ceilings. Taxpayers exhibit increasing resistance to further diversion of their
incomes from private consumption to public spending. local governing
boards and state legislatures are voicing anti-tax sentiments, encouraged by
the fiscal stringency policies of the Administration, Tax collection estimates
at all levels ceflect the expectation of a downtum in the economy,

If 1ecent trends persist for just another five years, local and state
governments will be needing at least $50 biliion of new financing by 1975.
Economic growth, together with tax increascs that appear reasonably
available, is not likely to provide appreciably more than half of this amount.
In shott, the herculean tax efforts of the past decade produced no lasting
remedy. Why has so much legislation, conversatisn, and conferencing failed
to produce a fiscally more viable state-local system?

With benefit of hindsight, it is clear that it was a dclusion to think that
expenditure pressures of local governments were transitory; that it was
mereiy a question of catching up with wartime neglect, with the population
explosion, with urbanization, et:. Since state and local government expendi-
tures tend to increase at a substantially faster rate than the economy, these
governments need revenue sources with a high elasticity—taxes the yields of
which frow substantially faster than production and income. Only the
income tax satisfies this requirement. However, until the past few years
income taxatiun played only a minor role in state-local financing efforts. The
emphasis, instead, was on urging state legislatures to give local governments
more taxing freedom, and urging the Congress to relinquish excise taxes.
Cities and counties hoped to find lasting relief {n such sources as taxes on
utility servicee, theater admissions, payrolls, and motot vehicles. They
tejoiced in one-time revenue windfalls from speeding up tax collections and 34
bits and pleces of federal grants.

Much was expected from exhortation—by lectusing the states to end
discrimination against uiban centers, lecturing high-income suburbs to share
the high cost of services in the old citles, and lecturing property tax assessors
to treat dilfrrent types of propertics evenhandedly. Effcrts to shame
governmenital entities and their leaders into activities seemingly disadvan-
tageous to their constituents avail little or nothing at all. Those who aspire to
hold elective office in a popular democracy are slaves to the pocketbook
interests of their voters; they are not free to do the unpopular, however
necessary, except at jeopardy 1o their political survival.

This is not intended €0 1ound deleatist. Rather, my purpose is to stress
the case for tuming our attention away from the shortlived palliatives and
toward more lasting, albeit more difficult, remedies. No one need doubt the
capability of this economy to support a level of governmental services
conshtent with Americans' aspirations for their families and businesses. The
capability iy here; only the delivery system is faulty,
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Local government, fractionized into economically illogical jurisdictions
with imbalances between necds and resources, and inhibited hy fear of
alienating taxpayers, is simply incapable of carrying the major financial
burden of costly school and social programs. The more developed and
interdependent the country’s economy, the more it is dependent on quality
educational and social programs. However, the more developed its cconomy,
the more restricted is local government'’s, and to a lesser degree state
government’s taxing freedom. Needs and resources at the local level move in
perverse directions with the passage of time.

Neither need anyone doubt the compatibility of increased federal and
state financing of educational and social programs with local administrative
responsibitity and prudent handling of public funds. The Adiministration’s
program in the welfare area is a step, albeit a halting step, in the inescapable
directinn. The case for a larger federal role in the financing of education.is
equally strong. Elsewhere [ have proposed that the federal and state
governments ought logically to accept responsibility for financing a puhlic
school foundation program. 1 define such a program as one that makes
available to each group of 20 children the services of a qualified, well
compensated classroom teacher.

The state’s share in the cost of a school foundation program might well
be limited to an amount equal to 1 percent of the income of its residents. At
1968 levels, this would have called for a $7-1/2 billion state contribution
toward the foundation program. That year, the states’ investment in local
schools out of their own resources (excluding redistributed federal funds)
approached $10 billion. The states would have been left with only a limited
capability 1o share in the remaining cost of public schools without an
increased tax effort. They will need to exert such an effort, lLocal
governments, however, would have been left with adequate capability to
supplement the foundation program. Moreover, and its importance cannot be
overstated, the school program would have been liberated from its primary
dependence on the property tax, thus partially freeing that tax to carry the
burden of property-related municipal services.

Shifts in financing responsibility in the directions suggested, it should
be made clear, would not resolve the fiscal problems of local governments and
certainly not those of state governments. The inhibiting political shackles on
their tax practices and on structural reforms would remain. The ability of
these governments to tap their own resources also has to be improved because
their contribution to the public sector will have to remain major and
expanding. Left to their own devices, local and state governments will
continue to be handicapped in making that contribution. Here, too,
intergovernmental assistance would be helpful; nay, indispensable. States, for
example, could and should help local governments to make more effective
and fairer use of property taxation. They could and should help to remove
hurdles in the path of long necded reforms in governmental structure and
organization. The states, in turn, could te assisted (for example, by federal
tax credits) toward more effective person.al income taxation.

With ecach passing year, the future of this federal system, the
preservation of its more critical values, becomes more and more dependent on
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the willingness of state governments to guide and encourage local govern-
ments toward constructive practices and 1eforms and the willingness of the
federal government to accept a comparable responsibility toward state
governments. With each passing year the need to conform cur political
philosophy to make room for more intergovernmental involvement becomes
more urgent, This is my assessment of the task for the 1970's, my reading of
thie lessons taught by the 1960's.
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Law and Equal Rights for Educational Opportunity

Sharon White

THE SUBJECT OF THIS discussion is legal action as it relates to equal rights
for educational opportunity, Because the topic is a large one, | shall speak
about the broadest and most recent legal actions to raise the issue: the
challenges to the manner in which the states finance their systems of public
education, Pupils, parents, school boards, and taxpayers in Califomia, Illinois,
Michigan, New Jersey, Virginia, and Wisconsin have brought action against
those states, stating that their methods of financing public education violate
the equal protection clauses of the federal and state constitutions by
discriminating against them by state law, when they are in the same class as
others of the states’' parents, pupils, and school boards who are in a better
position. Legal action is being directed against the states because the states
have assumed in their constitutions the obligation of providing free public
education and because the states are responsible for creating the laws which
establish the manner in which state public education is financed.

The ultimate cause of the Constitutional infringements in issue is the
linking of educational expenditures in the individual school districts to the
amount of money the districts can raise through local property taxes, without
any apportionment to equalize the districts’ tax resources, an element
resulting in vast inter.district differences in per-pupil expenditures and
education facilities. Parents and pupils in these education finance cases object
to inter-district differentials in assessed valuation of properties, and point to
the irrelevance of the district tax system in terms of educational need. They
object to ccilings on education tax rates. They point to the failures of the
state components of education funding: that they are inadequate to alter to
any degree the inter-district differences in per-pupil expenditure and that
many provisions only aggravate the differentials which exist. Taxpayers
object to high tax rates which result in iow district tax yield, when the same
or lower tax rates result in greater yield in other districts. Plaintiffs object in
general to systems of financing which are not meeting the educational needs
of great numbers of the states’ public-school pupils.

Typical of the case allegations are those of the Board of Education of
Detroit v. Michigan, in which the Detroit School Board, Detroit pupils, and
their parents allege that the state’s mechanism of education finance creates

Miss Whiste is Staff Attorney, Lawyers Committee for Civil Rights Under Law

84

86




Q

ERIC

Aruitoxt provided by Eic:

S

inter-district disparities in school funding and offering, disparities which
prevent Detroit schools from offering educational resources and opportunities
substantially equal to thoss of other school districts. They state that
Michigan's allocation of school funds lacks any relation to variations in
expenditure needs, which flow from variations in such factors as pupil
populations, educational facilities, and level of educational costs of such
items as school construction and teacher salaries. The case represents the
cities' complaints with regard to the heavy burdens on their tax dollar and to
the fact that their lower than average per-pupil expenditure is not suificient
to offer the educational opportunities provided in the state’s suburban
districts. It represents the cities’ frustration when faced with the different,
and often more evpensive, educational needs of large numbers of disadvan-
taged pupils an¢ the lack of means for procuring the necessary resources.

Other education finance cases, such as the one which arose in Bath
County, Virginia, represent tlie complaints of the rural school district.
Plaintiffs in that case stated that the educational resources of their district
were not sufficient to provide the vocational education available in other
districts, educational facilities which meet tests of adequacy, or a curriculum
with a sufficient range of courses to entitle graduates of the county'’s school
to enter many state institutions of higher learning.

Certain cases speak of other discrimination. A case in Texas draws a
correlation between districts of high and low per-pupil expenditures and
districts of high and low concentrations of minority pupils. The case in Bath
County, Virginia, drew the correlation between districts of high and low
expenditure and districts with high and low concentrations of persons with
low income.

Most of the education finance cases do not ask for a specific remedy.
They do not request that particular aspects of the financing scheme be
restructured, for example, that the district tax system be abolished, or that
the state aid portions of school funding be refashioned so as not to

discrimin ate against poorer districts. Most of these cases ask only that the

state laws which establish the manner of state financing of education be
declared unconstitutional and that the legislature be given a reasonable time
to enact laws which would meet constitutional requisites.

To date, only two of the education finance cases have been finally
decided by the courts, both by federal district courts, in decisions which the
Supreme Couri affirmed. The first was a case which arose in Chicago, lilinois,
in which pupils attending school districts in Cook County charged that the
state acted unconstitutionally in creating a finance system which resulted in
their school districts being funded far below other districts in Illinois. They
alleged that the result was disparities in educational programs, facilities, and
services, and in the levels of educational attainment. They asked that Iltinois
laws authorizing distribution of public school funds “not based upon the
educational needs of children’ and resulting in unequal per-pupil expendi-
tures be declared unconstitutional. '

The llinois complaint was dismissed by a three-judge court. Its opinion
recognized that there were ‘‘wide variations in the amount of money available
for 1llinois school districts, on both a per pupil basis and in absolute terms,”
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and that “presumably students receiving a $1,000 education are better
educated than those acquiring a $600 schooling.” Yet, the court held that the
fllinols education finance statutes were constitutional. It fonnd constitutional
justification for the per-pupil disparities in the state’s maintenance of a
system of local school districts, which, it said, enabled local comniunities to
determine the value they placed on education, particularly as the state made
provision for a $400 minimum expenditure guarantee for every pupil. The
court went on to state that in any event, equal educational opportunity was
not “a constitutional requisite,” and the controversy was not one which the
court could decide. [nterpreting the plaintiffs’ complaint as seeking a
declaration that the federal Constitution compels states to allocate public-
school aid on the sole basis of pupils’ educational needs, it stated that while
the only measurable standard of educational need was a standard of equal
school expenditures per pupil, expenses were not the exclusive yardstick of
educational needs.

The decision was appealed to the Supreme Court; and at that point the
National Education Association, the Urban Coalition, the Research Council
of the Great Cities Program for School Improvement, and the Lawyers
Committee for Civil Rights Under Law took issue with the decision of the
federal court. In a brief which those organizations filed in the Supreme Court,
they first summarized the facts:

Plaintiffs’ school districts, and the other schout districts in Illinois, raise money and
otherwise receive financial support in accordance with a multitude of State laws. The
principal provision for public school funds is the State law authorizing each school
district to impose a tax upon properiy within the district at any rate up to a specified
ceiling. The school districts in which Plaintiffs reside have set such property tax rates
near the upper limit permitted by Illinois law. Accordingly, Chicago, a district in which
two Plaintiffs reside, taxes at a 1.9% rate, only 0.1% below the rate ceiling set for
Chicago by State law. Yet, despite these tax rates, Plaintiffs’ districts can collect much
less revenue per pupil than other districts because valuation of taxable property per pupil
within them is so much lower. Thus, while Chicago, taxing at the ceiling rate of 2.0%,
could obtain $460 per pupil, Monticeilo, which in fact only taxes at a rate of 0.5%,
could obtain $2,280 per pupil at a 2.0% rvate. Thus, the necessary result of the wide
variation in the value of taxable property as the primary source of revenue, is wide
variation in per pupil expenditure from district to district. As the court below indicated,
the difference beiween high and tow pupil expenditure per annum in elementary school
cistricts is in the ratio of 3.0 to b;in high school districts, 2.6 to 1; unit districts (grades
1:42) 1.7t0 1,

Further, while the State supplements the school funds raised locally by property
taxes coliecied pursuant to State faw, those payments, from a State Common School
Fund derived srom State revenues other than the district property tax, fail to equalize
the disparities resulting from the basic property tax element in the school funding
machinery. Thus, the *“flat” grant, which provides each district with an equal supplement
for each of its students in average daily attendance, has no effect on the per pupil
expenditure disparity between districts with high property values and those with lower
ones, Indeed, as detailed below, the grant serves to aggravate that disparity.

The “equalizer grants,” also provided for by statute from the Commeon School
Fund, do not comrect the discrimination between pupils in wealthy districts and those in
poor ones. While such grants provide that the State will make available to districts the
difference between a $400 per pupil revenue and the amount raised by taxing at a
statutorily defined minimum tax rate plus the flat grant, the poorer districts cannot
compensate for the inequalities in funding produced by inter-district variations in
?ropeny values, Additionally, because the equalizer grant is awarded after the flat grant
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1s added to local revenues raised at the qualifying ratc, the wealthy districts benefit in
full from the flat grant, whereas the poor districts receive a reduced benefit or none at
all,

Hence, despite State assistance, the amounts spent on education pet student in
Plaintiffs’ school district are still *'far below’’ exponditure in other Llinois districts,

As Plaintiffs directly allege, students in Plaintiffs’ districts suffer severe
disadvantages relative to students in more affluent districts because the valuc of the
propurty within each of those districts, in proportion to the number of students in cach,
is below the coraparable valuation in other districts in the State, Thus, the suggestion of
the court below that the inter-district expenditube differentials are or may be due to the
low value Plaintiffs’ districts attach to education, compared to either the values these
districts place on other district needs or the value other districts place on education, is
completely unwarranted; Plaintiffs’ districts have been spending almost all the law
permits them to spend on their students’ education, and have assumed 2 tax burden, in
tenns of tax rate, as heavy as or heavier than the tike burden assumed by most other
disivicts in the State.

As a result of the inequalities in financial support outlined above, the
“educational programs, facilities, and services™ available in Plaintiffs’ districts are
decidedly poorer than those provided in other districts in the State, and as a direct
result, the education received by Plalntiffs is decidedly inferior and unequal.!

The brief went on to state that while variations in the value of taxable
property per student in llinois, from $114,000 to $3,000, would be serious
enough if confined to that state alone, it appeared that such variations were
not so confined.

The crux of the organizations’ legal argument was the following: that
the district court had applied the wrong constitutional test to determine the
constitutionality of the state’s action and that even under the test which it
had apptied, the court had erred in finding that [llinois education financing
statutes were unconstitutional: “Whatever,” they said, ‘‘may be the rational
reason for having a statewide school system sct up and financed through local
subdivisions of the State, no Constitutional justification exists for the
financing of public education in such a manner that the amount of public
funds available tor a child’s education depends upon the property values of
the neighborhood iu which he lives.”

Other organizations, including the American Federation of Teachers,
the AFL-CIO, and the Vestern Center on Law and Poverty also filed briefs.
However, the Supreme Ccurt decided not to hear the case, with only one
Justice dissenting, and affirmed the decision of the federal court.

Those decisions were dcterminative of the dismissal of a California
education finance case from the lower state court in which it had been filed,
and its appeal to the intermediate state court. Those decisions were also
determinative of the dismissal of the Bath County, Virginia, case from the

. federal court in which it had been filed. In that case, pupils and taxpayers of

Bath County, where 46 percent of the residents earn less than $3,000 a year,
requested an end to educational discrimination related to their poverty. They
alleged that the education finance system prevented them from raising the
revenues necessary to provide minimal educational opportunity, even while
their local tax rates were set at the legal ceiling. In addition, they alleged
discrimination in the gearing of state educational aid supplements to the level
of local tax revenues, a factor actually increasing total education resource
disparities between school districts. Plaintiffs further alleged unconstitutional
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state action in Virginia’s failure to make provision for the added costs
necessary to provide rural areas equal educational opportunities in terms of
buildings, equipment, teachers, books, and curriculum,

Initially, it had appeared that the Bath County pupils would obtain
judicial relief. In a decision ruling on a prior motion to dismiss, the deciding
federal district judge had stated:

The right to an equal educutional opportunity was clearly recognized in Brown v, Board
of Education. .. .While racial discrimination is not an lssue in this proceeding, at least
one recent interpretation of this right to an equal educational opportunity suggests that
the right protects individuals not only from discrimination on the basis of race, but also
on the basis of poverty. 2

The judge cited the Hobson v. Hansen cased arising in the District of
Columbia and went on to say:

Poverty does appear to be a factor contributing to the conditions which give rise to the
plaintiffs* complaint. It is clear beyond question that discrimination based on poverty is
no more permissible than raciul discrimination, and that the dicCrimination on the part
of state officials need not be intentional to be condcmned under the equa! protection
clause.... The rationale of those decisions appears to be that state policies imposing
conditions on the exercise of basic rights, which conditions operate harshly upon the
poor, must be clearly justified in order to be constitutionally permissible.*

However, a subsequently convened court dismissed the Bath County
complaint. The court found:

The existence of such deficiencies and differences is forcefully put by plaintiffs’ counsel.
They are not and cannot be gainsaid. But we do not believe they are creatures of
discrimination by the State. Our reexamination of the Act confirms that the cities and
counties rcceive State funds under a uniform and consistent plap, , ., The plaintiffs scek
to obtain allocations of State funds among the cities and counties so that the pupils in
each of them will enjoy the same educational opportunities. This is certainly a worthy
aim, commendable beyond measure. However, the courts have neither the knowledge,
nor the means, Nor the power to tailor the public moneys to fit the varying needs of
those students throughout the State.

In November 1969, plaintiffs in the Bath County case appealed the
decision to the Supreme Court of the United States. On February 24, the
Supreme Court affirmed the federal court decision.b

Another education finance case is pending in the U. S. District Court
for the Western District of Texas. Plaintiffs here, as in the other cases, claim
that the state financing system discriminates against them in terms of fewer
education resources and lower quality of education. They also zllege that the
finance system fosters racial discrimination.

A case in the state courts of Wisconsin similarly alleges substantial
disparities in the quality and extent of public education as a result of the
state’s finance system. Plaintiffs allege that the state public school aid serves
only to perpetuate school fundinequalities arising from differences in the tax
capabilities of school districts; they assert that it fails to take into account the
varying conditions of school facilities, and the varying needs and costs of
education in different school districts. Plaintiffs ask that reapportionment of
school districts be ordered.
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Although none of the education finance cases has been favorably
decided by a court, it is too early to know what the final outcome will be.
Because each of the cases is a little different, one of the courts could well
decide that the case before it is sufficiently distinguishable from cases
previously decided that prior decisions need not control the case’s outcome.

That is not to say that tie plaintiffs have an easy road ahead. They
must overcome a number of arguments made by defendants, arguments which
find support in prior court decisions.

While plaintiffs can show vast education inequalities, defendants argue
that those inequalities may not give rise to a judicially redressable case under
the equal protection clause, They argue that inequality in public schooling
does not result from invidious discrimination and accordingly does not
transgress the Fourteenth Amendment. Defendants assert that the subject cf
plaintiffs’ complaint is not one to which courts will apply the equal
protection standard, that the area of public welfare expenditures is
constitutionally left within the discretion of the state, and that in any event
the state bears no consitutional burden to preclude public service differentials
flowing from loc:l taxable wealth differences. Even stronger objections are
voiced when defendants assert that courts do not have the power or the skills
needed to equalize public education,

On the other hand, the plaintiffs can use various court decisions to
support their arguments that such contentions are not corvect or that such
contentions do not state the law.

However, even if the courts finally decide that the state laws for
financing systems of public education are unconstitutional, those decisions
will only be a beginning. Equally important will be the test they use to
determine what kind of educational financing system meets constitutional
requisites. It is far easier to state what does not constitute equal protection of
the law in public education than what doe, for example, to find that it is
unconstitutional to finance public edacation in such a manner that the
amount of public funds available for a child's education depends upon the
property values of the neighborhood in which he lives, rather than to define
learning opportunities which must be offered to all pupils in the state.

Even more important will be the legislatures’ dete:mination of how
court requirements will be implemented. These will not be easy determina-
ticns, as even apart from legal and political limitations, it is difficult to
determine what should constitute equitable education financing. Thus, while
one possible solution would be to provide each of the state’s children with
equal school expenditure, and while such a formulation has the benefit of
being definitive, a dollar equivalence standard would actually validate
inequality in education because the cost of providing equivalent schooling
varies greatly among schools and districts owing to varying teacher pay,
school plant maintenance, pupil transportation, and like factors. Moreover, it
may be said with some cogency that the school child is being given education,
not dollars, and it is the education which should be equal. N

Another possible standard, that of providing equal education resources
for every child, would avoid the inequality of dollar equivalence. However,
such a standard does not appear sufficiently elastic to permit weighting for
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the greater expenditure burdens involved in providing the compensatory
services necessary to teach children with physical, mental, or cultural learaing
disabilities.

While a goal of providing equal learning opportunity would provide
sufficient flexibility to encompass measurable overburdens in educating
certain school populations and while such a standard finds support in some
established school practices, it will not be an easy matter to identify and
recognize what such obligations mean in operational circumstances.

The remedies available for making changes in the educational finance
system also offer difficult choices. First, school district boundaries might be
redrawn to equalize their taxable wealth quotients. Such a course would
provide districts with equal power to offer education and yet retain a local
option to decide the desired school tax rate. Yet, it might be difficult in a
practical sease to set school district boundaries in such a way as to allow each
district a substantially equal tax base. Moreover, district reapportionment
would not appear to provide the desired equal educational opportunities in
school districts with substantial education overburdens.

Similar difficulties are encountered in the suggested schemes for
pooling or shifting funds raised by the several school districts, for example,
by the power equalizing scheme proposed by a professor at Berkeley and
others. Under that proposal the state would establish permissible educational
expenditures for various levels of local taxation, while those revenues
representing funds in excess of the permitted expenditures would be used, in
combination with state aid, to raise the funds of poorer districts to the level
of the pupil expenditures established by their rate of taxation. Power
equalizing thus seeks to leave the rate of taxation in local hands, but to shift
to other districts so much of a wealthy districts’ tax revenue as is attributable
to its above-average aggregate property values. Like school district realign-
ment, power equalizing creates dollar equivalency rather than equality of
education or learning opportunity. A probable result would be continued
gross school inequalities in districts having education ovcrburdens and citizens
disinclined to vote heavy school tax rates.

Alternatively, public education might be financed through a state
property tax. By eliminating dependence on local property taxes, that course
would alleviate the problem of lack of resources in poor districts. The
mechanism might also be formulated in such a way as to retain a local option
to surtax for additional education. A related possibility is the provision of all
public education funding through state sales or income taxes. Such a proposal
is espoused in model legislation drafted by the Advisory Commission on
Intergovernmental Relations.

The message is loud nd clear: The creation of quality and equitable
education finance systems may begin with a court decision, but in the end
will depend on enlightened legislatures and an insistent and informed
citizenry.'

This paper borrows heavily from an article to be published in the Wisconsin Review
entitled: “Intrastate Inequalities in Public Education: A Case for Judicial Release Under
the Equal Protection Clause,” By John Silard and Sharon White.
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Footnotes

IMetnnis v. Ogilvie, brief filed in the Supreme Court of the United States for The Urban
Coalition, Nationa! Education Assoclation of the United States, The Research Council
of the Great Cities Program for School Improvement, The Lawyers' Committee for

Givil Rights Under Law as amici curiae.
2Burruss v Wilkerson, 301 F.Supp. 1237 (1968).

3269 F.Supp. 401 (1967).
4Burruss v, Wilkerson, 801 F.Supp. 1287 (1968).

gﬂurruss v. Wilkerson, 310 F, Supp, 572 (1969); affirmed, 90 S.Ct. 812.
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Educational Inequality, School Finance
and a Plan for the 1870’s

James W, Guthrie, George B, Kleindorfer,
Henry M. Levin, and Robert T, Stout

WITHIN AMERICAN IDEOLOGY, the prevailing view of schocls is that they
function as large blenders which collect children from a wide assortment of
social backgrounds and provide them individually with the wherewithall to
enter the race for life on an equal fooling. It is even held that the child from
the most humble of circumstances can take advantage of the opportunities
provided by public schooling to work his way to the top ranks of success. As
is the case with most myths, this one may have been grounded in reality
initially and may even have some elements of validity today. However, it is
owr contention that this view is increasingly more a fantasy than a fact.

At one end of the continuum, children from wealthy homes and
privileged localities have good schools awaiting them. Their less fortunate
peers from thc poor end of the social spectrum have low quality schools
waiting for them. Consequently, at the end of the schooling process, initial
social class differences are likely to have been magnified in a manner
thereafter almost impossible to reduce. Moreover, contrary to conventional
wisdom, evidence strongly suggests that present irrangements for financing
public schools serve not to ameliorate, but rather encourage such inequities,
Our purpose in this paper is to present that evidence and to suggest means by
which present plans for distributing resources to schools can be rearranged in
the 1970% so as to redress social inequities and restore meaning to the
ideology of equal opportunity.

The Study

The idea that public schools serve more to reinforce than to reduce
social class distinctions is not a new one. Waller! made such an assertion in
the 1930, and more contemporary writers, such as Conant,? Gardner,3 and
Benson,* have commented upon it subsequently. However, in 1969 a series of

Dr. Guthrie is Alfred North Whitehead Fellow, Harvard University; Dr. Kleindorfer is
Lecturer, School of Educetion, University of California a: Berkeley; Dr. Levin is
Professor of Economics, Stanford Unsversity; and Dr, Stout is Associste Professor,
Claremont Graduate School, Claremont, California.
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circumstances made it possible to examine this question empirically and to
assess the part played in the matter by state school finance arrangements.
Michigan was selected as the site for the study because of comparability to
much of the industrialized portions of the country and because of the rich
supply of information regarding schools to be found there. Patterns of
historical development and present day administrative arrangements tend to
be unique among states and thus it is frequently impossible to generalize
about a phenomenon from one to all 50 states. Nevertheless, the social and
economic composition of Michigan’s population and the legal and organiza.
tional arrangements surrounding its schools are sufficiently typical that we
feel confident in saying that what we found there will also be true to a
substantial degree in a majority of the remaining states.

The Conceptual Framework

To guide our research efforts, we initially postulated four conceptual
components which can be diagrammed as follows:

(1) 2) 3) (4)

pupils® A ality of B pupils’ (o] puptls’
socloeconamic available school j==t achlzvement post-school
status services performance
L —- —+ <J

We hypothesized that each component in this chain currently influ-
ences its successor. However, we do wish to insert a word of caution here.
Quality of available school services is known to be affected by factors in
addition to the socioeconomic status of the pupils being served, academic
schievement of students is influenced by conditions other than those which
take placc in school and pupils’ post-school opportunity vbviously depends
upon more factors than simply their academic achievement, Thus, no claim is
being made thetl cach component in the diagram above is detcrmined solely
by its predecessor; such would be entirely too simple an explanation.

Nevertheless, after acknowledging the existence of additional influ.
ences, we hold that cach conceptual component in the diagram is a primary
determinant of its successor. This chain of causal linkage is represented by the
three lettered arrows in the diagnm."' Each of these linkages has been framed
& & separate proposition to guide our research. The propositions arc as
follows:

A. Sotioeconomic Stetus and School Senvces.® The quality of school senvices
provided 1o a pupil Is related 10 his sociocconomic status, and that relationship is such
that lower quality school seivices are assocated with a pupil't being from a lower
soclocconomic sieaturm,

B. School Sensces and Pupil Achievement, A relationship exists between the
ruality of school senvices provided 10 & pupil and his academic achlevement, ard that
relationship 13 such that higher quality school services are assoclated with higher levels of
schievement.

C. Pupil Achievement snd Post-School Opportunity. The postachool opportuni-
ties of & pupil are related to his achievement in school, and that telationship s such that
N{wr'achmkwmnl is associated with “success* and Jowetr achlevement s assoclated with
l‘t o ] ”.!l
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Data, Definitions, and Design

Having setiled upon the relations to be examined, we next tumed our
attention to selecting a sampte of school districts, obtaining a wide range of
education-related information about those districts, and deciding upon
analytical procedures for testing our research propositions.

Sample—In 1969, Michigan had 533 school districts containing grades
K-12. Using a table of random numbers, 52 of these were selected for
purposes of study. In addition, the school district of the city of Detroit was
added arbitiarily because it contained approximately 15 percent of the state's
pupils and to have excluded it would have biased the sample greatly in favor
of rural and suburban districts. Consequently, the final sample was composed
of 53 local school districts, 10 percent of the total in the state.

In additivn to school districts, some analyses were to be made of
individual schools and individual pupils. These samples werc taken ready
made from the efforts of the Equal Educational Opportunity Survey (EEOS)
conducted in 1965. In Michigan, the EEOS sampled 89 etementary schools.
In addition, it gathered data on 5,284 sixth-grade pupils. These served as the
school and student sample for this study.

Data—The major source of information was an official state-wide
educational survey conducted for the Michigan legislature and published in
1968.7 The survey was directed by Professor J. Alan Thomas of the
University of Chicago, and it was described by the State Superintendent of
Instruction as “'the most comprehensive study of elementary and secondary
education” in the state’s history. In Michigan the survey is popularly known
as the Thomas Report. We too shall refer to it by this shorthand label,

In addition to data collected for the Thomas Report and the EEOS,
information was also obtained from the Michigan State Department of
Education, local school districts themselves, and a variety of stcondary
sources.

