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ABSTRACT

One way in which the analysis of educational finance
reform night be broadened to include an analysis of the fiscal
effects of such reform is to show fiscal competition between large
cities and their suburbs. It is not possible to say that "most
central cities" or "most suburban areas" deserve a greatexr share of
State educational aid. Rather, there appears to be significant
variation among metropolitan areas in the relative fiscal position of
the central city. School finance reform is not the only State policy
that has potentially significant fiscal effects. For instance, the
issuance of nonproperty taxes -- especially "commuter" taxes -- might
play an equally igportant role. Evidence suggests that State aid to
local education is already a pro-suburban program. A reform of school
finance is likely to make the program even more pro-suhurkan. There
is probably no one single optimal school fiance reform plan which can
be applied uniformly everywhere. (Author/DN)
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I have no quarrel with these attempts to examine the Impact of
educational finance reform on the distribution of educational bene-
fits. That particular question is an important one, and, even though
our measurcs of educational tenefit may not be particularly con-
vincing, it is one that we should attempt to tackle in the best
way we can. But | do think that for too long we have been ignoring
several other potentially significant and important impacts that a
reform of our educational finance system is likely to have. In
particular, we have tended to ignore the fact that educational
finarce reform is Jikely to have a significant "ficcal' impact in
addition to any '"cducational' impact it has.

Local education represents by far the single largest item of
expenditure in the budgets of wost local governmcnts.1 As a con-
sequence, in most states the taxes levied to support local educa-
tion are the single largest element in the entire local tax picture,
and the way in which local educational tax burdens are distributed
among the households of a state is, therefore, one of the most
important of the factors determining the eaquity and efficiency of
the entire local government finance system.

The available evidence suggests that only a portion of any new
state aid passed out under an educational finance reform is likely
to go into increased educational expenditures. The balance of the
fncrcased educational aid, indeed very possibly a najority of such

incrcased aid, is likely to go cither into financing local property

1
In fiscal 1970, tccal education acceunted for rouahly U5 percent
of the total exrenditures of local qovernrent. U.S, Burcau of the
Q Census, Governmuntal Finances in 186G-70, GF 70, No. 5 {Washinqgton:

6PO, 1971).




tax relief or into financing increases in noneducational expendi-
turcs.1 Thus, while educaticnal finance reform will, to an extent,
alter the geographic distribution of the benefits of local education,
it will also alter sone of the fundamental relationships currently
existing among various localitics in rclative tax rates and tox
burdens and in the quality and availability of all kinds of local
public services. And such a fundamental alteration in the relative
fiscal position of different local jurisdictions can, in turn, be
expected to affect both the overall interpersonal distribution of
state anc local tox burdens and the patterns of cconomic development
within a particulcr state.

In this paper | attempt to evaluate educational finance reform on
the basis of its expected fiscal consequences. | shall do this by
focusing the analysis on the impact that such reform is likely to have

on one particular jocal fiscal problem, the problem of central city-

suburban fiscal competition within cur major metropolitan arcas,

1

Recent studies suggest that a $1.00 increase in aid to cducation

can be expected to preduce an increase in educational expenditures
of somewhere between $.25 and $.50.  Sce, for instance, Cavid Stern,
"Effects of Alternative Forrutas on the Distribution of Public
School Expenditures,'" Foview of Feononics and Statistics, V. 55, No. |
(February 1973), pp. 91-97 (Wis esiivate is s.45 to S.55)5 Steve M.
Barro, "The Impact of Federal Aid to States on Financial Suprort

for the Public Scheols,' paper presented at the annual mecting of
the fimericen Educational Rescarch fisscciation, Chicago, April 1672
(his estimate is $.33): Jobin Weichcr, "Aid, [xrunditures, and Local
Government Structure,'' tatirnal Tay Jeurnal, Vo 25, Ho.o 4 (December
1972) pp. 573-5584 (his ¢ntirnate is $.50)5 Edward M. Gramlich,
"Atternative Fedrral Policies for Stimulating State and Local
Expenditures: A Comparison of their [ffects,’” National Tox Journal,