Definitions—-Testing the research propositions necessitated cenverting
cach of the four conceptual components into operationally defined variables.
Socioeconomic status (SES) came to be defined primarily in terms of
demographic data from the 1960 census and the EEOS. An aggregute SES
score was computed for cach school district in the sample by multiplying
median family income by median years of schootling in the adult population.
When individual pupils served as the unit of analysis, their SES wai computed
by multplying, for the head of their household, years of schooling by average
annual income for occupational categories. School service quality was delined
operationally by responses to approximately 50 Thomas Report and EEOS
questions regarding adequacy of physical facilities, instructional services and
materials, personnel, and administrative arrangements, Pupils’ achievement
came lo be defined as student performance on tests of cognitive ability, and
pupils’ post-school performance was measured from secondary sources on
dimensions such a3 increments in individuals’ tifetime earnings, occupational
cholce, social mobility, political patticipation, and social deviancy.

Design - School districts, individual schools, and individuat pupils served
sparately as units of analysls. When a large sample (more than 60 subjects)
was analyted, the design consisted of rank otdering subjects in terms of their
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numerical values on independent variables (SES, for example), dividing the
continuum into ocliles, locating the numericii value of the dependent
variable (school service quality, for example) for the median subject in each
octile, and then computing a correlation coefficient for the ranks of the
mediwns and the octile sequence. RHO was the statistic employed for this
purpose. In those instances where sample size was less than 60, division into
ocliles was eliminated and Student T was the statistic used to assess the
degree of rank order relationship between two sets of variables. In each
instance, no tesult was reported unless il was significant at the .05 level or
better.

Findings

Research propositions 2 and 3 are designed primarily to demonstrate
that {a) the quality of schooling a pupil receives influences his academic
achievement, and (b) the quality of that achievement influences his
post-school performance. Because of present limitations of space, the proof
for these (wo lincs of reasoning must cither be assumed or the reader can
refer to the complete study. At this point we will limit our focus primarily
to proposition one, the relationship of socioeconomic status to schoo! service
quality. In the next section we will demonstrate the connection between
school finance and this reltionship, and in the final section we put forth our
recommendations for futur. restructuring of school finance patterns.

Socioeconomic Status and School Service Quality

This proposition was examined at three levels: for school districls, for
fndividual schools, and for individual pupils. Within each level an asiessment
was made for approximately 50 school service dimensions. In the overwhelm.
ing preponderance of cases, the lower the measure of socioeconomic status,
the lower the measure of school service quality. To illustrate this fact we have
selected a small proportion of the over-all findings. The relationships we have
chosen to display pertain to the most important school service dimensions;
however, the degree of disparity evidenced in these tables it not necessarily
any more extreme than that which exists in the tables we have excluded from
the summary.

" Personnel—The principal instructional component of schooling consists
of teachers, and when we examined the ability of teachers in relation to the
social standing of thelr pupils, we ‘ound that high SES pupils were much
imote likely t have the benefit of capable teachen. For example. when the
teacher's verbal ability level is used as a proxy for teacher quality, we find
that it is distributed in telation to SES in the following fashion:

Octites aLOrding to
soLireconomic levels 1 2 3 4 5 [ ? ]

Medians trom vertat
awility score of
testhers 238 238 RAA 27 244 248 250 256
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Because of the nature of the verbal ability test for teachers, the range
between the lowsst and highest score represents a significant difference in
ability. The standard deviation is about 1.5 raw score points. Thus,
approximately 68 percent of all teachers will score between 23 and 26. The
low octile’s median of 23.5 signifies a dramatically reduced verbal ability
compared with the high octile score of 25.6.

Facilities—As is the case with teacher characteristics, so it is with
physical facilities:

Octlles according to

socioeconomic level 1 2 3 4 5 6 ? 8
Median from

building age 7 ? 5 6 7 6 4 4
Rho =.73

According to the procedures by which these data were coded, a score of
“7' in the table represents a school age of 40 years or more. At the other
extreme, a score of ‘4" signifies a2 school age of 10 to 19 years. Thus, the
difference in actual years of building age is at least 20 years and possibly
greater. Low SES schools also tend to be on smaller building sites, and
because they have larger numbers of pupils, they are more crowded.

Instructional Services—From this category we can see that not only do
tow SES children receive instruction from less able teachers housed in less
adequate facilities, but also they are less likely to have necessary instructional
scrvices available 10 them. For example, children from relatively poor
families are most likely to be in need of remedial instruction. However, when
the availability of such services was examined in relation to the SES of the
schoo) district, a perverse sel of circumstances was uncovered. As can be seen
below, the more wealthy the school district, the greater the liketihood that a
wide range of remedial services will be offered. Among low SES districts, only
about one-half offer such services, whereas among high SES districts almost
all do.

Oct.iey according to
sotioeconomic level 1 2 3 4 5 6 ? | ]

Medians (com percent

of districts providing

setvices 1O chitdren

unable to benelit trom

regutas program 45 56 91 62 &0 60 100 92

Stucsent T = 2,48

In addition to not offering needed services, the tow SES districts tend
to be slow to sdopt new Instructional techniquer. An examination of
adoption of one or more of the new science curricula (Chemical Bond
Approach Project, PSSC Physics, Biologlcal Science Curriculum Study, ete.}
tevealed that the highest SES districts typically had adopted three such
Innovations whereas the poorest districts had none:

496

98




Octites according to

socioeconomic levei 1 2 3 4 5 6 ? 8

Medians from adoption
of innovation in
science Instruction (] 1 2 1 3 2 3 3

Student T = 2,97

Data available to us in this study permitted comparisons on other
dimensions, health services, textbooks, school lunches, class size, teachers’
salaries, and so on. In these instances, as in those few cases which we have
sclected to diccuss above, the story is the same; the lower the social standing
of the child the less likely his chances of receiving high quality service. A
reasonable person might rightly be perplexed as to how such a situation can
exist. How can disparities persist in the face of evetincreasing local property
taxes, state financial distribution arrangements which purport to equalize
opporlunity, and federal government programs which owe their existance to
the demand for an end to poverty? We attempt now to answer these
questions.

School Doliars and Educational Inequality

In the year chosen for study, 1967-68, per-pupil expenditures in
Michigan ranged from a high of $1,038 to a low of $412. We attempted to see
if this expenditures distribution was related to measures of school district
aggregate SES. The principal finding was that the higher the district SES, the
higher the per-pupil expenditures, local, state, and federal revenues combined
{sce table). This finding in jtself i3 not too suprising. it is consistent with
any number of previons school finance surveys.d It is not until the second
analytical stage that the less well publicized mechanists of such discrimina.
tion become more evident.

Quartites according to
rocioaconomic tevel 1 2 3 4

Medlans (rom expendituce
per pupll, total Instruction 33 355 369 420

Student T = 2,93829

In the next stage of the analysis, we Inquired as to the cause for the
maldistribution of school support trevenues. This ina-dry fell into two
segments, (a) an assessment of the mechanisms for generating revenue frem
the local property tax, and (b} an examination of the procedures by which
state revenues are distributed to lucal districts.

Locally Genersted Revenues—in the majority of states, approximately
50 percent of school support funds are locally raised by levying taxes against
property. Michigan is no exception to this pattern. What is the distribution
pattern fot such locally ralsed revenues? Ate they generated In a fashion
which contributes to low expenditures in low SES districts and high
expenditures in high SES districts? To obtain an answer to these questions,
the relationship between measures of local school district aggregate SES and
indicatort of local level tesource contribution was made. The tesults are
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recorded below. Here we can see clearly that the fower the social standing of
a district’s residents, the lower the amount of school revenue raised locally.
The converse is equally evident.

Quartites accordina to
socloeconomic leve! ) 2 3 4

Medians from per-pukil
anocation from locat
sources 210 203 213 368

Student T = 3.42343

The amount of money that a Jocal school district can raise Is a
consequence of two factors: (a) the amount of taxable property (assessed
valuation) behind each pupil (AV/PP), and (b) the tax rate levied against that
property. Are the low expenditures of low SES school districts a consequence
of having little property to tax (low “adility”) or, is the situation caused by
their unwillingness to tax themselves at a rate sufficient to generate equal
tevenues (low “‘effort”)? To identify the *culprit,’ school district SES was
first compared to levels of asscssed valuation per pupil. The outcume of this
comparison is displayed betow. It is evident that the residents of low SES
districts simply do not have an equal tax base to tap for school support.

Guartiles according to
socioeconomic level J 1 2 3 4

Mediang from assessed
valuslion par-pupll
in hundreds 95 116 110 148

Student T = 2.25114

Another side to the revenue generating coln is the tax rate. When we
examined effort in relation to district SES, we found that high SES districts
do tend to tax themselves more heavily for schools. However, their Ligher
millage rates can best be explained by {a) legal limitations in Michigan which
inhibit millage increases in low SES districts, 10 (b) matters of municipal
overburden which tend to fall heaviest upon tow SES areas,]! and (c) the
regressive nature of the properly tax generally, Even if low SES districts
ov rcame all these obstacles and taxed themselves at a rate equal to high SES
districts, they still would have difficulty generating sufficient local revenues
to compensate fot their lower amounts of assessed valuation.

State Distributed Funds—-In Michigan, general purpose aid (as opposed
1o categorical programs) constitutes 90 petcent of all funds distributed by the
state for the public schools; s0 this is where we will spend the mzjor portion
of our explanatory time. In order to participate in the state aid plan a school
district must tax itself at a specified millage rate (in accord with its equalized
assessed valuation per pupil). Thereafter it receives state funds in inverse
propottion to its fiscal capacity (AV/PP). The difficulty with this arrange.
mend is that it does not equalize. Tt is true that wealthy school districts tend
to seceive less state funds per pupil than do poor school districts. However,
every school district gets some money from che state, Fot example, one of
the wealthiest districts ln the state (344,450 AV/PP) received $130.34 per
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pupil in state aid. Consequently, even though the state funds are labeled
“equalizing,’” they do not suffice to produce equality of resources behind
every child in Michigan. This imperfection is displayed below.

Quartiles according to
assessed valuation per
pupii 1 2 3 4

Medians from per-pupil
allocation from locs)
sources 168 212 281 323

Student T = 4 33579

Quartiles according to
assessed vatuation per
pupll 1 2 3 4

Medians trom per-pupil
allocations from direct
state sources 319 297 260 215

Student T = - 14,82545

Quartiles according to
assessed vstuation per

pupll 1 2 3 4
Medians trom lolal
atlocation per-puptl 512 509 850 626

Sludent T = 309559

In the first of these three tables local school districts have been rankedin
terms of their AV/PP. The amount of money generated from focal sources is
then displayed for the median school district in each quastile. This display
fitustrates the strong tole played by “ability,” or local school district wealth.
Those districts with high levels of assessed valuation per pupil are those which
generate high levels of local revenue for thelr schools.

In the second table we follow the same analytical procedure,but this time
we identify the amount of direct state aid received by the median district in
each quartile. Here we find a perfect negative relationship, The lower the
assessed valuation per pupil of a school district, the more state ald it receives.
Superficially, it appears as though state arrangements are achieving to a high
degree their objective of equatization. However, when we scrutinlze this table,
another fact comes to light. Thete i3 only $104 difference in stale payments
between the median In the quartile containing the poorest districts (quantile
1) and the median in the quartile containing the wealthiest districts {(quartile
4}, When we examine the third table, it is evident that this small amount of
money ($§104) simply does not suffice to overcome the resource advantage
ptovided to wealthy districts. Imperfections in the state’s equalization efforts
are such that the median district in the high assessed valuation quartile is able
to generate a total allocation which is $114 more per pupil than the median
district In the low AV/PP quartile,
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The linkage of the state aid 10 the socioeconomic status of a district can
be seenin the following two tables. In the first table sample school districts are
ranked by their SES and the state distributed funds are displayed for the
median district in each quartile. Here, it can be seen that, while low SES
districts do obtain more direct state aid per pupil than high SES districts, the
dollar differences are not great and do not suffice to overcome the advantage
of wealth. As we can see froin the second table, high SES districts, even in the
face of state aid, still manage to spend an amount for instructional purposes
which is well in excess of the nioney spent by low SES districts.

Quartites according to
soctoeconomic level 1 2 3 4

Medians from per-puplii
allocation from direct
state sources 269 286 288 235

Student T = —2,61048

Quartiets according to
socioeconomic level 1 2 3 4

Medians from expenditure !
per pupll, total instruction 335 355 329 420

Student T = 2,93829

But What About Federal Funds? Bcfore writing off resource quality as a
present-day myth, it is necessary to consider the effects of federal funds for
education. In 1967, federal apptopriations accounted for almost 8 percent of
all public elementary and secondary cclucation expenditures for the entire
United States.32 1f distiibuted In an equalizing fashion, such an amount
could substantially ameliorate revenue inequalities. However, such is not the
case. The relationship in Michigan between school district AV/PP and receipt
of federal funds {s positive. That is, wealthier school districts tend to receive
more federal dollars per pupil than do poorer districts,

For the reader whois perplexed by this finding and surprised to hear that
such can occur despite the existence of dramatically publicized pleces of
federal legislation, such as the 1967 Elementary and Secondary Education
Act, a word of explanation is in order. Federal funds flow into a state under a
wide variety of legislative authorities. It is true that ESEA Title I funds must
be redistributed by a state In accord with the number of children in a district
whose parents’ annual income is less than $2,000. However, ESEA Tide 1 is
but one authority. As examples to the contrary, in Public Laws 815 and 874,
the National Defense Education Act, the Education Professions Development
Act, and 2 number of other ESEA Titles, no such equalizing constraint isin
operation. Consequently, in genera), federal funds flow in a fashion which
permits high SES and wealthy (high AV, PP) districts to receive as much or
more federal money per pupll than 'ow SES and poor (low AV/PP)
districu 19

The aggregate consequence of all these financial arrangements, local,
state, and federal, was displayed above. There we saw the total instructional
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expenditures per student in relation to residents’ SES. Agatn, in spite of state
equalization errangements and federal funds, disproportionately available
resources in high SES districls persist in penetrating any efforts now being
made at equalization. To illustrate the raw impoternce of present state
equalization arrangements, Table 1 displays expenditure figrres for five school
districts at each end of the continuum of total expenditures per pupil.

TABLE 1.~TOTAL EXPENOITURES PER PUPIL FOR FIVE HIGHEST AND
LOWEST SPENDING MICHIGAN SCHOOL
DISTRICTS, 1967-68

Oistrict Total expenditure
per pupl)
HIGHEST SPENDING DISTRICTS
1. WhIteHSA SChOOl L v iit vt riiernnseoessranasaccanssesesassasens $1,038.40
2. Republic MIChigamme SEROO! L iververreerreeraans seretsartersecae 1.033.2%
3. Dearborn City School District . ....... et erertaaaerrarenes Shieseees 998.74
4. Oak Park City Sehool OIstriet .. c.ciieiiiinnseetteiiosseesessrecaes 973.21
S, BloOMHeld HINS SCROO) « e e erventstrrecesascsarorasasessensoesanns 959.54
Averade {mean) . .......treeererieiitetccrtccnnens Preseseaneen $1,000.65
LOWEST SPENDOING DISTRICTS
1. Beaver (51and COMMUNILY SCROOIS et v evee e tiastonssansrerssansens $ 411.96
2. Flushing Community SChoals ... coviverereannse sessasases s 425.82
3. Summaertield School Distriet .....0vuuus Feesssecntesen it recerean 432.91
4, Three Rovers Public SChool DIStritl e e v vo e eenarinrnrsneassnas Ceees 45088
5. Harlford Public SChool DISIAICt .. v eiiernnrenrnnnsressnsorsnnense 456.77
Average (mean) ....ovveens eereniraecennas Versereaan teereneas $ 43567
Source:
Michigan State Department of Education. Ranking of Mlch?an Public High Schootl
:);selglcn by Setected Financiat Oats, 1967-68. Builetin 1012, Lansing: tha Depariment,
! 4

Revisions for the 1970's

[n \he foregoing sections we have demonstrated that the state of Michigan
and its school districts invest more resources in the schooling of higher
socioeconomic status pupils. In this section we present a set of alternative
arrangements for equalizing educational opportunity. These arrangements are
based upon what we consider reasonable definitions of the educational and
social goals implicit in a democratic Ideology. We proceed in three stages: (a)
to define equality of educational opportunity, (b) to describe the dis-
crepancy between that definition and present reality, and (¢) to suggest an
alternative means for financing equal educational opportunity.

Defining Cquality of Educational Opportunity! 4

In our society's present race for “spails,** not all runners begin at the same
starting line. Children of high SES curtently begin life with many advantages.
Their home environmen?, health care, nutrition, material possessions, and
geographic mobility provide them with a substantial head start when they
begin schooling at age five of six. Lower SES children begin school with more
physical disabilities and less psychological preparation for adjusting to the
procedures of schooling. This condition of disadvantage is then compounded
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by their having to attend schools characterized by fewer and lower quality
services.

What must we do if schooling is to compensate for these disparities and
to provide equality of opportunity? What actions are implied in such a goal?
In responding to these questions it is important from the outset to make clear
that we are referring to equality of opportunity among groups of individuals,
that is, race, socioeconomic status, residence in city or suburb, and so on. We
recognize fully that genetic differences and variations in other characteristics
among individuals within such groups will continue to promote within-group
differences in attainment. However, we reject explicitly the necessity of
having differences among groups with regard to the equality of their
opportunity. Equality of opportunity implies strongly that a representative
individual of any racial or soclal group has the same probability of succeeding
as does a representative individual of any other racial or social group. Stated
in another way, given equality of opportunity, then there should be a random
relationship between the social position of parents and the lifetime
attainments of their offspring.

We believe strongly that the task of the school is to equalize opportunities

among different social groups by the end of the compulsory schooling period.

This belief is reinforced by the fact that most states require all minors to be
taught until at least age 16.Inferred from this mandate is the view that
formal schooling will enable representative youngsters from all social and
racial groups to begin their postschool careers with equal chances of success.
Although the race for spoils will still be won by the swiftesi, typlcal
individuals from al! social groups should be oa the same starting line at age 16
if schools are funclioning properly. Our society wishes that representative
children of each social group begin thelr adult lives with equal chances of
success in matters such as pursulng further schooling, obtaining a job, and
participating in the political systein. EqQuality cf educational opportunity can
be interpreted in no other way.

if children born at different SES levels are to have the same set of
opportunities at age 16, though starting off with different chances of success
at age five, equal amounts of school resources for children at each level will
not suffice. Clearly, those children who begin their schooling with the
greatest disadvantage must have disproportionately greater schooling re-
sources to reach equality of opportunity at age 16. Of course, as we have
documented for Michigan, the present operation of schools leads to greater
schooling resources for children from upper SES levels, a parody on the
concept of equal educational opportunity. Teanslating school resources into
dollars, more dollars must be expended on those children who typically enter
school with the least initial opportunity, those from the lower socioeconomic
strata,

The Opportunity Gep—Success can be thought of as a set of generally
desired outcomes such as lifetime income and occupational attalnment. Only
about 15 percent of the low-income children are tikely to achieve "lifetime
success,” while 50 percent and 8% percent of the medium and high SES
children, respectively, should attain that goal. Yei, equality of educational
oppottunity tequires that at the end of that period of soclal investment in
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schooling, all social and racial groups should have an equal probability of
achieving success, However, the opportunity gap is greatest for the low SES
group, smaller for the medium SES group, and almost nonexistent for the
highest SES group.

Copital Embodiment and Opportunity —An appropriate means of illus-
trating the cause and magnitude of the opportunity gap is to conduct an
analysis in the context of Auman capital development. Beginning in the
1950, economists have employed the human capital approach to understand
the process of increasing social and private well-being through investing in the
health, education, and training of people.15 Briefly, economists have found
that financial investments in raising the health and proficiencies of human
beings yield substantial social and economic dividends to society. Indeed,
when translated into monetary terms, productivity and earnings attributable
to human capital investment generally exceed the rate of return associated
with investments in physical capital.16

The concept of human capital investment is readily applicable to our
concern with the oppertunity gap. To a large extent, differences in
opportunity among individuals from different SES levels represent differences
in the amount of capital investment embodied in them. Investment in human
capital, then, is defined as resources that are devoted to an individual’s
growth, investments which increase his proficiencies. And, at present, both
the family and our larger society invest more resources in the growth and
development of higher SES children than they do for lower SES ones.

Even before birth, the low SES child is more likely to face prenatal
malnutrition, and in his early years he is a prominent candidate for protein
starvation.! 7 He is less likely to recelve adequate medical and dental care as
well, so he i3 more prone to suffer from a large varlety of undetected,
undiagnosed, and untreated health problems. The meager income levels
associated with low SES children typically translate into 1ess adequate shelter
and a more modest over-all physical environment, These factors ate less likely
to stimulate cognitive development than are the richer and more varied
material surroundings of his higher SES peers. Limited family income, also,
inhibits or precludes travel and txposure to the large variety of worldly
experiences that Increase the knowledge and sophistication of the more
advantaged child. Finally, and perhaps most impottant, both the quality and
quantity of parental services tend to be less for the low SES child because he
is frequenily a member of a large family and lacks one o both parents.]?
Further, the low educational attainment of low SES adults limijts the amount
of knowledge they can transmit to their children. This is a particular
drawback for verbal skill development,]9 an area upon which school success
depends so heavily.

Perhaps the mostimportant component of parental investment related to
SES is that of educational services provided by parents. Apparently parents
with considerable educational attalnment themselves inculcate in their
children much higher skill levels than do parents with less education. Indeed,
the greater investment of human capital embodied in children from families
with higher educational attainment can be estimated in doflsr value; that is, a
patent, and particularly a mother, has the option of working ot providing
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services to her children. The higher the educational level of the parent, the
greater the value of that parent’s services in the labor market, and therefore,
the greater the imputed value of parental services in the home. A parent with
higher educational attainment must forego a larger amount of income in
order to stay home with children than a parent with lower attainment.
Indeed, the educational level of parents, multiplied by the time that they
invest in their children, can be converted to approximate dollar amounts of
capital embodiment in each child. This can be accomplished by valuing
parental educational efforts according to the market value of such services (of
course, market value of services is in turn determined strongly by parents’
education).20

Dennis Dugan, an economist, has constructed such estimates for a na-
tional sample of children. He presents calculations of the total value of parental
educational services embodied in children at various age levels according to
the educational level of the parents.2! These calculations are based upon
(1) the proportion of a2 mother’s time devoted to educationally related
activities (as opposed to household chores), and (2) the number of children
among whom the mothet's time is divided.”22 The estimated amount of the
father's time devoted to educational activities of his children is derived
similarly.

For purposes of illustration, we will display only the value of mother’s
educational investment in children at different grade levels by educational
attainment of mother. Table 2 contains these results for 1965. The figures
shown are dollar values of accumulated educational services invested in the
child by one source, the mother.

The six-year-old whose mother is a highschool graduate has had twice as
large a maternal investment as the child whose mother terminated her
education at elementary school. The child of a college graduate has 2.7 times
the investment from this source as the offspring of an elementary-school

TABLE 2.~VALUE IN 1965 OF MOTHER'S EOUCATIONAL SERVICES
8Y MOTHER'S EDUCATIONAL ATTAINMENT BY GRADE OF CHILD
(ANl amounts in 1966 doliars}

Grade of chitd

Mothaer's
sdutation 1 6 9 12
Elementary sehoot
OTvedrs ...iiiieenicnnnnns $2,724 $ 3412 $ 4,126 $ 4,989
BYeMS .. iiiiiiitnanannane 3,37% 4,231 5,138 6,235
High sehool
TAyedrs .. ..oiiiiiinnannns 3972 $,012 6,004 7,409
BYeds .o ittt iiaancans 6,964 8,898 10,797 13,080
College
L Iyedrs ...oviiiiininnnne 72.091 9.051 10,995 13,365
T T Geecereannes 9.044 11,560 14,076 17,148
54 years ..., eeetans PR 9,322 11,919 14,644 17,978
Sovtee:

Dugan, Denais. The [mpact of Parental and £ducationat (avestmend upon Student
Achievement, Paper presented at the annual meeting of the American Statistical
Assotistion, New York City, August 21, 1969, p. 8.
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graduate. These figures illustrate the substantial inequalities in human capital
formation among children of different SES levels as they begin their formal
schooling. Over the period of schooling, while all the values increase for all
groups, the ratio of inequality 1emains constant.

Moreover, values of the mother’s and the father’s contributed educational
services represent excellent predictors of academic success at grade 1. That is,
differences in human capital formation at grade 1 are related to differences in
academic performance. Dugan found, for example, that measures of human
capital embodiment explain approximately 95 ‘percent of the variance in
pupil verbal skills for white first-graders and 88 percent of the variance for
nonwhite f“lrst-g'radcrs.z3 Stated in another way, there is a close correspon-
dence between the value of embodied parental services and a child’s
academic achievement and beiween the investment inachildand the academ-
ic returns to him,

Dugan also addressed himself to the relative efficacy in raising academic
performance of dollars invested in school services. That is, he estimated the
combined effcct of parental investment and school investment on student
achievement. In this way* he attempted to approximate the amount of
additional schoo! investment in lower SES children which might be needed to
place them on an academic par with the higher parental investment in their
higher SES peers. His results are interesting, but they are limited by the use of
an inadequate expenditure measure.24 Nevertheless, he presents a provocative
finding with regard to equalizing academic performances of whites and
nonwhites. Dugan found that “an additional $6,662 per nonwhite student is
required to raise the nonwhite mean achievement to the level of the white
achievement mean for sixtll-gradcrs.”25 Distributed over the first five years
of school, this translates to a mean annual expenditure of approximately
$1,300 a year per nonwhite pupil above the amount which was being spent,
about $400. The point is that if we are addressing ourselves to equal
educational outcomes, substantially higher dollar amounts must be spent on
school services for lower SES children.

Implications for School Finance

Before outlining specific approaches for financing schools for eque’
opportunity, it is useful to make some general statements. Most important,
we wish to emphasize that there are many ways of implementing true
equality of educational opportunity. The actual choice of plan is as much a
function of taste and judgment as it is of technical public finance
Administrative criteria, political expediency, tradition, and other factors mus
all be taken into account in identifying specific arrangements for guaranteein
to all children what the law has promised. The purpose of this prelimina:
comment is to make the reader aware, explicitly, that the following are b: :
iilustrations of means for modifying financial arrangements. They are n
presented as the only approaches nor as optima. Rather they are suggested
points of departure along which change might be initiated.

An Hlustrative Approach—The ability of a local school district to gener.te
revenue from property taxes should not be allowed to serve as the primarv
determinant of the quality of school services it offers to children. However,
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the property tax is not totally devoid of merit.26 Jndeed, some experts
believe that “'it would be far better to strengthen this levy than to plan fer its
eradication.”27 In keeping with this view, our prescription is to employ a
uniform and relatively low state-wide property tax as a partia! means for
financing schools. In this form, most of the disadvantages of the pr¢peity tax
are eliminated while retaining the practical advantage of being able to tap a
commercial source of revenue that might be left substantially untouched
under other forms of taxation.28 The revenues nceded in excess of those
generated from the application of a minimum state-wide property tax levy
would come fro:n state general funds to be raised through means such as
income taxes, sales tax, » d the like. Because of the substantial equities
associated with the income tax as a revenue-ralsing procedure, we are
predisposed toward a heavy reliance upon it as the primary means for
generating the state’s direct doliar contribution for education.

The state would determine the per-pupil school service expenditure
requirement for children at each level on the SES spectrum. In general, the
per-pupil requirement would vary inversely with the SES level of the pupils
being served. Displayed below is a hypothetical index of per-pupil expendi-
ture requirements by SES level: In this table each number represents the
multiple of some arbitrary dollar amount. For example, if 1 is equal to $400,
2 is equivalent to $800 and s» on. Exact dollar amounts are not represented
for two reasons. First, dollar requirements fluctuate over time with shifts in
educational priorities and changes in price Yevels. Second, exact dollar figures
in such a table might give the impression that expenditure requirements
are easily fixed. The truth is that these dollar relationships should
be estimated initially and might have to be altered over the long run to-
approximate the differential costs of schooling different populations. Thus,
this table depicts a general pattern where units of expenditure and their
multiples are presented as the appropriate heuristic model. Of course, figures
in this table are suggestive rather than based on precise estimates of need.
However, the pattern of dollar requirements is meant to represent one which
would more nearly approach equality of educational opportunity than does
the present scheme.

Because high SES children tend to receive such a hi'gh educational
endowment in their home, the scheme shown above suggests that no public
preschool provision is necessary in order to fill their needs. On the other
hand, the preschool period represents =n ideal time for disproportionate
investment to begin for lower SES children. The efficacy of preschool
investinent has been widely noted in both the child development literature
and in practice.29 Indeed, some particularly productive preschool programs,
such as the one in Ypsilanti, Michigan, have produced substantial ard

i School Level
SES level Presch ool Elementary Secondary
High neeass 1.50 2.00
Medium 1.00 2,25 3.00
Low 2.00 3.00 4.00
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longlasting gains in achievement.30 Accordingly, medium SES children
should be provided with one-half day of preschool instruction at 1 unit per
pupil and lower SES children receive a full day of preschoo! education at 2
units per pupil. Alternatively the state could choose to enroll lower SES
pupils on a half-day basis for two years while medium SES children would
attend for only one year. That is, the lower SES child would begin his
preschool experience at the age of three while the middle SES child would
start at age four,

Expenditures at the elementary and sccondary level, as presented on page
108 also reflect the pattern required for an equal opportunity approach. The
higher expenditures for all groups at the secondary level are based upon the
necessity for greater specialization {and thus higher qualifications for and
larger rumbers of personnel) at that level. Many states already take these
differences into consideration when zpportioning aid to lacal school districts.
The salient characteristics of the requirements at all levels of the matrix are
that the schools must expend more dollars on lower SES groups in order to
close the “opportunity gap.”