- v e ey

V. 21, No. 2 (June 196E) pp. 119-129 (his estinate is 9.256). 1wo
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I hope first of all thut the analysis contained in this paper
will serve to illustrate how an analysis of the fiscal consequences
of any particular reform proposal might be conducted, At the same
time, however, | believe that the structuring of the analysis of
this particular question in this particular way con give us several
valuable insights into the question of big cities fare under school
finance reform: It will allow us to establish criteria by which
to judge whether a particular large city is ""deserving' of additional
aid, and if s0, of how much additicnal aid; it will aliow us to ex~
plore how noneducational aid intcracts with educational aid to
affect the fiscal position of large cities; and it will allow us
to explore the way in which the irpact of a given reform varies

‘vom cne location to another.

11. Conceptunl Framework

A, The Problen

The evidence suggests that many of our large central cities
are becoming increasingly less promi-=nt as cither the location of
the residences of the nonpoor or the sites for many kinds of busi=
ness activity. In recent years, coployrent growth in central cities

has tended to be far less rebust than has enployment growth in their

studies have also atterpted to vcasure the frnact of educational
gronts on nonnducationn]l cxvenditures.  Sce Veicher, on. cit. and
Edward M. Grontich and Havvey Galpor, "State end Local Fiacal
Behavior and federal Gront Policy," Breokino Parers on Loencnic

ffﬁifi}ig 1973:1 pp. i5-(56. Neichor 1inds that the responses of
arcas served by independent school districts does not differ
significantly from those served by Jdependent scheol districts
with respcct to cither the irpact en ecgucational spending or the

impact on noncducatica:d spending., e esticates that a 51.060

R

increase in aid to education wilt lead to an increase of some
$.18 in nonrducational exponditurcs.
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suburbs and the average income of the persons who continue to
live in central cities has, in many places, begun to trail
rather significantly the average incomes of the persons living
1

in their suburbs.

There are, undoubtedly, a nunber of forces that are
working to produce these trends. They may simply reflect the
fact that most cities' boundaries are no longer extended to
incorporate ncw development. They may also reflect shifts in
consumer preferences, the results of constantly increasing
average rcal incomes or alteraticns in the underlying cconomics of
alternative metropolitan locations, all forces against which there

2

is probably little justification for public scctor intervention.

But it is also possible to argue that these trends are, at
least in part, the product of artificial incentives introduced

into the metropolitan location decision process by current insti-

tutions of local public finance. And, it is also quite possible

For onc of the best compilations of currently available data on
center city-suburban demographic and fiscal nositions, see Ad-
visory Ceravission on interaovernmental Relatiens, City Financial

Emergencics:  The intercoverncental Dimension (Washinoton:

650, 1973).

N

For an analysis of how present population location trends may,
indeed, be nothinag more than a continuation of past trends in
city rcsidcntfal location, sce Ldwin S. Mills, “Urban Persity,
Functions," Urban (HIwL“—L, V. 7, Ho. 1 (February 1970), pp. 5-20.
For an uP“]Y‘IS of i urban grecth con lead quite naturally to a
disparity between the average inconme of central city residents
and the average Incove of residonts of the cutlving areas, see
Richard F. Huth, Citics ond nd Housinm, {Chicano: University of
Chicago Press, 1969). For an hn?l}Ql of the impact of the



that, rcgardless of their cause, these trends are themselves pro-
ducing significant incquities in the distribution ameng houscholds
living at different ifocations within a given netropolitan area

of the costs of local public scrvices.

Put rather bricfly, the argument that local fiscal institutions
are creating an artificial incentive for suburbanization rests on
the presumption that the taxes a household or business firm has to
pay for a given sct of public scrvices are lovier in the suburbs than

. in the central city. The usual argument postulates that much of
the explanation for this discrepancy in tex rates and burdens lies
in the fact that central city residents must bear the extra costs
of financing services to concentrations of poor persons and to
suburban commuters, costs which houscholds and business need not
help finance 1f they only move to the suburts., Thus, the argu-
ment goes, there is a tax di “ferential that encourages intrametro-
politan migration to the cuburbs, and it arvises only because
suburbanites don't pay their fair share of the costs of city scrvices,
including their fair share of the cost of subsiitizing those public

1
services delivered to tke poor.

recent "'revolution' in urban transportaticn methods on retropolitan

businces and residential location, sce Johkn Fever, Jehn Kain, and
Martin Viohl, The Urbon Tronenortation Frohlem, (Conbridge:  Harvard

University PFOSS. iLG5)

For a norc clegant staterent of this particutar arqurent-~and of how
the process may actuolly fecd vpen itself--see Williom Jo Baumol,
"Urban Services: Interaction of Pubiic and Urive Uecisions,' in
boward €. Schaller {nd.), Peilic Oy rvrnr.|tma .,(ririr~~w in the Urbon

Corruinity (Ralticore: Johne ilopkins trese, i/"Z) pp. =10, There

have al c been at least two atternts to orpiricaily test the power
of ficcal incentives such as thowe just discussed In explaining
Q. populaticn roverents within retropolitan arcas, with ciach cencluding
ERIC (subject to its own limitations) thac the fiscal incentive was, iIn

Aruitoxt provided by Eic:



The argument that local fiscal institutions are creating
inequities in the distribution of the costs and benefits of
the local public services delivered in a netropolitan area
rests, esscntially, on the same presumption of relatively
higher central city taxes. [In this case, however, attention is
focuscd on the incquity of the higher tax burden imposed on those
vthg for one reason or another, can not nove out of the central
city rather tnan on the incfficiency produced hy the movement to
the suburbs of those who can move.] For if, as was postulated
earlier, central city tax rates must risce relative to suburban tax
rates, then houscholds not able to leave the central city must pay
more for their public services than do other households alike in

every respect except for their ability to take up suvburban residence.

fact, an important determinant of location. See David F. Bradford
and Herry H. Eelejian, "An tconometric Model of the Flivht to the
Suburbs,' Journal of Political fconcry, V., 81, No. 3, (May/Junc
1973), pp. 566-574 wnd J. nichard Aronscn and Eli Schwartz,
"Financing Public Guods and the Distribution of Population in

a System of Local Governments,' Naticnal Tax Journal, V. 26,

No. 2 (‘une 1973), pp. 137-160.

Although movina costs may be a problem to some, in general, those
houschalds easily able to lecave the central city Lut not doing so
in response to the postulated differential between central city
and suburban tax rates cannot be corsidered to he ''victims' of the
tex rate differential, Their oroblem is Lhat they've lost somc

of their consumer surplus.
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B. Two Qbjectives for the Analvsis of Scheool Finance Reform

To the extent thal one can show the presence of the fiscal
incentives and inequities postulated above, one can, it seems to
me, make a good case for public policy intervention. Such inter-
vention would be designed to remove any artificial incentive
encouraging intrametropolitan migration present in current local
fiscal arrangements and to offset any current intrametropolitan
fiscal incouities.

If one accepts the proposition that, whether they are intended
or not, school finance veform is likely to have fiscal effects that
are as larce as--or cven larger than--eny of its, educational effccts,
then school finance reform should be viewed as one such intervention.
By influencing the relationship between central city and suburban tax
ratces, it will affect the degres to which there is a fiscal incentive
encouraging suburbanization and the degree te which central city and
suburban residents stare equitably In the costs of local public
services.