One necessary adjustment would be for differential costs. The dollars
available to a school district should be weighted so as to balance dollar
differences in items such as land prices, labor costs, and salary level
differentials among rural, urban, and suburban areas.

Once the state’s expenditure requirements are established, the task
beco:nes that of financing those requirements. The following method, or a
variant of it, could be used to generate the required financial support. First,
the state would require every local school district to levy a property tax at
some uniform and relatively low rate. For example, a rate of 10 mills might
be appropriate. The dollar difference between what this levy raised for the
pupils in each school district and the state requirements for equal
opportunity for those pupils would be allocated from state funds to each
local school district, These revenues would be derived from general state
sources with heavy reliance upon state income and sales (axes.

Obviously the equal educational opportunity requirement for a school
district would be based upon a weighting scheme where the dollar amounts
required for each district would be based upon the relative number of pupils
in each SES group and the distribution of these across each schooling level.
Now it is useful to provide an example of how the over-ali plan might
operate. In order to simplify the illustration, we will use the hypothetical unit
requirements for elementary children suggested in the table on page 108 and
we will let each unit of expenditure be equivalent to $400.

This is what the proposed financing arrangement would be for two
hypothetical school districts, A and B. District A is assumed to contain all
low SES children of elementary-school age. It is also a relatively low wealth
district with oaly $7,500 of equalized assessed valuation (of the property tax
base) for each pupil. Or the other hand, District B is inhabited by upper SES
residents, and its property tax base is substantial, $50,000 of equalized
assessed valuation per pupil.

Applying the uniform tax rate of 10 mills to both districts yields §300 per
pupil in District B and only $75 per pupil in A, But the state requirement for
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low SES ¢lementary-school pupils is $1,200 per pupil and for high SES pupils,
$600 per pupil. Therefore, the state would grant §1,125 per pupil to District
A and $300 per pupil to District B. In this way the state would fill the gap
between the local contribution where uniform tax effort is mandatory and
the state requirement {or equal educational opportunity. This approach might
be termed a '‘variable level” foundation program since the state requirements
represent expenditure foundations below which support cannot fall.

Any suggested changes in financing the sc-hools will be characterized by
transitional problems. In such a complex area as education and its financial
foundations, utopia can be approached, but it is not likely to be attained.
Yet, we believe that the obstacles surrounding effective financing for equal
educational op;i.rtunity are indeed surmountable. The point is that great
strides forward are not costless, but they are nevertheless worthwhile if the
benefits sufficiently exceed the costs, as we believe that they do in this
instance.

Implementing Financial Arrangements— Any altemmative financial arrange-
ment that strives for equality not only must be theoretically sound; it also
must lend itself to the realities of implementation. The financing model
described above appears to meet both these criteria. It is particularly
important, however, to suggest guidelines for implementation.

Perhaps the most important change required in financial arrangements is
for state support to be based upon individual schools as units of expenditure
rather thin school districts, That is, the state should provide assistance to
local school districts on the basis of school-by-school calculations; school
districts should spend those dollars accordingly. The reason for focusing on
and emphasizing individual schools is that there frequently are enormous
differences in SES levels among schools in a district. If funds are provided to
school districts on the basis of district average SES, there is too little
assurance that the money will be distributed to individval schools on the basis
of school SES. Indeed, where school districts have been examined on a
school-by-school basis within large cities, it has been demonstrated that poor
and black children attend schoo!ls which are considerably less endowed than
those attended by their white, middle class counterparts. Dollar expenditures
tend to be lower; and, in some cascs, even compensatory monies allocuted
specifically for schools serving children from low income families have been
siphoned off to support general school services throughout the districts.31

One obvious means by which funds can be conveyed directly to the
schools for which they are intended, while retaining present school district
boundaries, would set the following conditions: (a) Allocate locally generated
revenues from the state’s mandatory millage levy to all schools within the
district on a per-pupil basis. (b) From the state requirements matrix compute
the dollar amount per pupil needed in each school to attain equality of
opportunity, (c) Grant local school districts financial support equal to the
difference Letween the amount raised by mandatory millage and the state
requirements computed for all schools in the district. (d) Require a
school-by-school financial accounting each year to ensure that monies
intended for particular schools were, in fact, expended in those schools. That
is, unlike the present line-item accounting system in which expenditures are
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reported only for the district, the state must require information on a
school-by-school basis in order to guarantee equivy among schools. Otherwise
the leakages which currently deprive low SES pupils of additional state and
federal resources will persist. A mandatory school-by-school accounting
system is necessary if the conduits between state coffers and low SES schools
are efficiently to convey resources to the schools for which they are intended.

One further point in favor of using the school rather than the school
district as a unit of financial analysis is that it is probably easier to obtain
accurate SES information on a regular basis for the smaller units. In a study
conducted for New York State, Garms and Smith demonstrate that it is
feasible to develop an SES-related measure of educational need from
information which can be provided readily by school principals.32 They
suggest that an index of resource need be computed from information such as
the percentages of various specified racial and ethnic minority group pupils,
the percentage of children from broken homes, the average number of schools
attended by pupils in the last three years, and the average number of years of
schooling of the father, if present, otherwise the mother, These variables in
linear combination predict approximately 70 percent of the school-to-school
variation in reading and mathematics achievement. Other measures might be
developed at the individual school level which are also easily compiled and
which are more appropriate for discerning differences in SES in rural areas.
Garms and Smith also suggest ways in which the measure of school resource
need can be woven into a state school finance formula,

Financing for Equality and School Administration—The state must
necessarily assume the dominant role in financing schools for equality, and
this poses a provocative question. Under the present system of school finance
in most states, the state decides many of the regulations and policies relevant
to local school district operation, Personnel licensing, curriculum require-
ments, staffing ratios, and mandatory expenditure levels arc but a few of the
areas in which states typically dictate educational practices. Given these
procedures, it is entirely possible that if the state increases its level of
financial support to the schools, it will also attempt to increase its operational
influence over the schools.

Greater central administration from the state with its almost inevitable
imposition of greater operational uniformity would be exceedingly counter-
productive for two reasons. First, the variety of educational needs that
confront particular schools and school districts cannot be met by increased
standardization among schools. Good education is individualized; that is,
decisions affecting each child’s instruction should be made as close to that
child as possible. The state level is clearly an inappropriate plane upon which
to make such decisions.

A second reason for resisting increased state operation is the sheer
technical difficulty in administering large numbers of schools. Schooling is an
activity characterized by substantial inefficiencies once a critical threshold of
individual school or school district enrollment is exceeded. The nature of
schooling is such that large scale bureaucracy appears incapable of managing
them by anv but the most mummified means. Instructional innovation and
personal flexibility both seem to disappear in large school districts. With the
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zxception of school districts so small that they cannot provide a reasonable
range of services, large operational units are a deterrent to good education.38
An extensive survey of the related literature suggests that diseconomies of
scale (inefficiencies and higher costs) are characteristic of school districts with
enrollments in excess of 10,000 pupils in average daily attendance.34 It is
little wonder, then, that many school districts throughout the country either
already have or are under pressure to decentralize their operations.

In short, there are sound reasons for allowing most local school districts
to continue to administer their schools without additional state regulations
encumbering them. Indecd, a far better case can probably be made for
decentralizing decision making for the schools beyond the degree to which it
presently exists.3?

Summary

Persons suffering from educational handicaps are caught in a downward
spiraling cycle of despair. On one hand they are tempted cn almost cvery side
by the advantages that can be achieved with the assistance of good schooling.
On the other hand, their own pursuit of such objectives is frequently brought
to an abrupt halt by the inadequacy of their education. For them as
individuals the goals of our society become relatively meaningless. At best
they are left to experience frustration and defeat. At worst, they may be
propelled into a life of crime and decadence. From the perspective of the
entire society, this human wastage is a double burden. Not only do the
undereducated not contribute their share, but also everyone clse is deprived
of the benefits of those individuals who, if properly schooled, could have
contributed more than their share. We have long since passed the point in our
development where we can tolerate vast numbers of unskilled and under-
developed individuals,

In this paper we have set forth a new conception of equality of
educational opportunity and described new means for pursuing that goal. We
are not wedded to the specifics of our proposed approach, but we are wedded
to the general need for change. The gravity of the present inequitable
situation is immense, yet it is difficult to motivate concern among those who
possess the greatest ability to remedy the situation. If allowed to persist,
present disparities in schoo! services will almost inevitably undermine our
society.

Societies that have persisted longest throughout history appear to be
those that have avoided vast social and economic differences among major seg-
ments of their populations. Qearly the relative success of the United States in
avoiding such extremes has been fostered significantly by the past successes
of our schools. Today, however, because of a shortage of resources and an
inappropriate distribution of the resources which are available, schools are no
longer so successful. The preservation of equal opportunity and the reality of
an open society wherein individuals rise or fall in accord with their interests
and abilities demands a restructuring of present arrangements for the support
and provision of school services.
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The Impact of Present Patterns of Funding
Education for Urban Schools

Joel 8. Berke

RAISING ADEQUATE REVENUES for the support of education is a serious
problem in a large proportion of the country’s school systems. There are, of
course, exceptions: a limited number of enclaves with high nonresidential
taxable resources relative to the number of school children; some very
wealthy suburban communities with high levels of residential property,
income, and educational expectations; and some rural districts with stable or
declining populations and relatively minimal educational demands. But in
most cities, suburbs, and predominantly rural areas heightened demand for
educational services on the part of concerned parents and salaries on the part
of professionals are running head on into local taxpayer revolts, state
economy drives, and a pause in increased federal spending. In man- ireas of
the country, we find that school shutdowns, the elimination or special
projects, and increasing average class size are being seriously discussed as
necessary steps in the face of fiscal crises.

Hardest hit of all are the large cities of the country because present
patterns of funding fail to compensate for three interacting phenomena which
strike there most directly. First, cities are finding it increasingly difficult to
support educational services from their own tax resources. Second, education
in central cities imposes higher costs than are found in less densely populated
areas because of the composition of the city pupil population and because of
higher urban costs. Third, cities frequently function under a legal framework
far more restrictive in its regulations and far less rewarding in its aid systems
than is true of the regulations affecting suburban and rural school districts.

Complicating the plight of large city schools is the existence of relative
affluence in their immediate environs. Sacks and Campbell, and the Advisory
Commission on Intergovernmental Relations! have studied this phenomenon
extensively, using a twofold central city-suburban analytical framework
which recognizes that metropolitan areas are the context of competition for
school systems—for tax dollars, for instructional personnel and the educa-

Mr. Berke is Project Director, Federal Aid to Education Study, Policy Institute, Syracuse
University Research Corporation, and Adjunct Professor of Political Science, Syracuse

University.
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tional program, and ultimately for thc graduates of those school systems as
they compete for jobs in the metropolitai: labor market.

Emphasis in this paper witl be placed on the disparities between central
cities and their surrounding suburban areas in the nation’s 37 largest
metropolitan areas {SMSA's). The magnitude of the socioeconomic and fiscal
differentiation that this analysis elucidates indicates that cities and their
suburban rings, as fiscal systems, face different problems and have different
abilities to deal with those problems.

However, in utilizing this framework we do not mean to suggest that all
suburbs have similar economic or educational characteristics. The same kinds
of problems that affect central cities may also, of course, be found in some
surrounding communities that have undergone urbanization in recent years
and that now display many of the characteristics that central cities do. To the
extent that they share these characteristics, suburban areas also share the
urban financial problems.

Unfortunately, an analysis that focuses upon the relationship of educa-
tional to socioeconomic and noneducational fiscal developments in a sample
as extensive as the 37 largest SMSA’s cannot at the same time discuss
individual suburban communities. For one thing, the noncoterminality of
suburban systems of school and nonschool government defies comparison.
There are even difficulties in the case of large cities. Only in states where
school districts are coterminous with individual municipal areas {i.e.,
primarily the New England states) can fisca) comparisons be made between
central city and individual suburban governments. Therefore, both the
theoretical considerations mentioned above and the practical considerations
of data availability dictate an analysis that aggregates the suburban
component of individual metropolitan areas and compares that suburban
component with its core city.

Much of the data drawn upon for this study were taken trom published
and unpublished materials of the 1967 Census of Governments. Population
estimates were based on interim Census and Rand McNally estimates.
Personal income data were allocated to cities and suburbs on the basis of
1966 Sales Management and Survey of Current Business.

Since usnally a number of governments overlie the central cities in the 37
largest metropolitan areas, finances had to be allocated to the cities by
relative population or tax collections, as appropriate. In the case of allocating
overlying governmental finances Ly tax allocators, central city finance reports
from the cities in question were examined o determine the amounts of taxes
collected within the city by these overlying governments.

Metropolitan Socioeconomic and Fiscal Development

The roots of the crisis in urban educational finance may be found in
general patterns of Amearican metropolitan development. Central citics are
growing at a less rapid rate than are their suburbs,2 and the population shift
has resulted in a concentration of lower income and minority group residents
in the cities. Between 1960 (Table 1) and 1967 the unweighted average
population growth in large central cities equalled 3.8 percent including
annexations, while the related suburban growth was 17.6 percent. Despite
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TABLE 1.—POPULATION CHARACTERISTICS OF CENTRAL CITIES
AND SUBURBSBS: 37 LARGEST STANDARD METROPOLITAN STATISTICAL AREAS

Percent central city

popultation is of Mapulation grovth,
SMSA population 1960 10 1967
Central
Area 1960 1967 city Suburbs
NORTHEAST ccuiernreressasenssns 38.0% 34.3% 2.3% 16.3%
Washington, D.C. . ceervrsssennarses 36.8 29.8 54 44.6
Baltimore, Md, «sviiresesecesncases 52.1 47.0 —1.7 20.3
Boston, Mass, «.icieeciiaresarninae 224 20.9 ~3.9 4.9
Newarh., s o vveeitannersestonsass 24.0 21,0 —2.5 14,9
Paterson-Ctiftone

Passalc, M. s et enieiiertnececaes 236 21.6 1.5 138
Buftaio, N.Y., .. 40.8 36.4 —9.6 8.8
New York, N.Y. 72.7 70.0 3.0 18.1
Rochesler. .V. 435 36.8 5.5 249
Philadelphis, Pa. 45.1 43.3 2.0 14.2
Pitisburgh, Pa. 25.1 236 -~7.3 0.8
Providence, R. . 30.5 26.5 —6.0 14,2
MIDWEST .. iveerataessarscnencnns 479 45.4 2.1 13.2
ChICago, Mle v ovsvoreasneuserasannns 571 52.4 0.9 19.5
IndIanapolis, INd, «cceerviersrennneas 50.% 50.4 8.3 8.4
Detroit, MiCh. «..cosvuvsvsserseranns 44.4 40.5 —0.6 16.5
Minngapolis-St. Paul,

MINA, oL vieearnans 53.7 47.8 -2.9 229
Kansas City, Mo. 435 43.3 9.4 10.4
5t. Louis, Mo. .. 3s%.6 30.5 ~2.7 16.3
Cincinnati, Ohlo 3%.6 37.0 ~0.5 11.0
Clevetand, Ohlo . 45.8 39.7 ~7.5 191
Columbus, Ohio 62.4 66.9 21,1 —0.3
Oayton, Onio ... 35.1 331 1.4 159
Milwaukes. \Vis. 58,0 57.% 3.2 53
SOUTH ..t cieenneartoanessassenns 60.% 57.3 10.7 225
MIOMY, FIB, ot iveneneenrensssscaroes 3.2 30.1 11.4 17.4
Tampa-St. Petensbury,

FI it ieeteeisreasseerensanne 59.1 $7.% 10.7 179
AN, O3, . iiiieernarstisecasaes 47.9 44.0 0.8 284
Loulsville, Ky, siieusernrennonsieees $3.9 50.0 0.4 171
New Orfeans, LA, .. cveiseenens-sse 69.2 62.3 34 40.2
Dattas, Texas ... eessens 61.0 62.3 246 143
Houston, Texas « v 66.1 66.8 220 18.%
San Antonio, Texas .. een 95.9 5.3 3.2 320.7
WEST tevnsrecnsaarsonsssoasansss 45.1 41.6 8.3 24.1
Lot Angetes-Long Beuh

Calife cevuronnnnesneosecrontscen 419 gl 14 25.0
San Bernardino-Riverside-

Ontario, Catil. .o vevieinnisnensnen 28.2 28.) 32.3 272.%
San DIego, Callls vevvierrarecesornas 5%.% $8.2 15.3 16.8
San Francisco-Oakiand,

CAll . ieevicecrionasnnessasannss 41.8 348 ~6.8 25.%
Oenver, Coto. .. Ve $3.1 44.9 -1.0 378
Pottiand, Oreg. . . 4%.3 42.0 3.3 18.2
Seatile, Wash, ... e $50.3 47.0 3.1 126 .
UNWEIGHTED AVERAGES «11.... . 472%  43.9% 3% 17.6%

Source:

U.5. Oepartment of Commaerte, Bureau of the Census. Provisionsl Estimates of Ihe
Popuration of 100 Large Metropolitan Ateas: Juty 1, 1967, Population Estimates, Serles
P2%, No. 411, washington, D.C.: Qovernment Printing Office, December 5, 1968, 15 p.
City poputation estimates are tither from 1867 Centus of Governments, Compendium of
Covernment Finances, Vol, 4, No. 5, o¢r are Rand McNalty estimates of larpe<ity
population in 1966, 1960 poputation figures are from the 1960 Census of Papudation.

*This uaweighted averege for areas Sulside tentsal tities Goes not include the growth
t3te of the San Antonio area.

k‘“‘ t19



O

ERIC

Aruitoxt provided by Eic:

TABLE 2.—POPULATION DENSITY OF CENTRAL CITIES AND SUBURBS:
37 LARGEST STANDARD METROPOLITAN STATISTICAL AREAS

Poputation density (per sq. mile}

Percent increase,

1960 1967 1960 to 1967
Central Central Central
Area city Suburbs city Suburbs city Suburbs
NORTHEAST ......... 14,075 975 13.849 1,108 —2.2% 17.6%
Washington, D.C. ....... 12,525 574 13,207 830 5.4 44.6
Baitimore,Md. ......... 12,520 408 12,313 490 —1.7 20.1
Boston, Mass. .........0 15,157 1,226 14,565 1,469 -39 19.8
Newark, N.J, .......... 16,883 1,897 16458 2,179 —2.5 14.9
Paterson-Clifton-

Passaic, NJ. ......... 12161 2,246 12.348 2,246 1.5 13.8
Buffalo, N.Y. .......... 12,995 494 11,741 537 ~9.6 8.7
New York, N.Y. .. ..., .. 25,940 1,586 26,730 1,873 a0 18,1
Rochester, N.Y. .,...... 8.611 182 8,135 227 ~5.5 24,7
Prilladelphla, Pa. ... 15,523 684 15,833 781 2.0 14.2
Pitisburgh, Pa, ..., 10,247 602 10,182 606 -7.3 N7
Providente, R.1, ........ 11,528 833 10,833 947 -—6.0 14.1
MIOWESY ............ 8,884 449 8,550 518 —4.0 13.4
Chicago, . ........... 15,99) 753 15,856 912 0.9 19.%
Indianapolis, nd. ....... 6,804 155 6,217 169 —8.6 9.0
Detroit, Mich. ......... 12,102 1,153 12,029 1,343 —0.6 16.5
Minneapolis-St. Paul,

MION, s iiiirereanans 7.584 343 7,362 421 —2.9 22.7
Kansas City, MO, .. ..... 3,658 234 3467 260 —5.2 11.1
St.Louls, Mo, ......... 12,29% Kk ) 11,346 388 -=7.7 16.2
Cintinnati, Ohio . . 6,52 369 6,410 410 1.8 11.1
Clevelang, Ohio . 11,528 716 10668 453 —7.5 19.1
Columbus, Ohle . 5,276 202 5,009 205 ~54 1.5
Dayton, Ohlo .. . 7,715 228 7,189 322 -6.8 15.8
Milwaukes, Wis. .. . 8,237 393 500 414 3.2 5.3
SOUTH ..vivvrneannae 4,389 209 4,532 262 2.7 231
Miaml, FIa, cciurereense 8,579 320 9,559 376 11.4 1725
Tnmpa St. Petersburg,

Fil. ieeiieensnnane 3,710 268 3,659 320 —1.4 19.4
Atlanta, Ga, ....,000 e 31584 k kK] 3934 428 9.8 28.%
LOuPsvllle. KYe vovsnanns 6,620 394 6,644 461 0.4 17.0
New Orleans, La, ....... 3,061 158 3,165 222 34 40.% _
Oartas, Texas ,,........ 2,428 105 2.871 124 18.2 18.1
Houston, Texas .... 2,860 [ 3] 2,523 9 ~116 21.0
San Antonlo, Texas .... 4,268 16 3,896 69 -8.7 3113
WEST ......ci0iie0ees 5,662 295 832 370 ~14.7 25.0
Los Angeles Long Buch

ahih, e e 5,635 901 5,792 1,138 2.8 26.3
San Bernardino-Riversidae-

Onltario, Callf. ....... 3.096 22 2,313 28 =25.3 22.3
San Diego, Catit, ....... 2,985 113 FALX] 136 -279 20.4
San Francisco-Qaxtang,

{1 A | I ¥ ¢ 647 10,645 813 —6.8 25.7
Denver, Coto. ... « 6,958 121 4,991 168 ~—28.2 .8
Portiand, Oreg. .. « 5563 128 4,425 149 --205% 19.2
Seallte, Wash, ..., . 6,793 133 7,008 156 31 173
UNWEIGHTED

AVERAGE.. .. ..o 8.922 828 8.640 £07 —4,1% 18.4%*
Soutce:

U.S. Depariment of Commetce, Bureau af the Census. Provisional Estirrates of the
Poputation of 100 Large Metro cpomm reas: July 1, 1967, Poputation Estimates, Serles
Govetnment Pnnuog Otfice, Decembder 5, 1968. 15 p.

City pooo!mon estimater tu trom m 1967 Census of Governmaents, Complndlum ol

£.25, No. 411, Washington, D

Government Finances, Vol.

4, No. &

, ot are from Rand McNally estimates of larye city

popuiation data in 1966. 1960 popUl 1thon Gata are from the | 960 Census of Popufition.
Arza data de from the Cily-County Dsta Book [1967] updated to take into account

nrlous centeal tity annexations where they have occurred POst:1960.
2 Does not Include putside central tity of 520 Antonlo,
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this slower growth—and in some cases even the total absence of growth-—
population densities in the cities continued to exceed those in the suburbs by
an average of 14 times, and was more than 20 times higher in many central
cities of the northeast and midwest (Table 2).

The differential socioeconomic character of central cities and suburban
populations may be seen in the following figures: central city black
population has risen to about 21 percent according to latest estimates;
surrounding areas have a fairly stable 5 percent. Income differences also are
extreme, with central city average family income running more than $1,500
to $2,000 behind suburban incomes according to two recent surveys.
Significantly higher proportions of poor families and significantly tower
proportions of families in more comfortable circumstances live in cities.
Nineteen percent of city families have annual incomes under $4,000
compared with 12 percent for suburban families; 33 percent of city families
have incomes «.ver $10,000 compared with 45 percent in the suburbs.4

Economic activity shows a similar picture of central city disadvantage. In
the 10-year period, 1958 to 1967, retail sales increased at a real rate of 12.6
percent in central cities of the 37 largest metropolitan areas; at the same time
suburban retail sales incieased by 105.8 percent. in another light, the central
city share of metropolitan retail sales declined from 63 percent in 1958 to 54
percent in 1963 to 49 percent in 1967 (Table 3). Other indicators tell a
similar tale. Employment in manufacturing and wholesaling is absolutely
declining in central cities while increasing in the outside areas.’

Tax Base Deterioration

One major consequence of these trends for educational finance is the
decreased capacity of urban communities to raise and 1o devote resources to
the support of their schools. Let us turn to the revenue problem first. The
socioeconomic phenomena noted above have combined to depress the income
base of central citles relative to their suburbs and to cause a much slower
growth in the urban property tax base. Since the income of its residents is a
major soutce of public resources, the position of cities as relalively
low-income areas is a basic problem for educational support. More directly,
however, il is the property tax basc that is tapped for virtually all locally
raised revenue for cducation. The relative failure of wban property values to
increase with economic growth is, therefore, of immense and disquieting
implication for schoolmen.

To start with, with the exception of some southern and westermn ateas,
most central cities have lower percapita residential property values than do
their suburbs. Similarly, average housel old values ate lower in cities than in
their suburbs in 18 of the 19 largest nottheastern and midwestern SMSA's for
which repotts are available (Table 4).

Whatis probably more impottant, however, is that the trend is toward an
Intensification of these disparities. In 14 of the 17 largest SMSA’s {where
there were neither reassessments nor annexations) in the northeast and the
midwest between 1961 and 1966 (the latest year for which comptehensive
data are available), property values grew by less than 10 percent. Three
actually declined over the period. In none of the suburban rings In those 20
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TABLE 3.—RETAIL SALES, DEFLATCD BY GENERAL PRICE INCREASE
. IN CENTRAL CITY AND 37 LARGEST STANDARD
! METROPOLITAN STATISTICAL AREAS

Percent Increase

Percent of retail salcs {real) in retail

in Centrar City sales, 1958 to 67

Central

Area 1558 1963 1967 City Suburds

NORTHEAST .i.cieeeerceancees 50.7% 426% 3I7.7% —0.3% 75.2%
Washington, D.C. . cieveriaieers 521 42,1 329 10.5 134.8
Baltimore, Md., .. vcivvensrieees 714 58.1 53.4 4.9 128.2
Boston, Mass, . ceiiereireceriie 389 3l.2 26.0 -1.4 79.2
Newark, NJ. i ciciieaercaaraie 300 25.8 21.2 -14.1 3za

Paterson-Ciifton.

Passale, NJ. tieiineereananran 36.0 23.9 24.6 0.9 74.5
Bulfaio, N.Y, ... 52.2 40.1 389 —9.9 $4.7
New York, N.Y. . 72.9 67.1 €4.8 9.7 60.2
Rochester, N.Y, . €0.4 52.9 43.5 18.1 91.3
Phliadelphia, Pa. . 51.1 434 40.2 6.2 65.4
Pittsburgh, Pa, .. a1s 34.1 335 7.8 28,7
Providence, R/, ....... 55.7 50.4 31.2 —36.3 73.1
MIDWEST ...ieieinirrecaaiess 660 56.2 48.8 9.5 127.1
Chicago, I, . ieeieareeirase.s 653 56.9 51.5 5.3 86.6
INdianapolis, INd, . cocervieervenn 76.8 65.5 60.4 20.0 160.8
Oetroit, MICh., s v cveeericariianes 51.1 42.7 36.1 0.7 86.4
Minneapotis:5t. Paul,

MIBR, e ieernteeri i vanves 7.4 61.5 54.4 7.9 149.7
Kansas City, MO, cecaivivnnraees 59.9 63.3 50.1 55.2 64.3

i St, LOuis, MO. ., icevveeriiaaeees 481 375 3a2.7 —7.6 76.2
Cincinnathb Dhlo s v ievneeee. 64,2 57.0 45.0 4.6 129.4
Cleveland, Ohio .. . 740 54.8 39.6 ~-15.2 269.1
Columbus, Dhio . . 802 9.0 67.2 22.8 141.9

H Dayton, Ohio . 60.5 47.4 41.3 3.6 125.5
Milwaukee, Wis. . . 731 63.1 58.4 2.5 108.3
SOUTH (iiiiiectccrerecaaeres 744 64.6 £4.5 28.7 108.3
MIAML FIA,  ccviiecaererseaeses 54,9 40.4 37.5 —2.5 98.2
Tampa-St. Petersburg,

Fll, 1 iceetnnentoncacanianine 75.4 66.6 65.8 30.9 100.9
AN, B8, teocieercecriioceecs T1.4 62.8 57.6 377 153.9
Loulsville, Ky, ....viineeenarens 70.5 64.0 825 14.0 101.8
NewOrleans, La. «..cooveinevies 790 71.3 65.3 21.0 141.9
Datias, Texas ... ceeveieen. 77.7 7).2 68.4 36.6 119.2
HOUSton, Texds .ceov.vees 75.7 a2.4 714.8 55.9 63.3
San Anlonlo, Texad ....... 91.2 90,0 89.6 36.4 79.9
WEST . .iiitieietraiseariaerss 615 52.3 490 20.2 118.0
Los Angeies-Long Beach,

Colt. tiiiieeeririearareneres 438 44193 399 22.2 75.4
San Berr A dino-Riverside.

Ontario, €I, L .iviieeiarnaee 449 42.1 NA

NA
San Diego, Catll, .. ....cevievni.. 640 6.4 3.9

25.6 91.8
San Francico-Oakiang,

Calif. ot iiieeiitaei it 4.5 4800 434 16.3 81.6
Oenver, €010, .viveeiveiriensee 105 5.9 $3.3 111 132.4
POIANG, Ored, . ..covvivriaanss, 763 58.8 59.6 28.) 100.3
Seatlle, Wash, ccovevrvinneearne 747 635 54.3 18.0 1528
UNWEIGHTEO AVERAGE ....... 63.0% 54.1% 49.3% 12.6% 105.4%

Sources:

Computed from: U5, Drpar' ment of Commerce, Buresu of the Census. Census of
Business, 1958, 1963, and 14£7. Vol. ], Parl ). washington, 0.C.: Governmaent Printing
Office, 1961, 1963, and 1968
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TABLE 4,—AVERAGE HOUSEHOLO VALUE, CENTRAL CITY AND OUTSIOE
CENTRAL CITY, 37 LARGE STANDARD STATISTICAL AREAS

1961 1966
Ratlo, Ratio,
Centra) Central
Central City to Centra! City to
Area City Suburbs suburbs  City Suburbs suburbs
NORTHEAST
Washington, O.C. ......... $18,900 $19,651 1.05 $22,300 $25.589 1.15
Baitimore, M&. «ov.ieeras, 9,200 14,400 157 8,900 17,096 1.92
Boston, Mass, ..........., 13,200 NA NA 14,900 NA NA
Newdrk, NoJ. .o.seeses00e 12,200 20,483 168 16,000 23,429 146
Paterson-Clifion-

Passaic, NJJu oo vevunnns NA NA NA 19,600 25,359 1.33
Buffalo, N.Y. ... iuivenens NA NA NA 9,500 18,252 1,92
New York, NV, ....c0000s 20,200 20,711 1,03 21,700 24,811 1.14
Rochester, NoY. ........., 11,900 18,728 1,57 11,000 20,958 1.91
Philadelphia, Pa, ...cvennes 8,500 13,880 1.63 8,800 16,226 1.84
Pittsburgh, Pa. «.......00s 13,200 13,772 1,04 11,600 12,623 1.09
Providence, R.I, ....00ve... 12,600 NA NA 16.600 N NA
MIDWEST
Chicago, (. ... veevv.ess 18,000 19,693 1,09 17,300 18,965 1,10
tndianapolis, Ind. ......... 11,900 16,289 1.37 10,400 16,134 1,55
Detroit, Mith, ........... 11,400 NA NA 19,600 NA NA
Minneapolis.St. Paul,

10N, s euiesesnssssase 14,107 12683 1,25 15,807 16,930 1.07
Kansas City, Mo, ......... 11,368 13054 11§ 12,169 9,128 0.7%
SLLOUWIS, MO, s.cuusravs. 12,300 14,571 138 12,100 16,272 1.3$
Cincionatl, ORIO ... evvense 15900 19,039 1,19 15,800 18,19 1.15
Cteveland, Ohlo .......... 14,500 23,124 1,59 14,800 23,785 1.61
Columbus, Ohio ... ...c0ue 900 18,446 1,33 15,100 19,276 1.28
Oayton, OhIO «covievaranss NA NA NA 13,300 16,578 1.25
Mitwaukee, Wis. ......,... 14,700 NA NA K NA NA
SOUTH
MIamL, FI8, s eviivensnanes NA NA NA 17,500 16,093 0.92
Tampa-St., Petersburg,

FIb, tuvsveceentsannns NA NA NA NA NA NA
Atlanta, G, ..ciiiensense 15000 13,0627 0.87 15,761 12.478 0.79
Loutsville, Ky, .......0000 10,300 13,180 1.28 11,900 16612 140
New Orleans, La. ......... 12,300 14200 0.82 19,500 12,700 0.9}
Daltas, Texas ........0040 NA NA NA NA NA NA
Houston, Texas «ceoivrse NA NA NA NA NA NA
San Antonio, Taxas .. .,.». 8,900 17,305 1.94 NA NA NA
WEST
Los Angetes-Long Beach,

ME, cievesiisaarnsss 20,435 20565 1.01 28,958 24,234 0.84
San Sernardino-Riverside.

Ontasio, Catit. ...ouun i NA NA NA NA NA NA
San Olego, Cavit, ..ouvenss NA NA NA 19,000 16,734 0.88
San Frantisco-Oanland.

Caif, evieenenine.ss 21416 20639 006 30,286 26.000 0.84
ODenver, CO10, vorvereaesss 15,200 15674 1,03 16,2¢0 15,523 0.96
Forlland, Orey. ........... 10,200 11,633 1.16 12,200 15,681 1.29
Seatlie, Wath, . ........... 15200 15588 1.0) . 15,946 0.92

Sourcas:

U.5. Department of Commerce, Burtau of the Census, Census of Goveraments, 1962
and 1067, Volume 1), Taxable Probtity Viues. washington, 0.C.: Government Printing

Office, 1063 and 1960,
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TABLE 5.—GROWTH OF PROPERTY VALUES IN CENTRAL CITIES & SUBURBS
37 LARGEST STANDARD METROPOLITAN STATISTICAL AREAS

Percent of Percent of
Total SMSA propesty  vatue in growth {n value,
value (millions)?  Central City 1961-66
Central
Area 1961 1966 1961 1966 City  Suburbs
NORTHEAST ..o veresnnans 43,1% 37.8% 18.2% 53.2%
Washington, D.C. «.evuveesss $ 5,406 3 8,686 43.0 349 30.2 836
Baltimore, Md, ......i000000 4,124 5,074 47,9 406 4.3 40.3

BOStON, Mass, u.vvonsenenees 5,799 4,462 23.1  16.7 23 528
Newark,NoJu covveuiennnneas 2,864 7,095 20.8 17.6 109.0P 157,90

Palerson-Ctitton.

PasSaIC, N, «ovveerieeesss 1,774 8,289 NA  NA NA NA
BUfalO,N.Y, o.evivennnanens 2,405 2,555 44.6 42,1 0.3 11.0
New YOrk, NoY. co.iieeeenes 32,703 40,738 758 78.3 22.1 48.5
Rochester, NV, o .oueineen., 1,349 1,684 494 41,6 2.5 40.8
Philadelphia, Pa. ...cvev0veve 6,901 0,055 584 48.4 8.8 62.6
Pittsburgh, P8, «v.evveavee... 3,978 4,407 30.2 279 2.2 14.5
Providenty, Bule vuuevearasess 1,766 2,001 33.7 29.7 -0.2 20.2
MIOWEST 0ievnnrnneeennes 43.8 41.3 6.9 38,9
Chiedgo, Il v evinnnenennasss 16,339 18,915 49.4 44.5 4.5 26.8
Inahanapols, Ind. «....e0e0ee 1,110 1,462 50.1 434 14.0 425
Detrolt, Mich, v-.0evssinsnes 6,830 8570 48,9 37,2 —4.6 54.3
Minneapolis-St, Paul,

MM, orieererenrransnas 840 1,039 596 49.1 1.8 56.0
Kansas City, MO. . evevnnrnens 1,150 1,362 55.0 s52.8 13.8¢ 24.1¢
SLLOUIS, MO, tevuereraass.s 744 4,348 328 29.8 5.7 2).2
Cincinnati, Ohio . .eevvere,. 2,548 3548 423  30.6 7.4 62.%
Cieveland, ONIO .. .. ecveve.. 4,389 4,915 40.4 343 -5.1 23.5
ComHUS, ORIO .. evvvernes 1487 1,810 57,9 56.0 21.9¢  31.6¢
Dayton,ONiO .e.vienuseeess 1,392 1,665 NA 303 NA NA
MiWaUKE, WIS, «..c.0ieeeeas 3,213 3,916 51.6 46.5 9.7 4.9
SOUTH .1vetiersacrvncnass 62.4 48.4 87.4 1299
MIIMEL FIB. oiiieaniereenes 2,540 5556 NA 292 NA NA
Tampa.St. Petersburg,

FI, ceverirrnereersreees 1,849 2763 NA NA NA NA
AHINS, G, «vvveicneeanee.. 1,157 1,859 435  33.7 24.7 88.4
LOunville, Ky, «ieeveerveanss 959 3,524 50.9 49.1 227.3% 25).8P
NewOrleans, La, «o.vversesss 769 899 830 78.2 10.2 49.6
Dallas, Taxas ...oveevnnnsnes 1028 1,461 NA  NA NAC NAC
MHouston, Texas ............. 1,710 2,237 NA 51,7 NAC NAC
San Antonlo, Texas . .,,..... 494 577 72.3 NA NA NA
1513) S 49.7 443 16.5 444
Los Angeles-Long Beach,

CMIf. sivveneanarsnsinee 10552 14,928 401 41.6 444 394

9
San Bernardino-Riverside:

Ontario, CMIL, . cieeirnnns 1.199 1,011 NA NA NA NA
San Diego, Catit. ..., . 00000 1,303 1,651 %4.% 3543 26.2 273
San Framcisco-Oakland,

Calif, cvererirennocaaranann 3,731 5316 39.6 333 19.6 57.4
Oenve?r, Co10, 1 iveerrnnaarse 1.444 1,79% 55.7 49.9 11.2 40.8
Portland, Ored. ...ocvevennns 1,127 1,190 53.0 402 -—23.4b 288D
Seattie, Wash., . .oeireceranns 1,064 1,532 555 46.7 21.2 124

TOTAL iiveennersrnsnens 453.9% 41.9% 21.1% S54.4%

Sources:

U.S. Department ot Commerce, Burpau of the Centus. Centus of Gor~rnments, 1962
and 1967, Votume 11, Tazadie Property Vatues. Washington, D.C.: Gavernment Printing
Oftice, 1963 and 1963,

2naters to 91088 toC Ny a1s2ssed real property befora exemptions.
"Amwmm.
CAnnesation.
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areas was there less than a 10 percent growth. In the northeast, suburban
property values climbed an average three times as much as did those of the
central cities; in the midwest, suburban property appreciation was better than
six times higher than in the core cities. For all sections of the country,
suburban property growth tate was more than two and one-half times that of
the central cities (Table 5).

Needless to add, growth in educational expenditures far outstrips this
slow rate of growth in the urban property tax base. A study by James, Kelly,
and Garms documented this phenomenon in 14 large cities bet'veen 1930 and
19605 Their finding was that per-pupil educational expenditures had risen
three times as fast as property values,

The Problem of Municipal Overburden

Taxable resources, then, are scarcer—and getting scarcer yet—in the core
cities than in most other parts of metropolitan America. But what makes the
pictuze even bleaker for urban schools is that cities cannot devote as large a
share of the resources they do have to education as can suburban districts.
The immense demands for general government services, the municipal
overburden for health, public safety, sanitation, public woiks, transportation,
public welfare, public housing, recreation, to name some of the most obvious,
place a far heavier toll on the dense core than they do on the less populous
environs. In the aggregate, this phenomenon may be seen in the fact that
central cities devoted nearly 65 percent of their budgets to noneducational
services; outlying communities devoted less than 45 percent of their
expenditures to these purposes. The reverse of these figures may be obvious,
yet they are soimportant they need stating: core cities can assign only a third
of their funds to education, while neighboring communities spend consistent.
ly over half of their public money for their schools.

Putting this in dollar terms for 1966, central cities spent an average of
$230 per capita on noneducational expenditures while suburban areas spent
only $138. Suburbs, however, outspent the central cities for education by
$170 to $136 per capita. In total, then, despite their relatively deterforating
resource base, central cities have supported total expenditure levels 18
percent higher on the average than have thelr suburbs (Table 6).

Cities spend less per pupil for education than do other parts of
metropolitan areas. The cities also ralse about 30 percent Jess per capita
(Table ?) for education from local tanes. As a rcsult they are sometimes
accused of placing a lower value on education than do their neighbors. In one
sense, of course, the ch; .ge is a truism. In any meaningful sense, however, the
idea that cities care less about education is entirely unsupported by the
evidence at hand, This statement can be made onlty by those who fail 10 view
education in the context of the other governmental seevices which make
ddaims on urban tax doftars. Although problems of tax exporting make
precision difficult, central city tesidents appear 1o pay at least 25 percent
more total local taxes per capila than do residents of other parts of
metropolitan areas. And their total tax efforts as measured by taxes as 2
percent of income Is Detter than 40 percent higher (Table 8) than in
surrounding areas. Given a tax burden of this comparative weight, the charge
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TABLE 6.—~PER CAPITA TOTAL, EDUCATION, AND NONEDUCATION
EXPENDITURES OF CENTRAL CITIES AND SUBURBS: 37 LARGEST
STANDARO METROPOLITAN STATISTICAL AREAS, 1966-67

Total Education Noneducation
Centeal Central Central
Area City Suburb$ City Suburbs City Suburbs

NORTHEAST ..c.c0vvu.sve. $408 $317 $126 $160 $282 $145
Washington, 0.C. .....c...00 564 316 148 179 416 13?7
Baltimore, Md. ......vivenss 375 286 124 168 251 118
Boston, Mass, ..iviieriiaes. 482 321 92 13?7 390 184
Newark, N.J, seeivviearanss 540 390 169 144 371 168
Paterson-Clifton.

Passait, NoJ. vevvnenaaasen 270 273 9?7 151 173 122
Buffalo, .Y, .eiveneeraeres 392 372 128 207 264 165
New YOrk, NoWe coveeearsae. 518 520 146 260 372 260
Rochester, N.Y. ...... 499 403 158 26S 341 138
Pniladelphla, Pa. . ., 293 255 126 139 167 116
Pittsburgh, Pa. ..., 319 232 104 137 215 95
Providence, R, .. .cveennene 241 201 94 109 147 92
MIDWEST tivvrrnncssnanns 349 286 137 159 211 126
Chicago, . ... .ovieenvnnsss 339 234 103 18s 236 79
Indianapotis, Ind. ... oeereee. 312 268 139 173 173 95
Detroit, Mich, . ...covvennns 362 252 130 209 232 143
Minneapolis-St. Paul,

MiINNe ciesneenasensaanes 369 424 113 231 256 193
Kansas City, Mo. 303 238 137 127 166 111
St, Louis, Mo, .. 295 266 133 146 162 120
Cincinratl, Ohlo . 460 200 201 10?7 259 93
Cieveiand, Ohlo . ‘e 328 282 132 144 196 138
Columbus, Ohio .. 299 267 11 162 188 108
Dayton, Ohio .. e 353 228 161 132 192 96
Miiwaukee, Wis, ...... .. 416 353 181 165 265 218
SOUTH ...viernercannnans 271 271 113 188 158 116
Miaml, Fla, ccivevinesannae. 346 281 136 136 210 148
Tempa-St. Petersdurg,

B cerristeccnetieanee 308 216 113 113 192 103
Atlanta, Ga. 1 eciieeeniiaen 316 279 134 154 182 128
Loutswville, Ky, c.ocvseenraen 284 250 126 161 158 89
New Orleans, La. c..vveenens 233 318 03 143 140 175
Daitlas, Texas ,.,.. . 219 290 91 177 128 113
Houston, Texas . . 260 326 113 209 147 137
San Antonilo, Texas . 204 208 101 145 103 63
WEST . oiverivenerernnnnnse 406 368 149 199 230 138
Los Angeles-t.ong Beach.

Calif. o iveeinenrcannars 454 376 164 184 290 192
San Bernardino-Riverside-

Ontarlo, Catit, v .oevevenes 471 435 202 219 269 216
San Diego, Catit. covierenen 383 g 135 209 248 182
San Francisco-Oakland,

Calif. iiirirnnannns sus 486 463 131 216 3558 247
Otnver, COlO. cieernesenanen 342 278 131 164 211 114
Portiand, Ofeg. «oc.vveennns 378 256 150 172 228 84
Seatthe, Wash, . ..coceevvnnens 326 376 127 226 199 150
UNWEIGHTED AVERAGE , .. §$363 $303 $136 $170 $230 $138

Source:

Advisory Commission on (ntergovernmeatal Retatioas, Metropolitan Disparities—A
Second Reading. Butetin No. 70-1. Washington, D.C.: the Commission, January, 1970,

Table VI,
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TABLE 7.~PER CAPITA TOTAL, EDUCATION, AND NONEDUCATION TAXES

IN CENTRAL CITIES AND SUBURBS: 37 LARGEST STANDARD
METROPOLITAN STATISTICAL AREAS, 1966-67

Total Education Noneducation
Central Central Central
Area City Suburbs City Suburbs City Suburbs

NORTHEAST «...ie00sseee $22) $174 $ 61 $105 $159 $ 79
washington, D.C. ..ceee e 340 147 NA NA NA NA
Baltimore, Md. .. 193 127 NA NA NA NA
Boston, Mass. . 232 162 55 108 177 54
Newark, N.J, ..., .o 259 224 5§73 1282 202 95
Paterson-Clifton-

Passaic, N.J. .. 180 214 74 135 106 79
Buffalo, N.Y. ... . 221 172 40 55 181 118
New York, N.Y. .. . acs 255 90 139 215 115
Rochester, N.Y, .... . . 213 176 68 116 145 60
Philadelphia, Pa. . .veeaernse 176 139 51 85 125 54
PitIShurgh, Pay soeeieraasess 176 126 52 71 124 55
Provicence, Rili eeinssrnees 157 169 NA NA NA NA
MIDWEST .ccitsosneasnsens 187 145 75 89 113 56
Chicdgo, lll, sevreereesnsece 189 1€8 65 104 124 64
Indianapolis, Ind, ... ees 180 141 78 98 102 42
Detroit, Mith, . .ieieennrees 170 160 50 95 119 64
Minneapolis-St. Paul,

MINN. cievsrsnarosnnsee 190 178 63 107 128 68
Kansas City, Mo, 206 113 86 66 120 47
St. Louls, Mo, .. 203 137 71 87 132 50
Cincinnati, Dhio . 193 110 7 69 114 4]
Cleveland, Ohlo . 181 172 81 112 100 59
Columbus, Ohio ..., 129 146 67 108 62 39
Dayton, Ohlo ...« 217 113 107 78 111 a5
Mitwauke®, Wis, ..c.vevvues 203 163 73 111 130 107
SOUTH cuiverneercsnnsecs 135 104 45 52 90 52
MIaML FI8. v visenersanans 197 152 62 62 135 99
Tampa:St. Petersdurg,

FIo, iceiernaancessnnse 142 106 4 44 98 62
AN, B8, +errneaceanrnen 159 105 56 55 103 51
Louisville, Ky, ....e0e0 . 135 110 39 76 96 3
New Drleans, La. . 109 60 39 10 70 50
Dallas, Texas ... . 142 108 51 60 91 48
Houston, Texas .. . 122 154 41 99 81 (33
San Anton1o, Texas +ovvuuers 71 3 28 i1 43 23
WEST v iivennsinesnananss 230 173 95 91 135 83
Los Angeles-Long Beach,

Calif, eivvnersnassaasnes 250 225 100 100 150 125
San Bernardino-Rivesside-

ontario, Calif.  ...veensnen 234 202 115 [-1] 119 103
San Diego, Calif. ..ovverrnes 169 177 73 87 96 91
San FranciscoDakland,

Calits v ivurrnnnnsnsannse 322 222 [1] 127 237 95
Oenver, Colo. v 220 154 114 89 107 65
Pottiand, Dreg. 208 131 9] 79 118 52
Seattre, Wash, ... cieesness 205 100 85 $3 119 47
WEIGHTEO AVERAGE

FDR 37 SMSA'S ......... 219 170
WEIGHTED AVERAGE

FDR I SMSA'S ......... 217 172 73 26 144 76
UNWEIGHTED AVERAGES .. 195 1500 69o® 8 126 (13

Sources:

U.5. Oepartment of Commerce, Bureau of the Census. 1967 Census of Governments,
volume 4, No. $, Compendivm of Government Finances. Washington, D.C.: Government

Printing Oftice, 1969, 623 0.

Spducationas taxes are for 1967:1968,

®ror 37 SMSA's,
CFor 34 SMSAY.

2 ¢)t:
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TABLE 8.—TAXES AS PERCENT OF PERSONAL INCOME IN CENTRAL
CITIES AND SUBURBS: 37 LARGEST METROPOLITAN
STATISTICAL AREAS, 1966-€7

Area Centra) City Suburbs
NORTHEAST ....iuiirerasoesvsssnannns 7.2% 8%
Washington, D.C. ..., eeerrnrennnessns A K

Battimore,Md. ....c.00ess0r0sasssasauns
BoStON, Mass, ....oviereranssnarstnsanns
NEeWwdrk, fJ,  teeeensetosameanssotiosase
Paterson-Clifton-Passaic, N.J.
Butfalo, NLY, .:vviuesnns
New York, N.Y. .
Rochester, N.Y.
Philadeiphia, Pa,
Pittsburgh, Pa.

Providence, R,I,

MIDWEST ....ieiernees sraasssstnnans
CNEEdGO, 11l s v us i saarsrnsssonanassnnsns
Indianapolis, Ind, ... uiiieersensssosnnss
Detroit, MICh, .o vvvrersersssesasasssnnne
Minneapolis-St, Paut, Minn. ..o ieraanes
Kansas City, MO, .. iuvensesnnesennsanns
St LOUIS, MO, ..ivevtiiensnnrnesnrenanss
CIncinNat,ONi0 s ov v sssssnssvnnns
Cleveland, Ohi0 .. iuvvuvnesvosannsnnsuss
COluMDUS, ONI0 .ovivasvnesvnnsonarsnans
OWlon, ONI0 ..o neresssserssssonsass
Milwaukee, Wis, +.ovosessasaserssasesenns

MM FIa, s oiiisnisscnnassastossassans
TampPa-St. Petersburg, Fla, ... evinins.s
AN, BB, +ieisrsari-ennotossssesenns
LOuisyiile, KY. ..vicvrnrtscaertsisesansss
New Ocledns, La, .....cvevisernnnsnnanss
Oalas, TExd . oovveririirrssassestsrras
HOUStoN, Texads . .vvovessenrsserssnsnass
San ANONIO, TEXBS s vv v v snansssroncans

Los Angeles-Long Beach, Caidf  ..........,..
San Bernardino:Riverside-Ontario, Calif. .....
SanDi1ego, Calit, . oo vv s ssarsrtnrnsnssaas
San FranciscoOaktand, Callf, . ..vivvveesans
Oenver,Colo, ,,....vh srrenscvsnssnssse
Portlanc, OMg. sovirivarsransvenonsasses
Seattle, Wash, ...t iarinsanass s nnserasa

TOTAL ... iiiieninereniinersnrnesess

Owkw~NOMIWL DRhONMLDRRNOWVD oo BRAMVNBOND

- NDPRRNRS WONVIRLYY PRBRWOLHOWND BDRNBOVBDBN

W PNOV=OWr

r

S WABEWOAGBEOWN mPWWNWNLADMW WLWLMILWIGAAMAWWW CWLWARIOVLOAVLDLWLDL

%

Sources
Adyisory Commission on Intergovernmenta’ Refstions, Metropotitan Oisparities—A
Second Reading. Bultetin No. 70:1. Washington, D.C.: lhe Commission, Januvary 1970,

that city residents get what they deserve in lower educational support seems
enlirely unfounded. The impact of vastly higher expenditures for non:
educational services must be considered in any comparison of city and
suburban effort #t educational support.

At this point it may be useful to summarize the discussion thus far. We
have shown that latge metropolitan areas are undergoing a relative decentrali-
zation that Is leaving corc cities~in comparison with outside central city
areas—pooter, blacker, less thriving in economic activity, and with a
deteriorating tax base, In addition, we have noted that urban areas devote a
much larger proportion of their expenditures to noneducational functions,
and while their expenditure level and wax effort are higher than suburban
areas, their expenditures for education are lower,
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Higher Urban Education Costs

An additional consideration that lends particular poignancy to the
plight of urban finance remains now to be discussed: dollar for dollar, central
cities get less education for their expenditures than do other parts of
metropolitan areas. Or to put it another way, urban education generally costs
mote per unit than does education elsewhere. The reasons for this
phenomenon are twofold. First, many items in the schoo! budget cost more
in the city; second, the socioeconomic character of the urban school
population imposes additional expenses.

Among the major educational budget items that are disprcportionately
higher for cities is the expense for instructional salaries. As Benson pointed
out in a study for the U.S. Civil Rights Commission, “City costs are
characterized by a general expenditure-raising phenomenon, namely, the age
of their teachers. Central city school populations are not growing as rapidly as
urban ones. Also, for institutional reasons, cities tend to make promotions
internally. On both counts, central cities tend to have school systems that are
staffed primarily by teachers of substantial seniority. Again for institutional
reasons, teachers are paid largely on the basis of seniority. It follows that
central cities must pay higher salaries for teacheis even though their salary
schedules are not as attractive as those to be found in the suburbs.”?

In addition, wages and salaries for maintenance, secretarial, and security
senvices are also motre costly in large cities, where Bureau of Labor Statistics
indexes consistently report higher standards of living. More active unioniza-
tion and higher incidences of vandalism also piay a role in pushing costs
upward,

Land for school buildings also is more costly in cities. While
comparisons are complicated by the more sprawling campus-style architecture
of non-urban schools, the extraordinarily high cost associated with assembling
plots for city schools appears to outweigh land costs outside the city.
Mumaghan and Mandel reported that in Baltimore it was not uncommon to
spend $300,000 an acre for clementary school sites.® An intencive study of
education in Michigan found that in 1967 Detroit paid an average price per
acre of $100,000 in contrast with approximately $6,000 per acre in
surrounding school districts.?

But the major factor accounting for the inherently higher costs of
education in the cities is the makeup of the school population. tligher
proportions of the culturally disadvaniaged, of the poot, of the handicapped,
and of immigrants are in central cities. The special educational needs of these
groups require far greater educational resources to enable them to achieve
normal grade leve. petformance. “Programs fot the culturally disadvantaged,
programs for non-Fnglish speaking adults and childeen. programs for children
to whom standard English Is virtually a fotelgn language, adult education in
general, summer school, programs for the physically and emotionally
handicapped (where costs per pupil are greater than normal child costs by a
factor of four or live to one) and vocational education (Characterized by
average costs of 1.35 tir s thote of academiic secondary schools)-these are
all prominent aspects o1 urban education because of the ethhic and
socio econcmic make-up of a cily."|o
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The percentage of the Negro pupil population is one useful index to the
need for more educational resources. Negro pupils tend to come from homes
that suffer from generations of societal neglect resulting in lower average
years of schooling, which frequently was acquited in inferior segregated
schools. A host of recent studies have suggested the importance of parental
educational background to pupil achicvement,1!

The high proportion of pupils from Negro familics who are generally
unable to provide substitutes and supplements that aid the formal educational
process is far higher than the proportion in the general urban population. For
example, in 1965 the Negro percentage of the general population of Newark,

TABLE 9.—PERCENT OF POPULATION IN LARGE
CENTRAL CITIES THAT 1S NEGRO

Proportion
Negro in
1965 public
{Estis elementary
mate) schools

4
o
[
-
E
-
-3
w
<
[
-3
o
(]

EAST

Battimore, Md. 16% 24% 35% 38% 64.3%
Boston, Mass. . 2 9 13 239
Newark, N.J. .. 3 1? 34 47 69.1
Buffaio, N.Y. . 1 6 13 1?7 34.6
New York, N.Y, 3 10 14 18 30.1
Rochester, N.Y, NA NA NA NA NA
Philadelphla, Pa.- ] 18 26 31 58.6
Pittsburgh, Pa. cccveeviinnannenns L 12 17 20 39.4
MIDWEST

Chieago, Ml e iiiaraarnanenressansns 2 14 23 28 52.8
Indianapolis, 1nd, «ooo.eiierirnreronss 9 15 21 23 30.8
Oettolt, MICthe s vvesrtnrsnnerecerenans 1 16 29 34 $5.3
Minneapolis, MINN, ..., ciiiiiecearnrons 1 1 2 4 1.2
SULPaul,MiInn., ..eocviiireeriiereresse NA NA NA NA NA
Kansas City, Mo.-Kans, . .......cc00n000, 11 12 18 22 2.4
St LOuls, Moesllle ceieiiiienrerecaranns 6 18 29 36 63.3
Omaha, Nebeclows ., . « NA NA NA NA NA
Cincianati, Ohio-Ky.:1nd . 4 16 22 24 490.3
Cleveland, Ohio ... . 2 16 29 34 539
Cotumbus, Ohio . 7 12 16 18 26.8
Toledo, Ohto .. ..o NA NA NA NA NA
Milwaukee, Wis, ... ciuiieasnnnrssansaas [} 3 8 11 265
SOUTH

BiIrmingham, Ald, ... iiiiisane 100.. NA NA NA NA NA
ALANES, B8, s ecetieoitinserecstsneass @0 37 38 44 54.7
Louisyie, My I8, i ciiiererensrereees NA NA NA NA NA
New Or10ans, Lo, ccceriareninressaaness 27 32 37 4] 15.5
Oktahoms City, Okta, NA NA NA NA NA
Memphis, Tenn,-Ark. 19 3? 37 40 53.2
Oatiss, Tex, ...... 21 13 19 21 2715
Houston, Tex 33 21 23 23 339
Notlolx, va, cressecsaces NA NA NA NA NA
WEST

LongBeach, Calif, .......i00eveiieesee, NA NA NA NA NA
Los Angeles, Clil. .. ... veveisanenenes 2 9 14 1?7 NA
San D190, Catif. .. eiivieaarasreaisees NA 5 6 7 11.6
San Franciseo, Caiif, .o rerierrearans ] 6 10 12 2.8
Denver,COIO. « i everiairenrsesscanans 3 4 6 9 14.0
Portiand, Ored.-Wash, NA NA NA NA NA
Seatlie, Wash, L. eiveriienenrecncasnan 1 3 5 7 105
Source:

Sacxs, Seymour. Edwcationat Finance in Large Cities. Syracuse, N.Y.: Syracuse
University Press, 1970, tn process,
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N. J. was estimated at 47 percent, yet the Negro percentage of enroliment in
the public elementary schoals was 69.1 percent. In Buffalo the comparable
figures were 17 percent in the general population and 34.6 percent in the
public clementary schools. Similar patterns may be found in all parts of the
country. The implications for the real cost of education arc immense (Table
9).

In summary, lower city educational expenditures take on an added
significance when they are placed in the conte:xt of the higher costs inherent
in utban education. It is apparent that city school systems would have to
spend considerably more than their surrounding areas to provide equal
educational results. In fact, as this paper has already noted, cities are actually
able to spend less.

Intergovernmental Aid

Urban education systems, of course, do not face these costs alone,
Intergovernmental regulation and aid has a long tradition and a central role in
educationa! finance, In the current fiscal year (1969-70), for example, 52.5
percent of the nation's revenues for elementary and secondary education is
raised locally. State governments foot 40.8 percent of the bill and the federal
government provides the remaining 6.7 percent. We tum now to an analysis
of the impact of state and fedcral financing for schools in large metropolitan
areas of the country.

State regulations as well as state aid have a decided impact that
frequently leaves citics at a competitive disadvantage vis-a-vis their environs.
For example, Sacks has noted that in many states it is only the large school
districts that must bear the costs of retirement systems, and in some cases,
even where smaller districts are responsible for retirement contributions, a
heavier assignment is charged to the large city school district or its overlying
government. Sacks has also concluded that tax limits frequently are
“operative only insofar as they affect the large cities,*'12

Support for this latter view may be found in a report prepared for the
1967 New York State Constitutional Convention. It noted that of the states’
62 cities, 10 were operating at better than 90 percent of their statutory tax
limits. Included in that group were all six of the cities with over 125,000
population, and five of them were at 99 percent of their ceilings.‘s

In the area of intergovernmental aid {both state and federal)} for
education, suburbs received a decided edge in per-capita terms in the 37
largest SMSA’s. Suburbs received $64 per capita in 1967; central cities, $48
per capita (Table 10). Mirroring the division of taxes and of expenditures
discussed carlier, suburban aid was primarily devoted to education, (64
percent to education; 36 percent to noneducational services), central ity aid
mostly to noneducational services (38 percent to education; 62 percent to
noneducational services).

While cities did somewhat better than their suburbs in noneducational
aid, the amount has not been sufficient to compensate the cities for the
added costs of urban government. In 1967, while the core cities of the 37
largest SMSA's received $105 per capita in total aid and their suburbs
received $99 per capita, cities expended $50 per capita more for the total of

4 "\(
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TABLE 10.—PER CAPITA EDUCATION ANO NONEQUCATION
INTERGOVERNMENTAL AID TO CENTRAL CITY AND
SUBURBS: 37 LARGEST METROPOLITAN
STATISTICAL AREAS, 1966-67

Total Education Noneducation
Central Central Centratl
Area City Suburbs City Suburbs City  Suburbs
NORTHEAST .......... co. 8133 $ 98 $ 46 $ 64 $ 86 $ 34
Washington, D.C. , A 182 81 21 56 161 25
Baltimore, Md. ............. 174 101 40 65 134 36
Boston,Mass. .......... PPN 179 74 44 32 135 42
Newark, N.J. .. ..ouininns, 144 53 682 27 76 26
Paterso1-Cliften-

Passalc, N.J. ... vnvnunnn 53 37 29 26 24 11
Buffato, N.Y. .............. 137 165 72 112 65 53
New York, N.Y. ..., e 220 163 66 119 154 43
Rochester, NNY., ............ 145 195 71 133 74 62
Philade phia, Pa, .. ....... [N 70 61 41 46 29 15
Pittsburgh, Pa. ...i.cvoaansn 87 69 35 54 52 15
Providence, R.LE .. ..., 67 76 24 3s a3 a)
MIDWEST . . 88 89 35 54 54 35
Chicago, 1'l. Ve 88 55 37 34 51 21
indlanapolls, ind. ..... e 76 82 47 61 20 21

-~ Detrolt,Mich., ............. 126 115 63 83 63 32
Minnezoolis-St. Paul,

Minn, ... e 100 127 32 B7 68 40
Kansas City, Mo, ........... 64 73 48 49 16 24
St. Louls, MO, ... e 57 57 38 46 19 11
Cincinnati,Ohio .........u. 108 60 26 40 82 20
Cleveland, Ohio . .....+v.s.. 85 59 22 24 63 35
Columtius, Ohio . . 61 34 23 53 38 31
Dayton,Ohlo ........ ‘e 73 72 27 46 4 26
Miwaukee, WIS, .. .......... 134 190 18 67 J16 123
SOUTH ........... . 65 87 47 74 18 13
Miami, Fla. ........ . 74 70 64 64 10 6
Tampa-5St. Petersbury,

FIa, iniivstaasasssnans 68 60 56 56 12 4
Atlanta, Ga. .......0.c0000.. 68 110 39 95 29 15
Loulsville, Ky, ......c.o0u.s 72 72 44 54 28 18
New Orieans, La. . ...vennass 71 115 41 65 30 50
Oallas, Texas .......c0vnnss 34 75 30 72 4 3
Houston, TeXas .o eresnsnans 45 85 40 83 5 2
San Antonio, Texas ......... 80 107 62 104 28 3
WEST ....iiviinnnenns 136 133 59 78 76 EH]
Los Angeles-L.ong Beach,

Calif. v vvsiennonanaaanss 129 147 47 75 82 72
San Bernardino-Riverside-

Ontarlo, Callf. .....uvuss. 1896 174 103 90 93 84
San Diege, Catif, ...00.0vnen 140 176 () 91 75 85
San Francisco-Oakland,

Calfy cvvsrcannnnnnnnnns 187 147 42 73 145 74
Denver, CoOlo, ..v.v vt e as 99 78 31 53 63 25
Portiand, Oreg. o .. coevnn. o 76 86 46 63 30 23
Seattle,wash. ....... 0. 00un 127 124 a0 103 47 21
WEIGHTED AVERAGE

FOR 37 5SMSA*'s ...... s 128 100 48 64 a0 36
UNWNEIGHTED ......... van 105 99 45 66 60 33
Source:

Advisory Commission on intergovernmental Relations, Metropotitan Disparities—A
Second Reading. Bulletin No. 70-1. Washington, D.C.: the Commission, January 1970,

2educationz! aid flgures are for 1967-68.
t’Fedemi ald coinponents are an average of 196566 and 1967-68 figures.
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TABLE 11.-PER CAPITA EXPENDITURES, AIDS, AND NONAIDED
EXPENDITURES IN CENTRAL CITIZES AND SUBURBS:
37 LARGEST STANDARD STATISTICAL AREAS,
1957, 1964, AND 1967

Central city

Flscal item Centrart city Suburbs suburbs ratio
1957
Expenditures ..... Cevee e $198 $156 1.27
Ald ..o, e e a0 40 1.00
Nonaided Expenditures .,....... 143 116 1.28
1964
Expenditures ........c.0000. 3c4 265 1,15
Y T 78 78 1,00
Nonaided Expenditures . ........ 226 187 1.21
1967
Expenditures ... PP 363 308 1.18
Ald ittt it 105 99 1.07
Nonaided Expenditures ,,....... 258 209 1.23
Source:

Advisory Commission on Intergovernmental Relations, Metropctitan Disparities—A
Second Reading. Bulletin No. 70-1, Washington, D,C.: the Commission, January 1970.

governmental services than did their surrounding areas {Table 11). In other
words, while cities appeared to be receiving more aid (educational and
noneducational) thun their neighbors, the amount of aid they received was
not sufficient to offset their greater costs. Indeed, the excess of expenditures
over aid is approximately 25 percent greater in the core cities than it is in
their suburbs. Thus, cities suffer from both a substantial disparity in the
educational aid per capita they receive as well as in the tota! (education and

noneducational) aid they receive relative to their total expenditures.
When we examine the impact of state aid for education, we find that

aid systems continue to bear the marks of their origins. Education aid
formulas were designed in the first decades of the century to compensate for
disparities ba*ween the rich cities and the poorer outlying areas. Relative fiscal
positions are now reversed, but the formulas continue to give lesser
proportions of aid lo cities than to suburbs as many studies have shown. In
1962, for example, the last year for which data on state aid to local schools in
the 37 largest SMSA’s exist, only three central cities had higher state aid on a
per-capita basis than did their neighbors {Table 12). As aid has risen in recent
years, this pattem has tended to remain fairly constant, and reapportionment
of state legislatures has often operated to reinforce the rural and suburben aid
advantage.

‘fhe fiscal impact of the structure of federal aid to education is less
clear. ESEA I, because of its poverty formula and utilization of AFDC
eligibility, funnels more funds into central city than suburban school systems.
A number of other major programs, however, seem to aid outside-central-city
arcas disproportionately. A U. S. Office of Education tabulation found that
in 1967 the 50 largest cities of the country, containing 21.3 percent of total
school enroliments in their combined 28 states, received a lower proportion
of their states’ Vocational Education aid (15.9 percent), NDEA Title 111 aid
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TABLE 12.—EDUCATION AID PER CAPITA IN CENTRAL CITIES AND SUBURBS:
37 SELECTED LARGE METROPOL:TAN AREAS, 1962

Total education
ald as a percent
of total educa:

Central tion expenditures
Area City Suburbs In Central City
New York, N.Y. ....... et e n et eaas $30.19 $ 66.17 38.7%
Chlcago, i, .v..» 15.31 20.45 23.2
Los Angeles, Calif. 36.19 102.30 35.8
Phliadelphla, Pa. 17.45 24.17 31.9
Oetroit, Mich, ... 23.62 39.49 25.2
Baltimore, Md. e e 19.83 31.61 24.6
Houston, Texas .......... . .. 31.33 51.28 49.1
Cleveland, OhI0 . .uiviien e enennnaa 6.76 12.76 10.4
St.Louls, MO, «..vevervvirannan Ceeeees 18.20 24.83 32.9
Milwaukee, Wis. . ......... e et ceeean . 13.43 11.91 20.6
San Francisco, Calif. ... ..o vvvivienenns . 23,72 98.34 34.3
Boston, Mass. .. ...... .00 veeeeas 6.54 2.78 13.0
Dalias, Texas ««..ooveee e, 2713 38.74 36.5
New Orleans, La, ...... Ceveaaes Ve eenn 2%2.06 39.01 69.6
Pittsburgh, Pa. .......... Seneean sern. 11.43 34.53 223
San Diego, Calif. ..... et er e o 37.43 63.87 35.6
Seattie, Wash. ...... L iee et et ey 42.46 B80.03 47.5
Buffalo, N.Y. ... . PP 25.45 59.80 42.9
Cincinnati, Ohio 2.73 32.34 12.4
Memphis, Tenn, .......... . 22.20 32.34 45.7
Denver,Colo. ....... P 14.06 34.70 17.3
Atlanta, Ga. ... ihiiiiiii i . 21.25 39.02 37.0
Minneapo!lis, Minn, ..., .. 00 ... 19.51 93.73 31.7
Indianapolis, Ind. . ....... 00 uus.. Ve 18.53 27.89 26.5
Kansas City, Ma. ......... et et e 20.69 3o0.21 27.6
Cofumbus, Ohio ..... P Ceeaan 9.28 28.31 15.1
Newark, NoJ. o oiviviieiniinnines 15.48 12.04 16.5
Loulsville, KY. ... counvernnn Chemeaeaes 17,53 28.02 40.9
Portlandg, Oreq. ...... et et seeaaas .. 21.05 53.52 26.6
Long Beach, Calif. ......c.cevueenrnnan 34.91 90.06 40.6
Birmingham, Ala. .......c.c0vvu.. Ceees 31.70 372.85 78.3
Oktahoma CHY, OKIA, v .cevevvnveeerennn 23.19 13.39 34.5
Rnchester, N.Y. . ...... S heetecete e 24.56 67.05 30.9
Toledo, Ohio  ....cu. ittt eneennaanns 8.54 47.51 10.5
St. Paul, Minn. . £7.78 102.03 30.5
Norfolk, va. . . 17.89 28.28 37.3
Omaha, Neb. ..... e 5.60 10.46 11.3

Source:
President’s Task Force on Urban Education. “Report'. Congressional Record 116:
E30; January 20, 1970,

(16.2 percent}), ESEA Il aid (18.1 percent), and ESEA Title 1II aid (20.5
percent). Only in ESEA Title I, where the same cities received 29.9 percent of
their states’ funds with 26.4 percent of the poverty eligibles, did the cities
receive an amount proportionate to the number of pupils they have.14
Existing federal aid programs, then, are clearly unable to compensate for the
disadvantageous financial position of urban education systems. Difficulties in
the timing of funds, uncertainties about appropriation levels, and the
relatively marginal level of support {currently under 6.7 percent of
elementary and secondary revenues) make federal aid a weak fiscal reed for
drowning central city schoolmen.

Summary

Now to summarize. In examining the fiscal structure of school support
we have suggested that large city school systems are currently in a
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disproportionately beleaguered condition. Metropolitan decentralization has
teft them with a less affluent population and a resource base that is failing to
gow at a rate sufficient to mcet increasing needs. Because large urban areas
have disproportionately greater needs for a wide variety of public services, a
much lower proportion of their expenditures can be devoted to education
than is frue in suburban areas. The result, of course, is lower educational
expenditures per capita and per pupil in cities than in their environs.
Unfortunately these problems are compounded by the inherently more costly
nature of urbin education: costs per unit are higher in big cities and pupil
populations include more children in nced of expensive supplementary
educational techniques. Nor do we find the structure of intergovernmental
aid of any substantial help in alleviating the plight of central city education.
State aid systems discriminate against the most urban areas, and federal aid
does not work, except through ESEA Title 1, to offer cities compensatory
financing.

In one sense this paper has described the impact of funding on urban
schools. But in a more prefound sense, we have barely scratched the surface.
For the real impact behind the statistics on metropolitan disparities are
evidenced in dropout rates, student performar.ce below grade level, difficul-
ties in atrracting and holding qualified teachers, and overcrowded classrooms
in aged and dilapidated school buildings. By each of those criteria, city school
districts are performing more poorly than are districts in their surrounding
suburban areas. The costs of these conditions are varied and immense. They
are reflected in higher welfare, law enforcement, and job training expenses of
the cities, in the flight of the middle class to the suburbs, and in the human
tragedy and property destruction related to urban unrest.

To remedy these problems will require new kinds of teaching suited to
the particular problems of urban youngsters. Small classes, special programs,
and retrained teachers are widely recognized as basic to improved urban
education. But though basic, they all cost dearly. Until the patterns of
funding described in this paper arc radically reformed, there appears to be
little hope for significantly raising the quality of education in the large cities
of the country.
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The Impact of Grants-in-Aid on State
and Local Education Expenditures

Stephen M. Barro

ONE YEAR AGOQO, The Rand Corporation received a grant from the Ford
Foundation to study fiscal impacts of state and federal aid to local
governments, primarily the decision problem faced by the grantor of aid, that
is, the state or federal supplier of funds, in choosing among alternative forms
of support to bring about desired expenditure patterns at the local level. To
strengthen the capability of grantor agencies to mak: those decisions, we

. proposed to develop analytical tools or models that cotld be used to estimate

the fiscal impacts of alternative 2'd formulas, thus providing a base of
infor:nation for comparing rival proposals.

For concreteness, we focused on one broad category of state-local
ipending rather than attempting to study intergovernmental fiscal relations in
general. We selected public elementary and secondary education as the study
area because it is the largest program in terms of both expenditure levels and
the volume of intergovernmental transactions, and because of complementary
Rand work in a variety of ecucation studies. Therefore, this paper reports
essentially on the impact of alternative forms of intergovernmental aid to
education on tocal school district spending.

Of course, the question of the impact of alternative arrangements for
financing the public schools is a timely one. Changes are taking place, and
there are pressures for change in educational finance across the country, at
both state and federal levels. In California alone, at least eight bills that would
have substantially chang:.d the method of financing education were con-
sidered during the last legislative session. Some of them would have provided
more money to school districts while preserving the existing financial system;
others would have required major changes in both the tax mechanism and the
aid distribution formulas. Also, there have been proposals, though their time
apparently has not come politically, for allocation of federal funds to
general-purpose aid to school districts. Thus, at each level we find an array of
alternatives. If intelligent choices are to be made among them, theve is need
for comparative analysis of their fiscal implications. This analysis must deal

Mr. Barro is Economist, The Rand Corporation.
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with both the prospective impact of aid plars on levels of public-school
spending and their probable effects on the distribution of spending ainong
differcntly situated school districts.

Nature of the Study

The work we are carrying on at Rand belongs to a growing body of
research on the determinants of public spending and the effects of
intergovernmental aid. This research deals with fiscal behavior not only of
school systems but also of states, municipalities, and county governments.
While public education has many special financial problems, there are also
important similarities between schoo! districts and other types of local
jurisdictions, especially with regard to their response to intergovernmental
aid. Therefore, the whole body of research, in addition to those studies that
deal specifically with education expenditures, can be drawn on to develop
impact models for school districts,

Some of the work on expenditure determinants has been carried on
within the education finance community; for example, James's study of
determinants of educational spending in large city school syslc:ms.l But much
of the pertinent work has been undertaken by economists working in applied
public finance. In recent years, the National Tax Journal has been the largest
single source of literature in this field.2 There is also increasing interest in
problems of intergovernmental finance, including educativnal finance, among
more theoretically inclined economists, as evidenced by growth in the
number of dissertations in the field. This trend is important because it marks
a shift from primarily empirical research toward work aimed at developing a
stronger theoretical understanding of the fiscal behavior of local governments.
While some of that work may seem to take the long way around or even be
irrelevant in terms of practical problems, in the long run it may well have the
greater benefit. The payoff—if the work is headed in the right direction—
should be a rise in the quality of empirical work to a higher plateau of
sophistication leading to enhanced ability to develop policy-relevant con-
clusions.

The project under way at Ranrd comprises both theoretical and
empirical work on the impact of aid. On the theoretical side, we have
formulated several economic models of the expenditure behavior of local
school districts. The models take into account the effects of state aid on
spending and also the effects of other economic and demographic variables
that have important effects on spending levels, such as community income
and wealth, costs of education, property values and tax rates, and numbers of
school children in relation to population. Two distinct theoretical approaches
are being pursued, as I shall explain, and there are a number of variations
within each approach.

The empirical work centers on development of econometric models
that relate expenditures by individual school districts and by states to the
same kinds of varizbles. One part of the work is an interstate analysis of
variations in state-wide school spending; another part is an analysis of
variations in per-pupil spending levels among districts within individual states
(e.g, New York State and Califernia school districts). An important
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characteristic of the work at both the local and the state levels is that time
series (longitudinal} as well as cross-section data ar: used to estimate the
effects of the explanatory variables, This is in contrast to most studies of
expenditure determinants, which have been limited to single-year cross-
sectional analysis. It is also an important, and in fact necessary, characteristic
of the work in light of the objectives of the study for reasons that I will
discuss later,

We have attempted to build into the project a close linkage between the
theory and the empirical studies. The reason for expending considerable
resources on development of the theoretical models is that they have
implications that can be empirically tested. So in pursuing several versions of
each of two theoretical.approaches the emphasis is on idenifying differences
in implications that make it possible to empirically determine which
formulation is preferable, This focus on theoretical aspects has nol been
maintained only for academic reasons. If we were interested in developing a
model that would be used mainly to predict future levels of public school
spending, or even to “‘explain’ variations in spending levels among jurisdic-
tions, it might not be neccessary to give so much attention to development of
a detailed theory, However, the objective of being able to estimate
consequences of alternatives—being able to answer hypothetical questions
about the consequences of changes in the form as well as in the level of aid--is
a more demanding one. It requires that a model based on past and current
data be usable for prediction beyond the range of those data. This can be
done, if at all, only if there is a valid theoretical framework, for reasons that 1
hope will become clear as I proceed.

The theoretical portion of the work is now largely completed; the
empirical work is still under way. Consequently, I shall describe to you what
we are doing on the theoretical front and also outline some of the empirical
analyses and discuss some interim results. But the complete analysis of school
district data will not be available for several months, and not until then will it
be possible to report on specific policy implications of the study.

Theories of School District Spending

As I mentioned earlier, two theoretical approaches have been followed
during the study. Gne has been to adapt the economic theorv of constrained
maximizing behavior, This approach, though originally based mainly on an
analogy between government spending and consumer spending behavior, has
now been applied to local government expenditure analysis by a number of
writers and has been used to provide a framework for analysis of different
forms of grants-in-aid.3 The thrust of our work with these models has been to
extend their usefulness as tools for analyzing school district spending by
introducing additional variables and relationships and recasting the primarily
graphical prior models into a more manipulable mathematical framework.
Shortly 1 will describe one of these formulations. The second approach has
been 1o develop models that more directly and explicitly represent
budget-making behavior by local administrative units. These models, which
embody “incrementalist’ notions of the budgeting process,t seem more
realistic in some senses than the constrained maximization models, but they
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are less generalizable and appear to have a more restricted range of testable
implications. Because of time limitations I will be unable to include a detailed
description of the second class of models in this discussion.

A Constrained Maximization Model
of School District Expenditure

As a way of conveying the flavor of this theoretical work, I will trace
through the analysis underlying one type of model of school district fiscal
behavior. This model, which belongs to the constrained maximization
category, represents the spending and revenue patterns that would occur if
school district behavior conformed to a particular kind of economic
rationality. The assumptions used in deriving the modcl may not appear
wholly realistic, but they are similar to equally unrealistic zppeacing
assumptions that underlie the well:substantiated theory of consumer demand.

This particular model is based on the idea that a school district, in
deciding on its per-pupil level of expenditures, faces a trade-off between
higher program levels, as measured by real per-pupil outlays, and the level of
educational taxes that it must impose on the community. Of cousse, with any
given level of taxes the district would like to have as high alevel of per-pupil
spending as possible, and with a given expenditure level it would like to have
the smallest possible tax rate. But the important question is how the district
is willing to trade off the two: higher expenditures, which are valued, versus
higher tax levels, which have obvicus political disutility to the district
decision-maker.

District preferences with regard to different combinatiuns of expendi-
tures and taxes may be described by specifying a mathematical function of
expenditure and tax levels called the mzrginal rate of trade-off. For example,
a district spending $800 per pupil and imposing a $5C0 tax per pupil might be
willing to spend an additional §10 per pupil if it could do so by imposing ne
more than an additional $§6 per-pupil tax. In that czse, we would say that the
margin rate of trade-off is §6/8$10, or 0.6. If the same district were already
spending $1,000 per pupil, it might value additional spending less highly at
the margin and might be willing to tax itself only $4 for an additional $10
expenditure, a marginal rate of trade-off of 0.4. In general, we would
probably expect the district to behave so that the more tax it was levying, at
a given level of per-pupil spending, the lees additional tax it would be willing
to levy at the margin for an additional unit of expenditure. Similarly, the
higher the level of spending with a given tax levy, the less additional tax it
would be willing to levy for one additional unit of expenditure. These
assumptions about district willingness to trade off increments in spending for
increments in taxes at various levels of spending and taxing suffice to define a
“preference function'" for the district,

A district’s preferences with respect to school spending and taxes can
be represented graphically if we hold all other variables, such as incomes and
prices, constant. In Figure I, the rate at which a disirict will trade off
increments in per-pupil taxes (measured along the vertical axis) for
increments in per-pupil expenditures5 (measured along the horizontal axis) is
indicated by the slope of the preference contours. Points along each contour
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lory to the district. The curvature of the contours reflects the assumpt;
that have been stated: The mar

provide additional expenditures
increased taxes, holding the oth
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lower per-pupil taxes.

Figure 2

Tax versus expenditure trade-off model
of school district spending
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The basic behavioral premise that leads to 2 model of expenditure
determination is that the district will select the best attainable combination
of expenditures and taxes, subject to applicable budget constraints, That is, it
will select a point along the most southeasterly preference contour it can
reach. This is equivalent to the assumption of utility; maximization in
consumer economics. The next step, then, is to define the constraints to
which a school district finds itself subject.

if no borrowing for current expenses is pennitted and there is no state
aid, the budget constraint is simply t=e, Le., per-pupil expenditure equals
per-pupil taxes. This constraint §s represented in the diagram by the 45° line
through the origin. Points on and above the line are accessible to the district,
but only points along the line are relevant since for any point off the line
thete is one on the line that provides greater expenditures for no greater
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taxes. The “best' point that is attainable is the point of tangency between
the budget constraint line and the highest preference curve that truches that
line, i.c., the point Pj.

In general, a district will not have to levy taxes equal to all the funds it
expends because some of its revenues will be obtained as aid from state and
federal agencies. To a certain extent, the effects of this aid can be studied
graphically. If, for example, a flat grant of s, dollars f state aid per pupil is
provided to the district, the new budget constraint becomes t = ¢ - 3, and the
new *“best'' combination of taxes and cxpenditures is at point Po,
corresponding to an expenditure level ep. Note that the level of per-pupil
expenditure docs not increase by the whole amount of the grant-in-aid, sq.
Only a fraclion of that aid is additive; the remainder becomes a subslitut~ for
funds that would have been provided locally had aid not been available and
results *n areduction of the tax level from tj to tg. Animportant objective of
the empirical analysis based on this model is to detcrmine the proportions in
whict a dollar of lump-sum state aid translates into increased total outlay and
reduced taxes, respectively. Many conflicting estimates of this substitution
ratio have appeared in the literature, and it is hoped that careful specification
of the mo et will make it possible to obtain a more reliable estimate.

‘The diagrammatic analysis can be used to study a number of aspects of
district response to state aid. For example, it can be used to demonsirate that
matching grants are gencrally more stimulative of local spending than
Jump-sun grants. 1t can also be used to study the effects of "floor” and
“cciling"" stipulations, minimum tax rate requirements, and other characteris-
tic featurcs of state school aid formulas. However, the two-dimensional
diagrams arc too restrictive to permit analysis of many other phenomena of
interest, such as cffects of diffeiences ir income, wealth, and costs of
cducation, proportion of the population in school, compaosition of the tax
base, and cqualization features of aid formulas. Therefore, rather than pursue
the graphical analysis, which 1 have introduced mainly for heuristic purposes,
1 will now outline the mathcniatical approach to the theory, which can
accommodate many more variables and which admits of direct transtation
into empirically testable econometric models.

Mathematical Formulation of the Model

A niathematical version of the constrained maximization model of
school district cxpenditure requires the same two clements as Whe graphical
version, namely, a description of the district's behavior in trading off
expenditures versus taxes and a budget constraint relationship. With these
two clements at hand, it is possible to derive a number of quantitative
implications of maximizing behavior.

The analytical counterpart of the expenditure versuse tax trade-off
curves shown in Figure 1 is an explicit mathematical expression of the
dependence of the trade-off ratic on cach of a number of school district
vatiables. The nature of the supposed variation of the ratio with levels of the
expenditure and tax ‘variables themselves has already been described. In
addition, the mathematical framewotk peemits us to introduce as hypotheses
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for testing a number of propositions about cffects of other variables on the
trade-off ratio. Some of these hypothescs are as follows:

1. A di-urict's willingness 1o raise taxes in order to raisc expenditures,
given the inuial lcvels of those two variables, increases with community
income or wealth; i.e., of two communitics starting at the same peint, the
wealthier would probably be willing to accept a great per-capita tax increase
for a unit increment in real cducational outiay per pupil.

2. The higher the ratio of school enrollment to total population in tihe
community, other things being equal, the more willing would the district be
to increase per-capita taxes to obtain a unit increase in per-pupil educational
outlay. An argument in support of this hyposthesis is that the greater the
cnroliment/population ratio, the greater is the proportion of the houscholds
or volcrs in the community with children in school, hence with a direct
interest in the level of school programs.

3. The tradc-off ratio depends on the proportion of the local tax
burden to be borne by homcowners as opposcd to businesses (the greater that
propotrtion, presumably, the less the willingness of the community to tax
itself, and on the levels of other property taxes imposed on the community
{the higher the level of other taxes, the less willingness to raise taxes for
education). Note that the last proposition allows for treatment of the
frequently cited “'municipal overburden® problem as an integral part of the
analysis.

To express all of these hypotheses, we d=fine a marginal rate of
trade-olf function:

mie, teiy - tys 2, h, lg)

where m is the marginal rate of tradc-off between school taxes and
expenditurcs, as defined carticr, and

e = recal cducational expenditure per pupit,

teal local school taxes {property taxes) levied per capita,
rcal personal income per capita,

tcal per-capita income 1axes (federal and state)*

average daily attendance,

population of the school district,

AN,

proportion of the local school tax borne by homecowners,
real nonschool ptopetty taxes per capita.

i

>
R ¥ B " Bn

Our hypotheses about the signs of the effects of the variables entering into
the trade-off function lead to the following stipulations about its partial
derivatives:

am om om o om om
F(O.a"<0. y»«r,.)>o‘37>0‘3)7<0‘57;<0

Two special features to be noted about this formulation are {a) that all of the
dollat variables enteting into the model are defined in *‘real” terms, fe., in
constant dollars, and (b) that of all the variables in the exptession for m, only
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the two to the left of the semicolon can be determined by district
decision-makers; the others are exogenous school district or community
characteristics.

The budget constraint relationship is nothing more than a statetnent
that school district revenues must equal school districi expenditures.
However, it 1nust allow for the availability of state or fcderal aid and for
representation of the actual formulas by which that aid is provided.
Morcover, since the key variables in the model have been defined in rcal
terms, it is also necessary to take into account that the unit cost, or price, of
educational resources as well as the generd price level may vary over time and
among districts. Making allowance for these features, the budget constraint
cquation may be written

PeAe = pyNt + p.As

that is, total expenditure = total local taxcs + total state aid. The new
variables are pe, the price per unit of educational resources, py, the general
price level, and 3, the real value of per-pupil state aid to the local school
disttici.? As indicated by the association of Pe With s, the real value of state
aid is mcasured in terms of its educatioral purchasing power. For conven:
ience, we can solve this equation for ¢ and rewrite it as

P.A

t =—-t——(e—s) = pa(e—s)
Pxi

where a = AfN, and p is defined as p, fpy, the relatitn price of education.

State Aid Formulas

aving defined the budget constraint, we are also in 2 position to
intruduce the state aid formula into the model. In general, the :mount of
state ald, s, provided per pupil will depend on the progerty value per pupil in
the district, as is the case under most equalization plans, andjor the levei of
pecpupil expenditures as is the case whenever an aid fonaula contains
malching provisions. Therefore, a general functional expression for a state aid
foimulais

3$=4(v, ¢)
where vis the assessed property value per pupil in the district. However, there
is no need to leave matters at such a high tevel of abstraction since in virtually
every state the aid (otmula consists of one or mote of the following three
components:
(1) A flat pee-pupil grant .
{2) An equalized per-pupil grant, in which the amount of the grant is
inversely related to sssessed ptoperty value per pupil (foundation
program)
(3) A matching grant, in which the local share is inversely related to
assessed propertly value per pupil (variaMe percentage matching).
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In California, for example, all three of these are present in the forms of basic
aid, equalization aid, and supplementary aid, respectively. Accordingly, we
can assume that statc aid, from the point of view of an individual district, will
have the form:

s=f4+(1-c)e

where [ is the total amount provided cither as a flat grant or an cqualized
per-pupil grant, and c is the local share of expenditures required by a
matching formula. But when we compare across districts both f and ¢ are scen
to depend on the value of v, the property value per pupil in a district. That is,
f=f(v) and c = c(v}, with -25' <0 if there is an cqualized foundation program
and ££ >0if there is variable percentage matching.

The aid formula inay be incorporated into the budget constraint
rclationship that was specified carlier. The result of that combination is a
transformed budget constraint:

te = paje~f-({l-c)c}
= palce~f].

Neote that the *“matching” part of the aid formula and the nonmatching
foundation and Mat grant parts enter differently into the cquation. The
significance of this will emerge shortly.

Maximization

In the graphical exposition of the theory, maximizing behuvior was
shown to imply movement toward a point of tangency between a preference
contour and the budget constraint line. The mathematical counterpart of that
tangency condition is the requitement that the marginal rate of irade-off
between taxes and expenditures be equal to the slope of the budget
constraint. From the equation above for 1, that slope is

dt
--& = p.c

de
Therefore, the maximization condition is

mic, teiy - ty,a, by, 't) = pac.
If there are no matching provisions in ti:+ aid formula (which is to say, if the
aid consists of flat grants or equalized foundation grants o districts), c(v) = |
and thc maximization condition simplifies to

mie, t.:y ‘g, h, l‘) =pa

Frem whichever of these equations that is applicable, together with the
budget constraint equation, we can proceed to derive inplications about the
responsiveness of real per-pupil expenditure, ¢, to changes in each of the
exogenous variadles that appear in the model,

1 will not attempt to teproduce here the mathematics by which the
response of per-pupil spending to each of the vther variables is derived. The
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process consists of differentiating both the marginal rate of trade-off equation
and the budget constraint equation with respect to each variable and then
solving the pair of equations for the ckange in e pcr unit change in that
variable. The result is a set of implications, showing the expected sign of the
eff.ct onspending of a change in each variable and, in some cases, the relative
magnitude of the effect. These implications lead directly to formulation of
regression equations that can be applied to the empirical data.

Implications of the Theory

The model sct forth above proves to be consistent with the following
empirically testable, linear deinand equation:

¢ =bgtb)ly - ty) + bgal + bga + bgh + bsty + bgpac.
+ + + . . .

The plus or minus sign under cach coefficient indicated whether a positive or
negative effect of that variable on real per-pupil expendilure is expected,
Thus, the nodel implies that real educational outiay should increase with
increases in disposable personal income and state aid and should decrease
with increases in the proportion of local taxes borne by homecowners,
noncducational property taxes. the relative price of education, and the lccal
share of matching grants.

Some of these implications could casily be arrived at intuitively or by
reasoning in terms of the fiscal capacity of school districts. For instance,
therc is nothing surprising about finding educational spending positively
associated with disposable per-capita income and state aid and negatively
associated with noneducational property taxes, all of which affect the ability
to pay ol the local district. On the other hand, the model has certain
implications not intuitively obvious and not readily derivable by reasoning
about the willingness ot ability of a local community to support education,
but that do significantly affect empirical analysis. Some of these implicatiens
deserve special atlention, as they are not frequently discussed in the
cducational finance literatute.

The importance of Relative Price Changes

One such implication is that variations in the telative price of education
need to be taken into account in developing empitical equations to explain or
peedict experditure Icvels, There aie two sources of such variation. One is the
rise in educational resource costs over lime, which can be measured by
increases in salaries of insttuctionat peesonnel and in prices of other resources
purchased by school districts. The other is diffetences that exist 2t any given
time among states or localitics on the supply side of the market for teackers
and other educational eesoutces. la ptinciple, the second kind of variation
would be measured by differences in salaties paid (in the case of teachers)in
different areas to obtain teachers of the same quality. i “wever, the problcm
of 1aking quality into account when comparing teacher salaries is 2 difficult
and thus far an unsolved one from a conceptual point of view, and also a
difficult one practically becanse of the scatcity of relevant data. Conse-
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quently, the only real opportunity at present for detcrmining the cffect of
relative price changes on spending is in analyzing the cffects of changes in
relative education costs over time. For this reason, inclusion of both
crossssection and longitudinal data in the empirical analysis, which was
referred to very briefly earlier in the discussion, is essential in te. ting the

~ implications of the theo:y.

A few numbers may help 10 convey a feeling of the importance of
including the price term in an expenditure model. In the United States during
the 10.year period 1958-1968, rcal disposable personal income 10sc 33
percent. The cost of education, based on the trend in instructional salarics,
increased roughly 30 percent, over and above the rise in the general Lrice
level, During the same period, real per-pupil outlay for current expenses in-
creased 31 percent, or 2.8 percent per year. Based on some preliminary re
gression equations developed for state education expenditures, it appears that
the price elasticity of real per-pupil expenditures, that is, the percentage
change in rcal per-pupil outlay in response to a 1 percent increase in
price is about -0.4, meanming that the price increase over the period would have
accounted for a 12 percent decline in real spending per pupil had everything
else remained unchangcd. Looking at it differently, we sce that of the
incrcase in real perpupil outlays that would have resulted from gains in
income and all other variables, aimost 50 percent was offset by school district
responses to the change in relative prices. Therefore, it is apparent that the
impact of price changes is not negligible and that in order to get an unbiased
estimate of the impact of changes in state aid and other variables on levels of
cxpenditute it is necessary tu take account of price changes in the
expenditure model.

The Eftacts of Changes in State Aid

Tte theory Yields several implications zbout the inipact of state aid on
per-pup’l expenditures. Of these, the most imiportant is that the effect of a
given increment in aid funds will be quite different depending on whether the
ald is provided in & lump.sum form (e.g., by an increase in the foundation
level ¢r in the flat grant pottion of an aid formula) or by some sort of
matching arrangement. From the demznd equatior, it can be seen that an
amount of per-pupil aid, sy, tesults in an increase in real per-pupi
expenditure equal to boasy if the aid is provided to the local district stricthy
as a lump-sum grant. llowevet, if the aid is provided as a matching grant, the
effect is to change the local share, ¢, from its initial value of unity (with no
aid) to a new value, 1 - sqfe, resulting in 2n expenditure increase equal to
bgpa(sy/e). 1t can be shown that the latter quantity is greater than baasy,
meaning that the stimulative impact of a given amount of aid money is
greater if the aid is provided as a matching gant,

A telated implication, which can be derived by inspection of the
demand equation, s that a decrease in the local share of a matching formuta
by a given fraction should have precisely the same impact on spending as 8
decrease by the same fraction in the telative price of education. This is a
common sense tesult. 1t simply means that a decision by the state to finance
one-third of each district’s budget (on the assumptioa that no state aid had
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been provided before) would have exactly the same cffect as a one-third
reduction in the costs of all educational resources. Either way, from the point
of view of the district, the samc amount of resources could be obtained at
two-thirds of their former price. This demonstration of the equivalence of
price change and niatching grant cffects is highly significant in rclation to the
study goal of being ablc to predict cffects of alternative aid formulas. Among
the aid alternatives that we would want to analyze are many that involve
some kind of matching arrangement. Yet, most states have littde or no
experience with matching formulas, having always provided aid via flat grant
or foundation aid plans or othecr lump-sum aid formulas. The question that
then arises is how is it possiblc to cstimate the effects of matching grant
formulas in the abscnce of past or current experience. The theory provides an
answer: If we can estimate the response of spending to changes in relative
prices, we will then be able to infer probable cffects of matching formulas
cven in the absence of direct experience. This underscorcs the practical
importance of longitudinal analysic, which has been shown to be necessary in
determining the cffects of price changes.

A final implication of the model that seems worth noting has to do
with cstimation of the rate of substitution of state aid for locally firnced
expenditures. Although it would be convenicnt to have a single numerical
cstimate of the rate of substitution, the modet implies that no such number
can be obtained because the rate of substitution depends on the ratio of
school ADA to population in cach district. As can be scen, that ratio, a,
appceats in both the lump-sum and matching grant terms of the demand
cquation. This mcans that whatever form of aid is provided, the impact on
spending will be proportional to ADA/population. Stated differently, the
impact of aid on per-pupil expenditure depends on the amount of aid
provided per capita in the community rather than on the amount provided
pet pupil in ADA. This is a tesult that would probably net be obtained
intuitively. but that follows from the basic formulation of trade-off behavior
in'the theorttical analysis.

Some Empirical Resulis

Although the empirical work on this project has not been completed, a
discussion of some interim results may help to illustrate the kinds of studies
that can be based on the theotetical model. These resuits are from the part of
the work that Jdeals with compatisons of educational spending amons the
states. That is, they are not based on financial data for individual school
districis but on aggregative data represcnting spending by all school districts
within cach state.

Using selected data from the biennial survey of state school systems of
the U.S. Office of Fducation® and economic data published by the U, S.
Depattment of Commerce, Office of Business Fconomics, we were able to
test an equation of the (ollowing form:

e=bythy(y-ty) tbgas tbyag ¢t bypa
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whete s and g are perpupil grants from the state and the federal
govemment, respectively, and the other variables are as defined previously.
This is a truncated vetsion of the equation shown earlicr. It does not include
the variables representing the composition of the tax base or the level of
noneducational taxes in each state. We have not yet been able to construct
appropiiate sets of data for those two variables.

The relative price variable measurcs year-to-ycar variations in nation:
wide unit costs of education rclative to the general prire level. It does not
measure variations among the states. Relative costs of education in different
ycars were obtained by extrapolating an educational cost index of the type
developed by Woollatt.?

It was possible to apply the equation to data for seven school years
beginning with 1953-54 and including allernate years up to 1965-G6. Also,
the equation was fitted to pooled data for all seven ycass. Table 1 gives the
regression coefficients, standard errors of the coefficients (in parentheses),
the cocfficient of determination (R2). the standard error of estimate, and the
coefficicnt of vaniation for each equation. For each year, the equation
accounts for 76 to 80 percent of the variance in expenditure among states,
resulting in 2 standard error of estimate that is about 11 percent of the mean
value of real per-pupil expenditures,

1t is apparenl from cxamining the tabulated coefficients and statistics
that conversion of the financial data to real terms and inctusion of an explicit
pricc term has resulted in a model that produccs consistent results from ycar
10 year. This is in contrast to somc eatlier studies thal found the explanatory
power of a cross:sectional model greatly diminished when applicd to later
data. Consistency over time ts one indicator of the validity of the basic
formulation.

et us turn to specific results. The equations scem o show that
vatialions among states in the amount of aid providid per pupit account for
only a very small part, if any, of the varialion in per-pupil expenditure
once other variables have been taken into account. In other words, increases
in the proportion of school expenditures financed by the state appear to have
only a slight positive effcct on expenditure Tevels. Federal aid appeats to have
a more significant additive effect on spending, although the valucs of the
coefficients applicable 1o federal aid per capita, which run about 2.9,
correspond 10 only about 40 to 50 percent additivity of federal funds per
pupil. Of course, the analysis is not yel complete, and changes in the form of
the equation ot inclusion of addition variables may significantly modify the
results.

An analysis of the differences between actual and predicted valuces of
perpupil expenditures for individual states revealed that at least one
additional faclor needed to be taken into account. This was & South versus
non-South tegional Jifference. Out tesults confiimed the finding repotied by
others that expenditure levels in the South were significanily lower than ia
the test of the countty civen afier income differcnces were allowed for.10
Mowever, in the allempt 1o include a regional variable in the regression
equation, it was found that the regional effect was somewhal more compli-
cated than has been expected, as is fHlustrated by the following two tquations:
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(1) No regional variable:

€=60+.162 (y -1,) + 424as + 1.952g - 308pa RZ?=.78
{.005) (.108) (42) (43)

{2) Regional variable included (R = 1 if a southern state, O othcrwise):

€=i17.66R+.126(y - ty) + (55 + .79R) as + 1.97ag - 275 pa R2= .82
(10.6) (.007) {.10) {.29) (.38) (40)

Notice (a) that the explanatory power of the cquation improves when the
regional variable, R, is included; (b) that R appears twice in the sccond
equation: f{irst, a8 an additive term; second, as a term modifying the
coefficient of state aid. This means that per-pupil expenditure is lower in the
South, other things being cqual, and also more responsive to the fevel of
state-local transfers. It remains to be determined whether the latter difference
can be attributed to specific characteristics of the school aid formulas used in
the South. We also tested the same regional variable in the cross-section
equations for individual ycars and found an cven larger improvemeni in the
equation statistics. However, those results showed a diminishing trend in the
regional cffect, 1o the extent that it was impossible 10 demonstrate a

TABLE ).~ REGRESSION RESULTS FROM AN INTERSTATE COMPARISON
OF EDUCATION EXPENDITURES

ezb, b, ty-lyl « Dyst ¢ Dy ¢ Dy0R

standard error Coeflicient
of of

vear b b v, by b r2 estimate variation

195354 159 .132 370 149 -—6as .76 3.9 a2
(021} (4Ad) (219 (251

198556 189 .12 638 270 -129 .Y ns a2
(022) (410) ([2.07) (23))

195758 152 139 699  3.88 -643 8] 29.% a
€018)  (.280) 11.35) (209)

195960 116 .153  .289 246 479 .78 1.3 -
Corly A {1 219

196162 173 46 200 211 -60% .77 324 BT
1019 (336 1) 1%

196364 131 154 390 287 -S04 .7 3 a2
1.039) 222} tl.04) (201)

196566 106 .163 543 1,72 -492 .79 329 10

O} 1214) (.8a2) (180)

Pooled 60 .162 424 1.9 308 .78 3.9 1
1.00%) 108} (ale) t42M)

Frgures ia parentheses pre sStandard et1oes 6F the tortficients.
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significant South versus non-South diffctence in 1965-66, the (inal year of
the analysis. This is a finding with potential policy significance, but one that
nceds to be confirmed by further work,

At the present time, we are sceking to extend and improve the analysis
in several respects. First, as 1 mentioned, we hope to be able to include
variables 1o represent variations amang states in the composition of property
tax bascs and in [evels of state taxes and local taxes {or functions ather than
cducation. Also, we have been experimenting with different ways of
developing measures of differences in education costs and in the general price
Tevel among states, Finally, we are now tiying to systematically compare state
aid formulas among states to sce whether differences in the characteristics of
aid formulas can be used 10 help explain expenditure variations, especially the
North-South differences in the responsivencss of expenditures to levels of aid.

Apart from these improvements, we will shortly be able to extend the
scope of the analysis considerably by making use of the annual estimates of
state school statistics compiled by the Rescarch Division of the National
Fducation Association.!! Using those data, which provide a continuous
17-year time series on state school expenditures and revenue i, we will be able
to look at longitudinal data for individual states as well as the annual cross
sections. This should make it possible to test hypotheses about the fiscal
behavior of individual state school systems that could not be investigated
with the biennial U. 8. Offizc of Fducation dala.

Using & Model in Policy-Makiug

At the beginning, 1 identified the goal of this project as being atle to
assist decision-makers at the state or federal tevel in choosing among
alternative aid formulas. Therefore, having discussed the technical aspects of
the work at some length, il scems appropriate to refer back Lo that objective
and say a few words zbout how tconometric expenditure models may be used
as policy -making tools. As an illustration of the polential applicability of such
a model, we will consider its use at the state government level in planning
state financial aid to local school districts.

Suppose a staie education department or the education committee of a
state legislature iy considering proposals for changing an existing foundation
Aid plan: One alternative might call for distribution of an additional flat grant
per pupil; another might call for an increase in the ¢qualized foundation
program; a third might call for replacement of the foundation aid formula
with a plan for state matching of locally provided fonds. Fach plan can be
1epretented by aid formula parameters. Depending on the formula, these
parameters might include the level of flat grants, the foundation level, the
minimum required 'ocal tax rate (if applicable), the tocal share (for the
matching plan), and so forth,

Assume that ¢ model has been developed that predicts school district
expenditutes from information on disuict income, population, ADA,
property value, and other variables, including the values of the parametets of
the aid formula. Assume that data on the refevant variables are avaiable for
each district or for each of several classes of districts in the state. In analyzing
cach alternative the analyst would apply 1he modd to each districl of class
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of district, inserting the appropriate values of district characteristics and aid
parameters. I{e would obtlain estimates of total and per-pupil educational
expenditures that would be forthcoming under that altemative. From these
he would calculate any of a number of measures of fiscal impact that might
be of interest to concerned executives or legislators. For example, one
relevant measure might be the change in local educational outlay per dollar of
state aid. This would indicate the degree to which a proposed aid increment
would be likely to add to or substitute for local educational spending. Such a
measure could be calculated both for the state as a whole and for specific
categories of districts. Other measutes would include different indexes of
inequality of educational expenditures per pupil among districts, These would
serve a3 indicators of the distributional impact of the aid proposal. Of course,
12 make comparisons possible, the tame measures would be calculated for all
three altematives and fov the “nuli** alternative represented by continuation
without change of the existing aid formula,

1t would be the job of the responsible decision-makers to assign weights
to the different Indexes of aid “performance’ to use in evaluating and
choosing among the alternatives. Or the analyst might suggest new alterna:
tives that could combine desirable features of (wo or more of the original
proposals. Thus, an {terative process might ensue in which the fiscal impact
model was applied at each stage until a preferred alternative was selected.

Why would such information be desirable? As things now stand,
officials considering proposed changes in state education aid formulas are able
to look at data on the amount of aid to be received by cach districe, the
existing level of expenditure in earh district, and the total cost of each aid
plan to the state. They are provided with no information, because none is
available, on the piobable fiscal response of the districts to enactment of the
different plans. Consequently, either the officials can draw no conclusions
about how the plans will affect expenditure levels, or, what is more likely.
they judge each plan as if all of the increased aid were to be added to the
existing level of district expenditure. In general, the latier would not be
cotrect. Some aid formulas may result in substitution of {ncreased state 2aid
for local funds; some may stimulate increased local spending. 1t Is even
possible that one plan would produce a grcater over-all increase in educational
spending than another that requires greater outlays by the state. Moreover,
because alternative aid arrangements may have differential effects on
different districts it is possible that (wo plans could have different
distributional implications though they appear to involve similar pattems of
aid appottionment. Therefore, since the full implications of an aid formula
ate unlikely (o be readily apparent, analysis may well lead to development of
a better plan than might otherwise have been selected.
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Federal Income Tax Rebates to the States

L. L. EckerRacz

YOUR INTEREST IN the suggestion that the federal government share its in-
come tax collections with state and local governments reflects your concern
with the financing of public schools. Adequate financial support of the public
schools is a persistent problem. But will revenue-sharing contribute to a
lasting solution?

The dramatic growth in the financial support of schools over the past
20 years has come as a welcome surprise. None could have anticipated the
high rate of increase in school revenues during the 1950 and particularly
during the 1960's. You are familiar with the figures: a doubling at 7- or
8-year intervals. Surprisingly, too, all three levels of government-local, state,
and federal—contributed generously.

Good past performance notwithstanding, most school systems critically
need more revenue. 1 know of none that looks forward to easy financial
sailing. In most places needs exceed resources in prospect; the immediate
future is especially grim.

Pressures for expenditure increases emanate from diverse sources: the
improving bargaining position of public employees is escalating the budgetary
requirement for salaries and fringe benefits, price inflation is pushing up the
cost of capital improvemcats and maintenance, and the level of interest rates
makes dz=bt service more burdensome. At the same time, efforts to improve
program quality—also a cost factor—are continuing, albeit at a slow pace.

Meanwhile, revenue growth is slackening. The expected economic
slowdown will be reflected in tax collections. Improvement in state support
and particularly in federal support is coming almost to a halt. Political
resistance to state and local tax increases is widespread, encouraged in the
case of school taxes by public dissztisfaction with the contribution of past
tax increases to the quality of educational programs and in part by the
desegregation issue. The National Administration’s emphasis on the need for
retrenchment to contain inflation is also reinforcing anti-tax sentiments at
local levels.

The disparities in fiscal capability between central city and suburban
systems are persisting, even becoming aggravated. The high cost older

Dy, Ecker-Racz is Senior Fellow, The Washington Center for Metropolitan Studiecs.
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industrial cities frequently are at or near the politically acceptable tax rate
ceiling; at the same time, the slow-down in Intergovernmental aid is restricting
further the all too feeble equaliving influence of state and federal funds.

In this fiscal environment, the suggestion of the Administration that the
federal government share its income tax collections with state and local
governments falls on welcoming ears. It is not an overly bold suggestion. As
proposed by the President, the amount earmarked for state and local
governments would build up from $275 million next year to about $4 billion
over the succeeding four years. Over this same period the needs of these
governments for new revenue are expected to increase by over $50 billion.
The program will not solve their financing problems, not even a significant
share of them. It will establish, however, the principal of revenue sharing and
this devise has substantial potential for growth.

Revenue sharing is not a new idea. Several states have shared some of
their tax income with local governments for many years. If one stretched the
point, even federal precedents could be cited. The proposal that the federal
governnient share its income tax collections, voiced here and there in learned
journals some years ago, became an actively debated idea only a half dozen
years ago, following its public espousal by Walter Heller. You are familiar
with his persuasive logic from his previous associations with this group.

Two features of the revenue-sharing proposal are particularly interest-
ing: that the gtates with their local governments would be allotted an amount
equal to a spevified percentage of the taxable income of the people, so that
the amount shared will increase as the people’s income grows regardless of
what happens to federal taxation; and that unlike present federal grants-in-
aid, these funds may be used as freely by the recipient governments as they
would use funds raised from their own sources.

Heller proposed revenue sharing for various purposes, among them: to
assist hard-pressed states, to reduce the tax drag on the economy, and to
improve the distribution of the country’s aggregate tax burden. He is
understandably troubled, as all should be, by reductions in federal income tax
rates while regressive consumer and property taxes break through one ceiling
after another.

The Administration’s version of the revenue-sharing proposal comes
packaged in the context of those objectives it embraces by the term "New
Federalism.” Its aim is to strengthen leadership at the state and local lvels
and to permit de-emphasis of direction at the national level. All too much
power, it holds, has been grabbed by Washington. The compatibility of this
doctrine with the future of federalism in general and strong school finances in
particular, warrants more thought than has been given it. If it be true that
decentralized decision making inevitably takes excessive license with reason
and the public interest in the name of political necessity, because elected
local officials are obliged to vote the pocketbook interests of their
constituencies to stay in office—and I believe that it does—political power
may be too decentralized already for our national well-being. I shall return to
this provocative assertion presently.

You have observed that some of the most vocal advocates of sirong
federal financial support of local and state functions, particularly education,
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have been cool to revenue sharing and that several of the politically most
effective groups have opposed it. Their position is not without logic. They
know that federal funds are always limited, they prefer to preserve priority
for functions of particular interest to them, and they are preoccupied with
particular functions.

Closely related is a deep-seated distrust of state legislatures. A prime
political objective in state capitals is to avoid tax increases. Consequently,
unrestricted federal aid such as revenue sharing could lessen local tax effort
rather than buttress spending levels. Critics alsn charge state legislatures with
allocating available revenues in proportion to political muscle rather than on
the basis of need, with a bias in favor of rural, and moi. recently, suburban
areas, discriminating at the same time against the old urban centers where
needs and problems are most acute.

There is no denying that if the Congress should have the budgetary
latitude to increase federal aid by $5 billion, for example, education would be
better served if it appropriated thosc billions specifically for this function. It
is an incontrovertible assertion although educators have a vital interest in the
quality of all governm- ntal programs, the support of public education has
been a major preoccupation of most state legislatures in recent years, and a
large share of state aid is earmarked for education.

The prospect of federal financial aid moving changing funds restricted
to specified functions and to general purpose funds may well concern the
friends of schools and local government generally for another reason as well.

The dramatic growth in federal financial support since World War 11,
and particularly during the 1960’s, came in response to pleas that state and
local governments were unable to meet urgent needs out of their own
resources. And certainly none can contest the comparatively stronger fiscal
position of the national government. However, it is also irrefutable that local
and state government inability is partly the result of obsolete political
structures, overly restrictive constitutional and statutory provisions, excessive
governmental fragmentation, exclusionary zoning practices, and so forth.
Although study after study has concluded in favor of constitutional and
statutory changes to conform political institutions and practices to con-
temporary circumstances, precious little has been accomplished. Indeed,
precious little should have been expected. These restrictive institutions were
voted into existence in response to politically compelling pressures and have
been preserved by them.

Popularly elected representatives in state and local governing bodies feel
obliged to reflect the views of their constituencies, and constituencies want
their self-seeking interests protected. As political sophistication has improved,
the electorats’s control has increased. Moreover—and the point merits
emphasis—local and state officialdom has found it practicable to preserve the
anachronisms voted by their predecessors and to neglect urgently needed
reforms that would increase local fiscal capability in part because federal and
state financial aid increased rapidly and helped to relieve revenue pressures
without maximum increase in local effort.

Indeed, it may not be an overstatement to conclude that the dramatic
increase in federal financial support, and in some measure, of state support,
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has tended to subsidize obsolete and divisive institutions that should long
since have been banished. If outside support had been less generous,
compelling expenditure pressures would have forced more of the needed
reforms upon reluctant state and local lawmakers.

If you share this view, you will want to look critically at the current
trend in the philosophical approach to intergovernmental rclations: that
political power must be shifted from the national to the state and local levels;
that state political freedom needs to be enhanced; that to these ends strings
on federal funds should be relaxed to give state and local political leaders
more license in the use of federal funds because they *know best." They well
may “know best” but political realities are more likely than not to prevent
them from deing the *“best.”’

Incontestably, this governmental system suffers from fiscal imbalance.
Needs for domesti~ government tend to be concentrated at the state and local
levels while revenue resources tend to drift to the national level. Inevitably,
federal financing of dumestic governmental needs will have to continue to
increase. In the process, however, political influences cannot be allowed to
atrophy local revenue-raising capability. A society with an aversion to paying
taxes perpetually undernouriskes its public sector and handicaps its ability to
respond adequately to people’s needs. The battle for adequate public budgets
is unending, and it behooves those roncerned with the public interest no less
than with their personal pocketbooks to protect revenue-raising capability at
the local and state levels while they seek to slacken the purse strings at the
federal level.

A century of experience testifies to the effectiveness of federal grants in
overcoming political barriers to required local action. This federal system’s
time-honored technique for promoting one or ancther state or local activity
deemed to be essential in the national intezest—be it in the area of welfare,
health, or education, in road or hospital construction, in water conservation
or curbing of pollution—is 10 buy it with financial aid. ] submit that the
available federal funds are too scarce to be distributed for the taking while
long delayed reforms in local institutions can be had only by buying them.
Our enthusiasm for the offer of additional federal Aollars to state and local
governments should not be allowed to obscure the fact that these federal
dollars are capable of helping to push state and local governments toward
reforms urgently desired in the public interest and in furtherance of
important national pnlicies—reforms not attainable in other ways because
they conflict with local political pressures.

I would regret it if what I say here is interpreted as critical of the
concept of revenue sharing. Of course, I favor revenue sharing, In view of the
fiscal imbalance in this federal system, increased national financial support of
state and local government, whatever its form, will necessarily ¢ ontribute to
the effectiveness of this governmental system. However, it can maximize that
contribution only if it ceases to subsidize anachronistic institutions that
foster divisiveness, and is used instead as a positive instrument for riding the
state constitutions and statutes of these anachronisms.
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Voter Behavior in School Bond and Tax Elections in Ohio

Byron H. Marlote

During the 1960's Ohio, like other industrial states, was faced with
increasing vaxpayer resistance to passing school bonds and tax increases. This
declining voter support of local schoo! tax levies has created a school financial
crisis, for schools in Ohio derive most of their financial support from local
property taxes, assessed and collected within each county. A 10-mill
limitation is granted to the County Budget Commission which in turn
allocates a portion of that money to school districts, Most school districts in
Ohio receive from 3 to 5 mills of this millage. Additional property tax miliage
must be approved by the voters. Since 1968, thesc levies may cxtend for
indefinite periods of time, whereas prior to 1968 most levies were for a fixed
number of years. )

State aid in Ohio accounts for 31 percent of school district expendi-
tures; however, all districts do not receive equal per-pupil amounts. 'The
percent of state aid has remained the zame; thus the major burden of
financing school districts has rested win additional property tax levies. As a
consequence the average school district millage has risen from less than 20
mills in 1960 to over 30 mills in 197(,

Trends, 1946.1969

Schoo!l districts, like other taxing jurisdictions, experienced little
difficulty passing tax or bond issu¢s until the mid-1950's. As shown in Figure
1, schools experienced a d»wnwa-d trend in voter approval of new levies
during the late 1950’s and the 14160s, This decline in voter support has
accelerated in the late 1960's when school districts faced the problem of
rapidly rising costs. This trend has affected both new money requests (new
operating tax and bond issues) and rencwal issues. Tiwus, it is clear that
although renewal issues almost always pass, voters are expressing increasing
opposition to any tax levy.

Figures I and II show the declizung percentage of successful issues
during the 1960's. Figure III presents dramatic evidence for the financial
crisis of school districts. The index of new issue size clearly demonstrates that
during an inflationary period schools must be on the ballot with increasingly
large issues. The size of new issues was proportional to the consumer price
index until the last two years.

Mr. Marlowe §s Research Associate, The Ohio Education Association.
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We also notice that during this period, as represented in Figure IV,
school districts were on the ballot with increasing frequency during the past
decade. The average number of isstes per district shows that most districts are
now on the ballot every year or so,

The increased difficulty in passing school levies requires that we
examine the factors leading to voter disapproval. In the larger study, of which
this paper is a part, 1 examine all school bond and tax elections in Chio since
1946 in an attempt to better understand the phenomenon of voter resistance
to school levies. This paper is a brief discussion of two questions: Is there a
“best™ date to be on the ballot? What types of issues in what types of
districts are the most difficult to pass?

Scheduling of Elections

Several previous studies looked at the question of when to schedule
school elections, but findings were inconclusive, In the case of school districts
in Ohio, I noted two scheduling patterns during the early and mid-1960’s and
concluded: (a) A greater percentage of issues will pass in a presidential
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election year than in a congressional or off-year election. (b) Within any given
year more issues will pass in the general election than at the primary or at
specials. As a consequence, off-year and non-general elections are charac-
terized by greater extremes of voter support or rejection of tax issues. Until
recent years very few tax issues were scheduled in special elections. As shown
in Figure V, the number of specials generally increased during the 1260,
reaching 102 in 1969.

As the percentage of issues approved continued to decline, schools held

special elections to go on the ballot alone or to reschedule a previously

defeated levy. As voters began to disapprovc levies, school officials shifted to
special elections in an attempt to isolate the issue of their district financing
from other financial questions. Thispattern paralleled the expcrience with
bond issues; however, the results differed substantially. ‘
Bond issues at special elections during the 1950’s experienced a higher
rate of passage than those scheduled in May or November. They tended to be
smaller issues and were most often for districts of under 3,000 pupiis. Thus, it
is safe to generalize that those districts faced with the most pressing building
needs as a result of population growth or consolidation were able to
successfully schedule retatively small issues at any time during the year.
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Our experience with new tax issues in the 1960’s was much different.
Those scheduled at special elections were seldom successful. As shown in
Table 1, a tax issue’s chances of success were much better during the primary
or general election.

TABLE 1,—PERCENT OF NEW TAX ISSUES FAILING IN OHIO
BY DATE OF ELECTION, 1966

Type of

district May June-October November December
State 30.0% 66.7% 27.2% 67.6%
City 29.0 100.0 230 78.0
Locals 28.0 5n.0 29.0 67.0

aBraakcmwn by city and local may not equal state figures because exempted village
school districts are not reported,

The second reason for using special elections is to make a second or
third try for passage of a defeated issue. Table 2 reports on the second or third
try pattern during 1968. The most common patiern is to schedule an issue in
November, and if it is defeated, to reschedule it in December because Ohio
taxes approved in December are effective January 1. The school district
attempts to portray to the voter a "last chance” situation in December. The
second most common pattern is to hold the first election in May, and if
defeated, a second try in November. Since Ohio allows three elections during
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a calendar year, the May to November schedule has the advantage of making a
third try in December if it is necessary.

TABLE 2.—NEW TAX ISSUES VOTED ON IN OHIO TWO OR MORE TIMES.

1968 —
Electlon May- Pay- Spectal- November:
resutts November Special November December Other Total
Fail-fal 13 12 5 24 1 55
Fafl-pass 22 ? 14 39 2 84
Total 35 19 19 63 3 139

As we can observe from Table 2, the pattern of voter approval differs
rather substantially among the special, primary, and general elections. The
November general election remains the best opportunity for most Ohic
districts to pass tax issues.

Characteristics of Defeated Levies

The following premises were examined: that the larger new tax issues
fail, that the higher the total miltage of a district the greater is voter resistance
to increased expenditure, and that the greater the wealth of a district the
casier it is to pass issues. Additional variables under examination include the
effect of district size, the expenditure level per pupil, and the voter turnout
per pupil. At this time we can make only limited generalizations from the
data; however, there seem to be some very intriguing relationships within and
between several of these variables.

Size of Tax [ssues

Voters did not distinguish between large and small tax issues until
1963. Since the mid-1960's, however, larger issues have been defeated with
more regularity and by larger margins each year. The smallest school districts
(under 3,000 pupils) were the first to experience consistent defeats of large
tax issues, while medium size districts (3,000 to 10,000) were the last. During
this same time school districts also found it necessary to schedule larger
issues. There is something of a parallel with bond issues since there is a
consistent pattern of voters approving the small bond amounts per pupil and

TABLE 3.—PERCENT FAILURE BY SIZE OF BOND ISSUE PER ADM, OHIO
CITY AND LOCAL DISTRICTS, 1967

Siza of bond/ADM

Area $50 350-399 4100 or More
State 24% 27% 40%
City 20 (] 4]
Locail 24 40 50
163
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disapproving the larger per-pupil issues. Table 3 reports the rates of faiture by
bond amount per ADM. The very clear difference between city and local
districts indicates that voters in urban and rural areas have very different
perceptions about what are appropriate amounts for bond issues.

Tota! Tax Mitlage

We have traditionally assumed that the higher the district’s property tax
millage the greater the resistance to new tax levies. However, the data,
especially for the early 1960, challenges this assumption. In nearly every
year the highest rates of voter approval of new issu¢s occur in districts which
have tax rates at both extremes of the existing property tax scale. The highest
percentages of issues passed are usually in districts of under 20 mills;
however, the second highest rate of passage often occurs in districts levying
over 50 mills {especially local districts). Districts with average tax millage

“ consistently have the most difficulty passing new issues. In the case of bond
issues the opposite of the common sense assumption is true—votcr approval
tends to increase with increased total millage.

Property Tax Valuation per Pupil

It seems a safe assumption that approval of new tax issues will be
highest in those districts with the most taxable wealth. Although this
common-sense assunmiption is supported by the data of Ohio city school
districts, wealth makes no significant difference in the rate of passage in local
(rurat) school districts. Table 4 shows the conlrast between the city and local
districts during 1966.

TABLE 4~PERCENT OF NEW TAX ISSUES FAILING IN OHIO
8Y TAX VALUE PER PUPIL, 1966
(State Average = $15,000)

-
State 50.9% 52.7% 55.5%
City 50.4 52.2 61.8
Local 51.4 53.0 53.9

Size of District

As indicated above, the size of the school district influenices several
other variables. (Large new tax issues were first heavily defeated in districts’
with fewer than 500 pupils, bond issues were hardest to pass in districts with
fewer thar 3,600 pupils, and small districts were the first to experiment with
special elections.) Until 1957 the very small school district (under 500 pupils)
experienced a level of voter support 10 to 15 percent higher than that for
other districts; however, there are indications now that the smallest school
districts now have the most difficulty passing new tax levies.
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Expenditure per Pupil

During the 1950’ and early 1960's the strongest support for new tax
issues was in those districts spending the least money per pupil, but since
1964 there has been little difference in the state-wide approval of issues by
different expenditure levels. Although expenditure per pupil no longer shows
a state-wide pattern on passage of issues in the 1960's, we find an interesting
contradiction; in city districts (generally urban) support of school issues
increases as the expendiiure level increases, whereas in local school districts
support of issues decreases as the per-pupil expenditure increases.

Vote per Pupil

There is no more intriguing variable in this study than voter turnout.
Alihough other studies have shown very clear relationships between voter
turnout and passage or defeat of issues, this examination of voter turnout per
pupil on a state-wide basis is inconclusive, 1 must therefore conclude that
there are certain types of districts in which voter turnout is an important
variable; however, 1 do not have the necessary district-by-di-trict data to

Identify those districts.
A detailed examination of the repeated issue in 1968 (Table 2 above)

gives us some clues about the importance of voter turnout. In 90 percent of
the cases the “‘yes’ voter was undec-represented in elections held earlier in the
year, judging by the November election turnout, lending support to the
contention thatthe "no" voter is more consistently represented at elections
than is the “'yes* voter. However, the cases of success between November and
December are most commonly charactetized by a falling away of no" voters.
Lending further support to the importance cf vote per ADM is the fact that
most of the defeated bond and new tax issues are characterized by low voter
turnout per ADM. In contrast, the occasional renewal defeat usually comes
with an especially high turnout, probably representing substantial community
conflict ot 1a:k of consensus.

Bond issuce during the period of this study generally show a negative
relationship —as voter turnout increates passage of issues decreases. New tax
elections in city school districts show a positive relationship with higher voter
turnout resulting in Increased passage of issues. In local school districts higher
turnout lcads (o preater passage in even-numbered years, but a lower rate in
odd-numberced years.

As biefly Jdescribed above, the results of examining these variables
against state-wide election patterns do not cleaily identify those factors
leading to levy deleats, except for an indicatlon of urban-rural differences. To
detenmnine the chiracteristics of districts where voter resistance is having ius
greatest effect duting the late 1960's, 1 will conclude with an examination of
these selec:ed Ohic school districts.

Characteristics of Troubled Districts

Fifty-five Ohio school districts experienced defeat of new tax issues
two of thiee times during 1969, resulting in a dozen school closings. Many
times this 2 umber of Aosings are expected during the last months of 1870,
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Generally speaking, districts that bave faced continued levy defeats are
not concentrated within any particular typology. They include medium sized
to small districts, wealthy and poor districts, and are in all geographical areas
of the state. However, these districts, as shown in Tables 5 and 6, show very
different characteristics when separated by rural and urban differences,

TABLE 5.~CHARACTERISTICS OF OHIO DISTRICTS EXPERIENCING THE
GREATEST DIFFICULTY PASSING NEW LEVIES, 1969

Number ,f Districts by Percentile

Tax value/ADM School millage rate

(100 percentile Is Exempled village Exempled village
highest rank} Clity and local Cty and local
81:100 percentile 6 2 s 10

61-30 6 L 2 7

41-60 6 6 4 ?

2140 1 12 5 3

1.20 1 10 4 L]

City school districts tend to be average or above average in wealth and
receive a low percentage of state aid, while the local school districts are most
often below average in taxable wealth and thus heavily dependent upon state
aid.

TABLE 6.~PERCENT OF STATE AID IN TROUBLED DISTRICTS, OHIO, 1969
{Average = 31%)

Percert stale eid

Type of Ovee 25% 10 Lass than
steiet 119 3% 35%
Ciy 3 ? 1}
Exempted vitfage and local 25 3] 1

To further characterite these financially troubled districts, 1 have
compared thelr relative potition in the state on tax valuation per pupil and
schoo! tax miltage. By sublracting the tax rate from the property valuation
tank, 1 have created a millage/wealth incex, measuring the amount and
direction of the spread between these two variables. Thus, at the extremes of
Table 7 | have either (a) districts with high tax rates and/ot low tax valuation
per pupil, or (b) districts with low tax tates andfor high tax valuation pet
popil.

Although districts are spread on both sides of the “equity” point, the
city districts tend to be concentrated in the “‘underpay” side of the index
(low millage andfor wealthy), while Jocal districts are concentrated on the
“oveipay” side. It is important to tealize that different economies of
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TABLE 7.—-DISTRIBUTION OF TROUBLED DISTRICTS IN OHIO
BY MILLAGE/WEALTH INDEX, 1969

Number of districts by rank difference
Low tax and/or

High tax and/for

low value/ADM high value/ADM

500 300 300 500
Typt of district 400 200 100 Equity 100 200 400
City 0 2 3 3 4 ] 3
Exempted viliage and tocal H 11 5 6 1 ] 2
Totat S 13 8 -4 $ 10 S

operation seem to be occurring between urban and rural districts, It is with
this perspective in mind that the state-wide election returns will continue to

be analyzed.
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Trends in State Support of Public-
School Capital Outlay

W. Monfort Barr

A CBS DOCUMENTARY PROGRAM on January 22, 1970, was closely
related to the theme of our confeience, A Time for Priorities. During the
1968-69 school year, according to the New York Times, of January 12, 1970,
a total of $3.9 billion in bond issues for school purposes was submitted to the
voters; only $1.7 billion, or 43.6 percent, of the dollar value was approved.

What was the real clection issue? Were the voters tejecting the need for
school facilities or were they rejecting the assumption of the cost of the
facilities by the property taxpayer, as is mandated In a number of states?
Perhaps, a8 stated by a West Coast voter recently, A school election is the
only time¢ when a2 man can stand up and be counted. My negative vote was
against high taxes in general and against any further increase in property taxes
in particular.’”” This disgruntled voter had a point. In his state a school bond
{ssue is retired and interest is pald by property taxpayers and only by
property taxpayers, if the shifting of incidence of taxation fs ignored.

The U.S. Office of Fducation in 1968 presented to the Congress a
repott on the nation's classroom needs. Classtoom shortages exceeded
$00,000, and the shortage has not been reduced since that time. In fact, the
annual construction of classtooms dropped from 75,400 to 69,700 during the
next year.

Classrooms to house educational programs closely related to the
country’s societal needs comprised a substantial portion of the deficiency.
Included in the projects rejected by the voters were classtooms for the
economically and educationally disadvantaged, for children of preschool age,
for the technical and vocational training of our youth and adults, for
compensatoty education, and for special education.

Spiraling interest rates on municipal bonds resulted in deferment of
bond sales in a number of states Lecause the maximum interest rate permitted
by the school code was lower than the going tate in the municipal bond
marketl. Municipal bonds offered in 1969, but unsalable, totalled $2.9 billion
according to the Investment Rankers Association. Admittedly many localities
do not utilize the permissible tax levies and bonding to the maxitaura which

Dr. Berr is Professor, School of Educabion, Indiana Univernity, and Direcior, Netionel
Capirel Ontiey L
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the state permits. On the other hand district after district, using every avenue
of obtaining funds which the state permits, finds itsell in a financial
straitjacket, Many districts have no remaining leeway for providing school
construction funds within the maze of tax rate limits, debt limits, and other
state deterrents which they face.

The National Capital Outlay Project, a satellite of the National
Educational Finance Project, recently compiled data regarding state grant
and/or loan programs for public school capital outlay and related debt service
and lease-rental payments.

State Grants tor School Construction®

Grants for public elementary- and secondary-school construction or
debt service were made by 25 states in 1968-69. In addition state funds
provided for school construction in Hawail, The amounts distributed ranged
from $175 million in New York, $66 million in Florida, and $50 million in
Maryland and Pennsylvania to token amounts of less than $2 million in
linols and Missouri. Since fiscal 1951 the amount granted for capital outlay
in the country incteased from $78 million to more than $633 million in
1968-62.

Funds in Indiana were distributed primarily for debt service and in New
Hampshire for bond retiremenl. The remaining states granted funds for
construction of public tchool buildings. Debt secvice as well as capital outlay
could be paid from grant proceeds in 12 states. At least (wo states, New
Jersey and Utah, permitted the accumulation of granted funds in local capital
reserve funds.

Several state capital outlay grant and lown programs specifically
provided additional funds for other than tegular classtooms, The California
loan program, which may be superseded by a state grant program, provided
loans for speclal education classrooms and for space needs related 1o poverty,
soclal tensions, low achievement, and migratory workers. Regional schoot
districts received additional construction grants in Connecticut, Msine, and
Massachusetts. Enrollment increases were recognized by specific grants in
Florida. Credit for local funds used in school construction was an added
feature of the New Hampshire grant program.

A number of states recognized the space needs of special educational
ptograms by including them in the building project which was approved fot
reimbursement. The cost of area ot regional vocational, technical, agricul-
tural, Junior college, and community college fscilities was a state responsi-
bility in some states or was pastially reimbursed by the state in othen.

The principal source of funds for state capital outlay grants in 23 siates
was an apptoptiation from the state genetal fund. The number of states using
the yield of state bond issues was 12. The permanent school fund was the
source in one state and earmarked tax receipts in four stales. Various
combinations of these above sources were used in 25 states.

Local taxpaying ability was considered in the grant program of 14
states, resulting In equalizing grants for capital outlay. The typical measure of
need utilized in the programs in 1968.69 was & specified portion of the

sppeoved project cost.
167 169

e s A g o IR § S 1 bR S o



e e ITT———_ L

Fifteen states had no provisions for state capital outlay grants, loan
programs, ot school building authorities. Local property taxation and local
school bond issues repaid by property tax revenues were relied upon almost
exclusively for school construction funds in those states,

State Loan Plans?

Fourteen states reported loan plans in fiscal 1969. State loan plans have
a long and distinguished history, having been utilized in Virginia as early as
1810 and in Wisconsin in 1844, A logical source of funds for state loans was
the permanent school fund, derived in part from the Congressional land
grants of the nineteenth centur;. Of the 14 states reporting state loan funds
in 1968.69, six were utilizing permanent school funds as a source; six other
states had turmned to state bond issues for a source, thus substituting state for
local credit; and the other two states utilized appropriations from the state
general fund as a source.

State loans are used primarily to provide funds for construction of
school facilities. Two states aAlso provide for refunding of outstanding bond
fssues and at least two states permit use of the funds for tocal school district
debt service. An unusual feature of several of the loan programs is the
bypassing of local debt limits through an advance of state funds which would
nonmally flow to the 1acal district through the state schoo! support program.

Considerable ingenuity has been used by the states in devising workable
loan plans. Hlinois, North Dakota, and Wyoming utilize lease-rental arsange-
ments as a means of avoiding an increase of direct debt by local districts.
Virginia purchases local school bonds. Georgia, Maine, and Pennsylvania have
state school building authorities. Sale of bonds by these nongovermnmental
agencies does not incur direct state indebtedness; lease-rental arrangements
with 1ocal school districts avold direct 1ocal debt.

Advantages of the siate loan programs and related arrangements are
provision of a broad-based source of funds, economical state borrowing, and
in some instances fower local debt service levies, Disadvantages are the limited
amounts available in several states, a stop gap approach to the needs of
financing local facilities, and a tendency to use subjective rather than
objective criteria fot allocating loans.

Loan prograris, when adequately funded and when supplemented by
state grants for debt service to fiscally weak local school districts, provide
subtiaatial asslstance in meeting the acute classroom shottage. An inherent
danger is that as operated in some states a loan program may be analcgous to
rweeping the problem under the rug. There can be no substituie for long-term
fiscal planning for meeting the costs of needed classtoom construction.

An Impasse
Preliminary findings of the National Capital Qutlay Project indica‘e
that state-focal tevenues cannot meet the classroom needs of the decade
shead. Recent experience has shown that state-local botrrowing cannot close
the gap between needed nonrevenue receipts and needed schoot construction
funds,
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A recent projection of the cost, in 1969 dollars, of providing needed
classroom space for the country’s public schools indicated an annual need of
$7.8 billion during the decade ahead. A projection of anticipated state-local
revenues for the same period indicated 2 serious dollar gap between revenues
for schools and needed funds.

Among several alternatives to the prospect of a partial moratorium on
school construction are:

1. A major increase in the proportion of state-local revenues allocated
to school construction

2. Creation of a governmen:al loan bank for provision of construction
funds for public school facilities

3. Federal and/or state tax credits for that pottion of local taxes which
is paid for school construction and debt service

4. Federal tax sharing with the states as a source of funds for school
construction

5. Federal grants to the states for public school construction.

Suggestions for Financing Pubtic-School
Facilities in the 1970’s

1. Conduct school facilities needs studies in each state, financed by state and
federal funds.

2. Develop an adequate coordinated grant and loan program in each state in
suppott of public school construction and debt service.

3. Remove state contraints on provision of funds for school construction.
Among these are:

2. Low and arbitrary debt limits uruelated to local school district revenues
b. Unrealistic interest rate ceilings on local and state bond issues

¢. State provisions that require that schoo! construction funds and debt
service be provided principally from property tax revenues

d. State restrictions that prevent flexible governmental and nonge -ra-
mental cooperative financing of public school facilities

e. Requirements of more than a majority vote for passage of bond issues
and capital financing arrangements

f. Limited tax rates for debt service.

4. Develop coopetative federal, state, and local financing of approved public
school construction. | rojects.

5. Provity for coodinated governmental and nongovernmental financing of
public facility needs.

The NEA Research Division has estimated public school capital outlay
to be $4.7 biltlion during fiscal 1970. As indicated above, $7.8 billion
annually (in 1969 doflan) will be needed to adequately meet classroom
needs during the decade ahead. Since this paper concerns primarily statedocal
funding of public school capital outlay, 1 will conclude by listing a few
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guidelines for developing coordinated state and local support programs for
capital outlay and debt service.

Guidelines for Developing State
Cpital Outlay Support Programs

] 1. The state has primary responsibility for establishing and enforcing school

‘ construction standards.

2. Each state should conduct a long-range school construction planning
program, .

3. Final determination, within state regulations, of a school building project
should be local.

4. State grantsin-aid andfor loans should be made onty to school districts
that have obtained state approval of school building projects.

5. Reimbursable project costs should be objectively determined, should be
realistic, and should reflect variations in construction and site costs in
various regions of the state,

6. The state shate of capital outlay or debt service of a local district should
vary inversely with the taxpaying ability of the district.

7. The measure of need for state capital outlay programs should be the
approved project cost. This cost can then b2 converted to a per pupil or
instructional unit cost for inclusion in the foundation program.

8. Credit for expenditures Incurted for construction in Years prior to the
establishment of a state capital outlay program should be included in the
measure of need used In the state program.

Foolnoles

184sed on: Wilkerson William R. State Crants for Publbic School Conttruction. Prepared
;;:73* National Capital Outlsy Project. Terre Haute: Indians State University, January

tudson, C. Gale, State Loan Plans. Prepared for the National Capital Outlay Project
Lincoln: University of Ncbmh.]mw‘?;‘:o. ! Cori Y Project.

Strepublication data from the National Capital Outlay Project.
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Revised Handbook 1!

Allan R. Lichtenberger

From all the questions | receive every week, every day, almost every
houtr about new Handbook ll-when will it be ready and what will it 1ook
like—I am tempted to quit talking about a revised manual and, instead, to
refer to the dawn of a New Age. Old Handbook 11, after all, is quite a book; it
reptesents an era. A great many people want a new representative of a new
era, whether it iy called Financial Accounting for Local and State School
Systems~Standard Receipt and Expenditure Accounts, or is given some other
title. Fot noy, we are calling it Revised 1fandbook 11,

All that old Handbook I has done is bring to school finance
information the highest degrce of comparabitity ever achieved, stimulate
more improversents in school finance accounting than had occurred in the
almost 100 years before it was developed and published, and anchored the
State Educational Records and Reports Series which will be the basis for the
development of comprehensive systems of educetional Information. That {s
all-enough to make it a candidate for nomination as the most important
educational document in this century. 1t was published in 1957, 18 years ago,
100,000 coples ago, six printings ago, many thousands of implementations
ago, and has made a difference~a significant difference—in American
education.

This, then, is Handbook Il the manual now being revised. Why s it
being revised? Simply because it is obsolete. It should have been revised five
years ago, and again now. School finance accounting, in fact educational
accounting, is moving that fast.

When will Revised Handbook 11 be completed? The contract was
inttiated Tast June 1969. tt is ta terminate in June 1970, There will then be
one draft copy. It will be reproduced in a sufficient number of copies,
pethaps 800, to serve a8 working matetial for regional confetences. By best
estimate, printed copics will be ready early in 1971,

It is not my intention to pose a3 someone who knows something about
the new manual that you do not know, or to be coy about Revised Handbook
1. Most people involved in school finance accounting have surely foreseen
that the new handbook must be multi-dimensional in structure, contrasting

Mr. Licktenboger &5 Ohief, Edweationsl Date Standerds Bramh, US. Office of
Education,
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sharply with the single dimension structure of old Handbook II. We have all
known for a long time, too, that these dimensions cannot be limited strictly
to school finance categories. Consequently, a group of school finance
managers, selected at random, each one given an hour of time and working
alone, would probably come up with a list of dimensions quite similar to
those which are shown in the incomplete materials now being edited.

The expenditure transaction dimensions in the draft are 12 in number:

Fund

Fiscal Year

Instructional Organization
Function

. Object

Source of Revenue

Term

Facility

Scope

10. Activily Assignment

11. Subject-Matter Area

12. Program Cost Accounting.

-

-

-

CEND e

Inherent in the multi-dimension concept is a complexity. It is
unavoidable, part of the price of essential flexibility in educational
accounting. There is no point in suggesting that Revised Handbook 11 is a
simple document. None of the dimensions, alone, is sufficient to provide
complete accountability, or viable management data. In combinations and
intcrrelated, they are capable of producing wider ranges of information than
can possibly be drawn from the single dimension of the old manual and of
being much more useful in every respect.

All well and good—for the school system with modemn data processing
equipment! There are school systems with limited data gear, or none al
all-many of them. If ever specifications were made clear that Revised
Handbook 11 must serve both data processing and manual accounting—for
schools both large and small—they were made clear in the specifications for
the contract to revise Handbook 11. If what 1 can see in present working
materials produced by the contractor has the quality 1 betieve it has, the new
manual il serve the small school systems, the school systems not cquipped
to do machine accounting, and will serve them very well. [t is simply through
identification of minimum accountirg dimensions that this is accomplished.

Revised 1tandbook 11 sets forth the dimensions basic to development of
comprehensive systems of educational information. The dimension called
Facility, identifying an expendilure transaction with a location or a place, is
dearly a tinkage from the finance file to the school property file. When the
school property terminology manual is revised, this tinkage can be strength-
ened.

The dimension called Activity Assignment is a dir »ct linkage to the stafl
information file. In similar manner, there &s a linkage 10 the cutriculum file
through the dimension, Subject-Matter Area.
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Questions will be raised as to why there is no dimension concerned with
pupils. The answer is simply that there is no direct linkage between the
finance and the pupil information files. Pupils are not units of strict financial
accountability. Costs relating to pupils are clerived by analysis. This analysis
occurs through the other files, generally threugh Function and Program
classifications. In its narrative presentation, Revised Handbook II must
recognize the pupil information file as being critical in the comprehensive
system of educational information, but not as a finance accounting
dimension.

The Fuaction dimension of Revised Handbook 11 can be expected to be
considerably different from the Function category in the old manual. There
will probably be three main Functions: Instruction, Supporting Services, and
Community Services. Instruction is the most changed; it is limited to
teaching, the daily circumstance of teacher-pupil interaction, the direct
expenses for and direct services of teaching.

All other expenditures except those classified 2s Community Services are
to be shown under Supporting Services. One business manager has observed
that this is logical, but that jt will cause him some problems. Wheu 1
couldn’t find any other place to record an expenditure,” he said, "there was
always Instruction. Now, where will I charge those expenditures?*

Under each ¢l the three main Functions there are two descending
orders of detail. Fur example, under Supporting Services, at least now, the
first descending orders are: Board of Education; General Administration;
School Administration; Information Services; Instructional Media; Pupil
Personnel Senices; Pupil Transportation Services; Food Services: Fiscal
Services; Research, Planning, Development, and Evaluation; Statistical Ser-
vices; Data Processing; Staff Services; General Services; Operation and
Maintenance of Plant; and Fadilities Acquisition and Construction.

Just to illustrate the second descending order of detail, take Pupil
Personnel Services, and under it, in addition to a management responsibility,
the items are: Guidance Services, School Psychological Services, Attendance
Senices, Social Work Services, and Health Services. All of the first orders are
open-¢ended.

Note that there are r.o Functions or Subfunctions called Fixed Charges,
Capital Outlay, or Student Body Activities. These are absorbed in the Object
classifications and other Functions.

Some sharply asked questions about Sowrce of Revenxe 33 an
expenditure dimension are not only expectcd, they have bten accumulating.
it is not my intention to debate this point. Whete school finance records are
maintained on tl.e basis of accrual accounting, and in view of the
requirements attendant (o categorical aid records, there scems to be
agreement that the dimension is needed. There is a strong trend toward
accrual-based accounting, and I presume the dimension will remain about as it
is. Of course, not all expenditure transzctions can be classified according to
Soutce of Revenue.

The Program Cost Accounting dimension is not simply open-ended: it is
entirely open. Clusters of activities for which acccuntings of costs ate wanted
and needed for management purposes can be establishied as cost centers in
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this dimension. The programs or projects involved would surely be those that
cut across more than one Function or orders of detail, may vary considerably
from school system to school system, and are not s¢en as standardized. This
dimension will be the most innovative contribution of the new manual,
opening ¢n avenue to management by program and objective, and conceivably
a ckange in budgeting procedures.

Revised Handbook 11 does not present a design for a planning,
programming. budgeting system. It is not 2 systems manual. The primary
purpose of the new handbook is comparatitity and compatibility of
educational information. It should be, however, a most useful device for
systems development and for those who wish to move in the direction of
PPBS.

1 sense a kind of wait-and-see attitude conceming this first venture irto
contracling for the development of a handbook of standard educational
terminology. Frankly, some of my own early concems have been consider-
ably reduced. The cooperative procedure is being preserved commendably
well, Field inputs are probably greater than for any of the previously
developed handbooks with the possible exception of the one on curriculum
terminology. That manual has required six years of difficult work.

A responsible contractor can bring to bear on one of these terminotogy
projects a range of expertise whicli our smalil unit cannot supply in terms of
staffing, and the work can be accomplished in a shorter time.

The learning process in this project has not been s one-way street. Not
alt responsibility rests with the contractor. The contracting agency must have
a sense of the time required to do the job well. If it does not allow enough
time, responsible contracling firms will not even bid for the job. Results
could then be almost disastrous.

1t s incumbent on the contracting agency, too, to describe the problem
well enough that the contractot cannot 1aisunderstand the nature of the work
to be done. Furthermore, the contracting agency must describe the work
itself in enough detail to assure that the product is what it must be, but notin
s0 much detail that there is no lee-way for the exercise of professional
expertise on the part of the contractor.

1t is wasteful, also, 1o go into a contract of such importance as the
revision of Handbook 1l without having first developed and evaluated
significant resource material in the form of background reports. Fortunately,
backing up this contract, we have the t2ports of two conferences arranged
and conducted by Erick L. Lindman at the Univensity of California, Los
Angeles, and a teport of 2 study and conference by the academic research
interests. These have been highty significant.

Finally, concerning the contracting procedure, monitoting is an art
which needs to be learned. Without monitoring, even the mosi responsible
contractor is at a disadvantage. One of the most vital forces in the contract
wutk on tevising Handbook 11 is the service of the national committee,
certainty in the arena of monitorship.

There can be over-monitoring, 100, Jex ing 8 contractor frustrated and
virtually helpless. I the conttacting agency is determined to supervise every
detail and every step of the project, it does not teally want ot need the
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services of a contracting firm, but simply some temporary help to do the
chores.

In my opinion, the contractor for this project has done exceedingly
well, The assignad specialists have been seasoned educators, strong in school
finance competencies, and they want to stay in business,

A diary should be maintained during the life of a project such as the
one on revision of Handbook I1.

Many people are asking if we are doing somcthing about mandating
accrual accounting in this manual, One of the surest ways of destroying the
entire handbook program would be to include even a suggestion of mandates.
We cannot issue mandates, anyhow, and are not about to try.

So, what is to be done about this matter of accrual based accounting?
The school finance community has adopted the accrual ezpproach, not so
much bhecause of accountability demands, but principaily to meet manage-
ment requirements. As a consequence, Revised Handbook 1l will probably
opea with a list of balance sheet accounts. The list frightens me, speaking
frankly, and the approach to it needs to be considerably refincd and softened.
In my concern, though, I have discussed this part of the manual with several
school administrators, Their reactions have been revealing. They want the list
of balance sheet accounts included, and they like the present placement.
What this means, of course, is that both administration and school finance
management have moved ahead far more than is generally recognized. School
finance is committed to move toward accrual practices, and the new
handbook must share in that commitment.

Many people have apparently found out that although old Handbock Ij
is now out of print, we still have a limited supply. Requests for the manual
continue to come in. A recent one, by telephone, was from a man I have
known for many years. He wanted 20 copies of the old Handbook., When 1
began to explain that the book is being revised, he interrupted, explaining
that he was not calling me about the new manual. He wanted 20 copies of the
old manual, and would I please get them in the mail.

If there is a point to this incident, it is an understanding of the need for
implementing the terminology and dimensions of Revised Handbook II as
early as possible. Slow implementation brings on problems, and delays the
benefits which are the main reason for rebuilding the manual. Furthermore, i1
emphasizes the importance of an across-the-board commitment to use the
terminology and definitions in the revised handbook. This includes state
education agencies and national agencies.

Revised Handbook II is not entirely withount a plot. Its dimensions
adapted to systems do tell a kind of story, the story of education in a
community. What that story really is can be ...ly dramatic, or depressing, o:
somewhere in between. The new manual ought to tell whatever that story is

There is always a question, too, about coding. Will the new handbook
present a logical and practical system of identification numbers and codes:
The answer is ‘'yes,” a requirement to be me! in the contract. It is a critical
requirement in view of the importance of the design for comprehensive
coverage expected of the revised manual, When the national committee
reviews the draft, the coding scheme will be considered with special care.
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In final comments, 1 take the liberty to express some personal views.,
First, Revised Ilandbook 1l should serve as an avenue of communication from
this generation to a next generation, and before many years pass, it should be
revised to extend the communication still further.

Second, Revised Handbook II should be a dependable basis for
communication among the major local and state school system efforts in
process and to he initiated. 1t is not a document designed to serve itself, but
to serve other undertakings of education at all levels, especially in their
communications with each other. When people working in any promotion,
any project, or any effort elect to depart from agreed-upon terminology and
definitions, confusion and frustration are created all along the line.

Lastly, Revised Handbook 11, as each of the other handbooks, must
deal not only with standard terminology, but also, to some extent, with
standards per se. It follows, then, that involvement of users is not only a good
thing in any handtook development project, it is an essential. It is incumbent
on all of us to think about how we can preserve and improve the cooperative
procedure of standard terminology development and about how we can
improve the climate of this working together which has served our needs very
well. We are committed to an essential human unity and to a determination .
to work at a high level of excellence. These add up to a mission and to
achievements of truly significant consequence.
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Diversification and Scale in High Schools:
A Study at the Micro Level

John D. Bowser

TODAY THE TAXPAYING public is asking questions and demanding from
educators accountability for the money that is being spent for education.
Educators must be ready and willing to provide a sound ratignale and
empirical data to justify the need for increasing costs and increasing taxes.
Frequently they must also consider the manner in which funds are to be
allocated. Certain opportunities to change the educational program in one
area may have to be foregone to change the program in another area. Yet
another decision may be necessary if an attempt is made to *hold down”
costs; that is, whether or not to reallocate funds from existing programs to
add programs in other areas. In all cases, the cost of the particular
components of the educational program is an important factor in determining
the best possible program. Therefore, unit cost analysis should greatly assist
educators in making better decisions on changing and improving the
educational program,

The decisions involving changes in program and the costs associated
with these changes involve another dimension, however, and that is scale. The
effects of school size upon the educational program and the costs of the
program must be considered in many instances before additional funds are
appropriated by state and local agencies. School district reorganization and
consolidation frequently raise problems of the costs of different levels of
quality of possible educational programs associated with schools of differing
sizes. Also, within districts many problems of community growth and ethnic
and socioeconomic changes face educators as they plan the educational
program of :he schools. School size and the costs and benefits associated with
size also must receive serious consideration in this planning.

Hence, if educators are to make the best decisions with respect to
implementing, operating, and evaluating educational programs, they must
perform some type of cost-benefit analysis. This analysis may not be highlv
structured, but even at a relatively unsophisticated level, it should provid.
meaningful information to the decision makers.

Nature of the Study

This exploratory study was stimulated by the question of whether a
given educational program may be provided more economically in large

Dr. Bowser is Superintendent of Schools, Joint School District No. 1, West Bend,
Wisconsin.
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schools than in small schools. Other research, most of which has been
conducted at the aggregate or macro level, has failed to answer this question
conclusively. This study, therefore, examined the size of high schools, the
breadth and depth of the educational programs, and the cost of the
components of these programs at the micro level. It addressed itself to this
primary question: What variables characteristic of secondary schools are
related to economy of scale?

To examine this question, the writer developed a production function!
which relates the ouiputs, defined here as those services provided by the
school for the educational benefit of the pupils, to inputs which include the
personnel, space, equipment, and supplies required to provide the services,
the costs of which are expressed on a per-pupil-per-day basis.

Applications of the theory of economies of scale to education are quite
recent. Research studies reveal inconclusive or conflicting evidence as to the
existence of economy of scale in education, for most of them examined total
expenditures per pupil and some quantitative measure of the breadth and
depth of the educational program as they relate to size. Also, the studies
considered schools as one-product firms, that one product being pupils
educated to a given level; instead it may be more realistic to consider schools
as producing multiple products, defined as educational services.

The sample of schools in this study was too small to determine the
central tendency and variance of the cost curves of an entire population of
schools. However, for a small number of schools an attempt was made to
identify and describe the educational program changes and cost trends as
school size increases. To determine these changes and trends, 1964-65 cost
and curricular data were collected from ‘wo sets of four high schools each, in
high school districts in IHlinois. The enrollments of these schools ranged from
approximately 700 to 2,700 pupils. The schools in one set had net operating
expense below the state average per pupil and the other set ranged above.

Cost evatuation procedures developed within the study were utilized to
process the financial data. These procedures were applied in the analyses of
costs for courses, for subject fields, and for schools as a whole. Linear
regression and correlation techniques were utilized to establish the significance
of relationships among scale, program diversification, and cost variables.

Certain key definitions were formulated. Costs, viewed as what must be
given up in choosing a commodity, service, or activity, is defined for the
purposes of the data analysis to include those expenditures necessary for the
operation of the school plus the implicit costs for dvpreciation and interest
on capital outlay. Service mix refers to the combination of services necessary
to achieve the goals of the schools. Changes in the service mix occur in two
ways: (a) by replication, and (b} by diversification. Replication refers to an
increase in the number of units of a specific output, and diversification refers
to changes in the service mix that take the form of ability grouping, an
increase in variety of services, and an increase in the scope of the service mix.

Findings

As one might saspect, average class size is the most significant variable
in the determination of per-pupil costs courses offered in the educational
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programs. The data analyses reveal strong relationships between average class
size and average daily attendance (r =.83); between average class size and the
average cost of all courses (r2 =.,59); and between average class size and the
total cost per pupil per day for all subject fields (r2 = ,65), Language arts,
mathematics, home economics, and physiczl education are just some of the
examples of subject fields.

Variations in average salaries of teachers, both among subject fields and
among schools within fields, seem to have little influence upon the
differences in per-pupil costs between fields and between scrvice mixes. Also,
the presence or absence of expensive facilities and equipment seems to have
only a limited effect upon the cost of courses within particular fields. A more
important determinant is the degree of utilization of the facilities and
equipment,

As schoo! size increases, replication, which refers to an increase in the
number of classes per course offered in the educational program, was also
studied. Replication ratios developed from the data reveal that large schools
tend to have greater replication of courses than small schools. The range is
from 2.1:1 for the smallest school to 4.6:1 for the largest school. In the small
schools, however, most of the courses which comprise the service mix are
required for graduation; hence, there is a ““fixed’” demand for these courses.
Replication is therefore the major form of educational program expansion in
the small schools. But because of larger enroliment and the greater total
demand for all the courses, the rate of replication within the large schools is
still greater than in the small schools.

An increase in the variety of courses in many fields is apparent as
school size increases. A sharp increase in the number of courses hetween the
smallest school in each set {enrollmeni approximately 700) znd the three
larger schools {enrollments of 1,400-2,700) is obscrved. The increase in
variety of courses seems prevalent in most fields, except that the foria in
which the variety occurs varies from field to field. Ability grouping seems to
be more prevalent in those fields that contain several required courses. New
courses are added in many fields, especially in those fields, such as foreign
language, business, industrial arts, and music, in which few courses are
required for graduation.

As diversification increases, the cost of the courses added to the
educational program are in general higher than the cost of the existing
courses. As school size increases, new courses are added in most fields and
ability grouping occurs in several fields; and for most of thesc courses, the
cost per pupil is higher than the average cost of the particular field in which
the course is found. The higher costs seem to be attributable to a smaller
average class size than is found in the existing courses within the subject field,
Some of the new courses, which are frequently offered at advanced levels,
tend to have smaller classes partly because educators believe such small classes
are necessary if effective instruction is to occur. On the other hand, the
primary reason for small average class size in most of the new ccurses seems
to be that the demand for the new courses is limited, at least at the beginning
of the operation of the course.

Fei economies of scale appear within the particular courses examined
in this study. If the sample had included more schools in a broader range of
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size, the error variance in the cost factors (personnel, space, equipment, and
supplies) might have diminished, permitting tl.e emergence of more consistent
cost patterns. On the other hand, significant economies of scale appear in the
relationship between average daily attendance and the per-day cost of a given
set of courses in which the average pupil may enroll.

In summary, an increase in diversification within the educational
programs appears as school size increases, and the costs of the new courses or
services are in general higher than the costs of courses that have been a part of
the educational program. At the same time, replication of existing courses as
well as of the new courses seems to be occurring at a faster rate than
diversification as school size increases. Consequently, economies of scale
resulting from replication are apparently offsetting the increasing costs of
diversification so that some economies of scale appear within the subject
fields as a group.

Implications

The impact of such a study as this may possibly not be found in its
contributions to the question of whether economies of scale are present in
schools or in other areas of educational endeavor, but rather to its method of
approaching the question. Rather than look at the total cost picture for a set
of given schools, this study disaggregated these costs and examined the cost
variables within the curricular offerings. Its principal value may rest,
therefore, in providing a means for administrators to weigh alternatives of
educational programs rather than to evaluate individual programs in isolation,

The disaggregation of costs provides several advantages. The cost of
providing certain specific courses can be compared within a school as well as
among schools of different sizes. Also, a cost component, such as personnel,
can be compared with other components, such as space or equipment, within
a given course or service. The availability of these unit costs provides the
opportunity for educators to make comparisons between the costs of
alternative educational programs. In other words, the total cost of certain
programs, some containing more diversification than others, can be com-
pared. If, at the same time, possible educational benefits of each alternative
educational program can be determined, the decision maker can select the
program that offers the most favorable balance between benefits and costs.

Footnote

1A.:Iap:ed from: Kiesling, Herbert J. High School Size and Cost Factors. Washington,
D. C.: U, S. Department of Health, Education, and Welfare, Office of Education, March
1968. p. 2.
Kiesling defines a production furction as a set of causal relationships between
outputs of a process and the various combinations of inputs,
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A Nonschool Public Services Burden Correction
Factor for Use in a State Equalization
Formula for Education

Alan R. Cullum

IT IS GENERALLY RECOGNIZED that densely populated communities
provide a greater number of public services to their citizenry than is provided
in communities,with a smaller population. The greater cJsts of these services
is partially offset by the greater per-capita wealth in the larger communities.
But the balance of the increased costs must be met by higher taxation or, all
too frequently, by diverting tax dollars from educatior. to these services,

Within the past decade educational finance experts and legislators have
become increasingly concemed with the adverse effeci of diverting of tax
dollars from education to other public services. Althouyh many authorities
have expressed concern about this problem, few objective steps have been
taken to alleviate the situation,

The purpose of this study was to consider the feasiblity of devising a
factor to correct for the decreases in ability to finance educational programs
in Tennessce counties that have had a relatively high nonschool public
services burden. Within the counties elements were identified that could be
utilized in conjunction with the existing educational equalization formuia.

From these elements a factor F was derived which could be used in
conjunction with the general state equalization formulal for the minimum
foundation program causing it to become:

Ca : Rv(F) = state school support

Where C was the amount per pupil to be guaranteed by the state for all

school districts participating in the minimum foundation pro-
gram i

a was the number of pupils attending the public schools in the
county

R was the pertinent local tax rate(s) required in all local school
districts to provide the local share of guaranteed amount per
pupil

v was the assessed valuation of taxable property in the school

district, true valuation, economic index, or some other measure-
ment of wealth,

Dr. Cullum s Assistant Professor, Middle Tennessee State University.
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The procedures used to derive the factor F were as follows: The uctual
e nonschool public services burden was defined as:
; Total nonschool local sales and property tax levies

Average expected local sales and property taxes

¢ ‘
?r The denominator was the rate of yield of local sales taxes in counties that had
; ” such a tax {.0084) times the county’s total retail sales added to the product
of the state-wide average net effective property tax rate {.0162) times the
county’s total estimated true property vazluation.

Since this measure of actual services burden was subject to manipula-
tion, an indirect measure of services burden had te be found to provide a
i ~ workable system. To accomplish this, 18 independent variables were
correlated to the actual services burdens of the various counties by step-wise ~
multiple regression.

These were:

X1 The percentage of the state’s total average daily attendance that
resides within the county

Xo The percentage of the state’s total population that resides within
the county

Xg The logarithm of the population of the county

‘ X4 The logarithm of the average daily attendance within the county

4 Xg The rate of population change of the county from 1950 to 1960
expressed as a T-Score

Xg The rate of the average daily attendance change of the county

f from 1957 through 1966 expressed as a T-Score

] X3 The area of the county in square miles

' Xg The unemployment rate of the county

Xg The percentage of households in the county with an annual cash
income of $2,999 or less .
X0 The estimated total true property valuation of the county in
millions of dollars

X1y The total retail sales of the county in millions of dollars

X2 The effective buying income of the county in millions of dollars

X1g Per<apita income

X14 Percapitalocal sales and property taxes

X15 The county’s percent of the state’s urban population

X1 Density of population

X17 Total local sales and property tax levies -

X1g Per-capita estimated true property valuation

- T

v T

In the formula for the ‘predic(ion of the services burden (Y) eight
variables were found to be significant at the .05 level, as may be seen in the
final prediction formula:

Y = ~35.67119 + (—22.16209) (Xg) + 22.56786(Xg) +
(~.28961) (Xg) + {—.31864) (X||) + .33383(X;4) +
8.43471(X)5) + .00618(X ;) + (-.00795) (X;g)

v
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From this calculation the F factor was derived using the following
formula:
- Predicted state mean services burden

F
Predicted county’s services burden

This F factor was inserted into the general state equalization formula
described previously.

Findings

Statistically speaking, the findings were quite significant. The predic-
tion {ormula was significant at the .05 level of significance. The standard
error of Y was revealed to be 6.11988. A multiple regression of Y to the
significant independent variables was .917302.

When the F factor was applied to the general state equalization
formula, it was found that 41 counties would be required to contribute less
to the minimum foundation program. The decreases ranged from a low of
$132 in Fentress County to a high of $1,553,199 in Davidson County, with
Shelby County a close second with a $1,530,759 decrease. Among the
counties which would be required to pay more, the range was from a low of
$522 in Wayne County to a high of $222,983 in Washington County.

Conclusions

1. The services burden in Tennessee lends itself well to analysis by
maultivariant technigues.

2. The urban population relationships among the counties were not more
significant than were the over-all population ones.

3. In Tennessee the counties with a population over 125,000 had above
average services burdens. Counties with a population between 40,000 and
125,000 consistently had a services burden below the state average.

4. The county’s average daily attendance as a percentage of the state total
was not found to be significant.

5. Any state attempting to correct for services burdens through its
equalization formula can adapt the procedures outlined in this study.

Recommendations

1. The formula should be utilized to effect both increases and decreases in
the required county contributions to the minimum.

2, The salability of this formula to state legislators or other state fiscal
officials may be increased by the insertion of some predetermined
fraction. If, for example, the acceptable effect was determined to be only
one-half of the originally computed one under this formula, each increase
or decrease required under this formula would be reduced by one-half,

This formula claims neither perfection nor total equitability. But it
does offer a degree of objectivity which is likely to be lacking if the state
legislators do not use some similar approach to the relief of public services
burdens in financially distressed population centers.
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Footnote

lAdapuzd from: Lindman, Erick L. “*School Support and Municipal Government Costs."
Long-Range Planning in School Finance, Proceedings of the Sixth National School
Finance Conference. Washington, D. C.: National Education Association, 1963. p, 133,
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Kentucky State Aid and the Educationally
Disadvantaged Child

M. David Alexander

THE UNDERDEVELOPMENT OF certain segments of society has been
brought to the forefront of public attention in the past two decades. This has
been due largely to a combination of social, economic, and potlitical factors.
Although Americans have been aware of economic and social disparities
which have existed universally, nowhere have these events caused so much
concern as in the United States in the second half of the twentieth century.

Education today is faced with the underdevelopment of human
resources that make for social disidvantage and economic deprivation. These
problems that affect large numbers of children in many communities offer
the greatest single challenge to existing artangements for state structuring and
financing of education. The allocation of state money for public education
may not offer equality of educational opportunity unless the needs of
compensatory education are recognized.

The purpose of this study was to investigate the effectiveness of the
Kentucky Foundation Program in meeting the needs of educationally
disadvantaged children and to select social and economic factors that might
better identify these children.

The 13 selected factors were obtained from other studies and from
consultation with experts. The factors used were:

1. Foundation program allotments per pupil: 'the dollar measure of
state support plus the amount of local support required for participation in

the foundation program
2. Achievement scores: A measure of important knowledge, skills,

and understanding commonly accepted as desirable outcomes of the major

branches of the curriculum
8. Pupil-teacher ratio: The average number of pupils per class whom

individual teachers will instruct daily
4. School holding power: Percent of ninth-graders who graduate from

secondary school

Dr. Alexander is Assistant Professor, Depoartment of Secondary Education, Western
Kentucky University.
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5. Median grade level of the community: The author use
definition of the U. S. Bureau of the Census which is the median leve ui
schooling achieved by citizens of a census unit who are 25 years old or older

6. Title I children: The total number of children eligible under Public
Law 89-10 (ESEA 1965}, Title I, divided by the school census for each
particular district

7. Current expenditures per pupil: The amount of money spent per
year per pupil for all current expenses, including administration, instruction,
attendance, health services, pupil transportation, operation and maintenance
of plant, fixed charges, and community services

8. Personal f1come per capita: The tolal personal income of the
district divided by the population of the district

9. Percent of attendance: The average daily attendance {ADA)
divided by the total membership of a given school district for the period of
one school year

10. Enrichment expenditure: The amount spent by a local district
above the amount needed to participate in the foundation program

11. Avcrage teachers' salaries: The total salaries of ali teachers in a
district divided by the number of teachers

12. Assessed valuation per pupil: The assessed valuation of property
divided by the number of pupils in average daily attendance for selected
Kentucky school systems

13. State allotments per pupil: The doltar measure of state suppoft pet
pupil in average daily attendance for school purposes.

A multiple correlation analysis was computed to determine the factors
thai correlated highly with foundation program allotments per pupil, Title 1
children, and achievement scores. Through this analysis it was possible to tell
if districts with a higher incidence of educationally disadvantaged children
wete receiving propottionately higher amounts of foundation money, and,
also, to see what factors correlated highly with Title 1 children, and
achievement score«

Three statistical analyses were presented in this study. These were
zero-order cotrelation (the extent of the refationship between two variables),
the coefficient of multiple correlation (the stzengihs of relationships between
one dependent varfable and two or more independent variables when taken
together), and the square of the coelficients of multiple determination {does
not imply causation, but merely defines a degree of covariation).

findings

1. Foundation program allotments per pupil (depende 1t reriable): The
foundation program allotments per pupil when cotrelated with the selected
factors showed three of these factors signiticant at the lourth., cighth-, and
cleventhgrade levels of achievement. These factors were pupil-teacher tatio,
current eapeaditures per pupil, and Title | childres. All of these factots had &
statistical significance equal to or greater than the .03 level of confidence.

The pupil-teacher ratio factot correlated negatively with the dependent
varizble while the factors, current expenditures per pupil and Title 1 children,
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both cosrelaicd positively with the dependent variable, foundation program
allotments per pupil.

The coefficient of multiple correlation for the relationship between
foundation program allotments per pupil and selected factors ranged between
.7635 and .8135 with the lower figure having fourth-grade achievement scares
as an independent variable and the upper figure having eleventh-grade
achievement scores as an independent variable. Application of the F-test for
statistical significance showed that these results were significant.

The coelficient of multiple determination, therefore, was significant
and accounted for 58 to 66 percent of the variance in the foundation
program allotments per pupil, depending on which grade level of 2chicvement
scores was uscd as an independent variable.

2. Title I children (dependent variable): When Tille 1 children was used
as a dependent variable, 9 of the 12 sclected factors were found to be
significant. These nine factors were common to all three statistical analyses
using fourth-, eighth- and eleventh-grade achievement scores. These factors
were achievement scores, average teachers® salaries, assessed valunation per
pupil, state allotments per pupil, personal income per capita, ensichment
expenditures, median grade level of the community, tchool holding power,
foundation program allotments per pupil, and percent of attendance. All of
these factors had a statistical significance equal to or greater than the .05 level
of confidence. On all the analyses, Title | children correlated higher with state
aliotments per pupil (731, .755, .774) than with foundation program
allotments {335, .353, 439).

The following factors correlated negatively with the dependent vari.
able: achievement scores, average teachers' salaries, assessed valuation per
pupil, pertonal income per capita, entichment expenditures, median grade
level of the community, school holding power, petcent of attendance. The
factors, state allotments per pupil and foundation program allotments per
pupil, correlated positively with the dependent variable.

The coefficient of multiple correlation between Title | children and the
selected factors in combination had a range of .8730 to .8768&. Application of
the F-test for statistical significance showed that these cesults were
significant,

The coefficient of multiple determination, thercfore, was significant
and accounted for 76 to 77 percent of the variance in Title 1 childrer,,
depending on which grade tevel of achievement scores was uscd as the
independent variable,

3. Achicvement scores {dependent variable): \When achievemnent test
scores were correlaled with all selected factors, three factots were common to
all three simple correlations. These factors were asscssed valvation per pupil,
state alioiments per pupil, and Title | children. All of these factors had a
statistical significance equal 10 or greater than the .05 level of confidence.

Achievement scores correlated slightly higher with state allotments per
pupil than with Title § children.

The factors, state allotments per pupil and Title 1 childeen, correlated
negatively with the dependent variable while assessed valuation per pupil
correlated posilively.
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The coefficient of multiple correlation between achievement scores and
the combination of selected factors had a range from .6261 to .7285.
Application of the F-*est for statistical significance indicated that these results
were significant,

The coefficicnt of multiple determination accounted for 39 to 53
percent of the variance in achicvement scores when the selected factors were
correlated

4. General findings: These findings were observed within the analysis
of data but did not ¢xist on a one-to-one relationship with the basic design.
(a) There was no significant relationship between achievement scores and
teacher-pupil ratio. The simple corrclations for these two factors in all three
regments of the study were .132, .180, and -.045; these were not statislically
significant. (b) Educationally disadvantaged childzen correlated higher with
fourth-grade achievement scores than with eight-, or eleventh-grade achieve-
ment scores. All three levels of achievement scores significantly correlated
with educationally disadvantaged children, but fourth-grade achievement
scorcs had a corrclation coefficient of -0.516 while eighth-grade and
cleventh-grade achicvement scores had corrclation coefficients of -,296 and
478, respectively,

Conclusions

1. State allotments per pupil identify educational disadvantaged
children ay well as or better than Title 1 children when measured against
achievement scores.

2. The present state allotments have a greater equalizing effect than
does the foundation program. The state allotments per pupil correfated higher
with Title 1 children than fcundation program allotments per pupil. Although
the foundation program did correlate significanily with educationally
disadvantaged children, it had 2 tendency to negate some of the equalization
of state allotments when local money was added to the foundation program,

3. Achievement test scores appear to be 2 good method of identifying
districts with a high degree of educationally disadvantaged children in
Kentucky. OF the three achievement levels used in this study, fourth-grade
achievernent scores appear 10 be s better means of identifying concentrations
of educationally disadvantaged children than do eighth-grade or tleventh.
grade achievement scores. Fourth-grade achievement scotes cotrelated higher
with educationally disadvantaged chitdren than did cighth- or eleventh-grade
achievement scotes.

4. The other factors srlected for this study did not appeat to be of
wufficient importance to increase the validity of achievement scores in
identifying concentration of educationally disadvantaged.

Recommandations
1. The state pottion of the foundation program alloiments per pi-pil

should be increased to provide additional suppeet for districts with a high
incidence of children with low achievement.

1<
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2. Certain factors presented in this study were statistically significant,
but further research should be conducted to identify sociological factors
related to concentrations of educationally disadvantaged children. A study
could be made to identify factors that might have a higher correlation than
those presented in this study.

3. Studies should be done in other states to sce if state support

; programs are meeting the needs of educationally disadvantaged children as
measured by achievement scores.
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