The viewing of school finarce reform as a progrem iikely to
affect (e rate of suburbanization (or the fiscal consequences of
suburbanizaticn) allows us to develeop a set of criteria by which
we can judge whether the irpact of a given scheol finance refoim

proposal is '"favorable' or "unfavorable. Essentially, the pro-

posal can be said to have a favorable impact: (1) if it appears
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that its adoption will work to promote fiscal neutrality as between
locating a business or residence in the city and locating it in

the suburbs, or (2) if it appcars that its adoption will work to
promote a more equitable distribution of the costs of local public
services as between tHos; houscholds living in the city and those
living in its suburts. The proposal can bhe said Lo have an

"unfavorable! impact if it appcors that its adoption would detract

from fiscal neutrality or pronote inequity.

C. _Analytic Stratecy

The analysis that is reported on in this paper was carried out
in a rather straightforward manrar.  The necessary data were
gathared on the central cities and suburbs of the twenty-four
largest retropolitan areas for which all of the requisite data were
availab]e.1 Then, using procedures to be discussed below, two
indices of fiscal impact were computed, one appliceble to the
question of whether or not there was fiscal neutrality and the other
applicable eithnr to the neutrality question or to the equity
question.

Vhat remaincd, then, was to establish what the world looked

like according to cach indicator at the time for which the data

1

Vhere some of the suburbs of a central city are Yocated in a
different state, these suburban areas vere excluosed from the
analycis., This was to insurce that differences arising from

diffcrences in the division of responsibilities between the

state and tocal levels of goverements do not creep into the

analysis.
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applied and to simulate several variant plans for reforming state

aid to sce what their impact might have been according to ecach of

the Indicators. The data apply to Fiscal Year 1967, which,
unfortunately, is the most recent year for which all »f the necessary
data is available,

Althcugh rather straightforvard at an abstract level, the
task of actually developing an operaticnal indicator of cither
fiscal neutrality or equity is a rather difficult empirical under-
taking.

What one would like to be able to construct for a study of the
neutrality question is a sct of indicators applicable to the
various groups of location decision-makers which will ehow whether
the package of public scrvice costs and benefits asscciated with
locating in the central city is rore or less attractive than is that
associated with locating in a competing suburban jurisdiction.
Heutrality could then be established when the indicators shovied the
tvio packeges to be roughly comparable.

Several rather fundamental problems almost always prevent one,
however, from actually bLcing able to construct such indicators.
Chief awong these is the almost intructable problem of how one
actually could go about reasuring the gquality of (to say nothing
of estirating the value of) many publicly supplicd services. What

onc frequently is left with, then--and what this study will focus
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on--is a comparison of cstimates of only the public service costs
1
associated with locating in any one particular jurisdiction.

For purposes of analyzing the extent to which fiscal systems
are not neutral, aond therefore offer an incentive for locational
shifts, | have selected two scparate indicators. One is intended
to show the dircction of any fiscal incentives Tor business loca-
tional shifts and the other {s intendnd to show the direction of
any incentives for residential locational shifts.

The indicator for busincsses is sinply the estimated total
effective property tax rate {i.e., all property taxes collected
in the jurisdiction expresscd as a percentage of the estimated total

market value of taxable proporty located there). 1 the estimated

total effective rate is higher in the central city, than is the

e — - —

1

When one dravs conclusions about the relative fiscal attractiveness
of a given jurisdicticn by exarining only the cost side of the pub-
lic service prctage, one is raking the inplicit assurption that the
benefits to be obtained are equal in cach place.  Such an ossumption
is probably untenable in casnes where-cne is corparing urbon areas to

rural arcas or urban arcas in one state or region to those in another,

The ignorinyg of benefits may not, however, be guite as blatent a
shortcoming in cases where one is cornaring a major city to its own
stburbs., At least in this case, traditions about what role the
local public scctor should a<sume will be comron to both juris-
dictions as will the divisions of rucvonsibility Between state

and local levels of govercoent. Morcover, althouch cur cenven-
ticnal assunption has beon that Jecal schools in middie or upper
middle class suburtan neinhborhcods are of a hiahier quality than are
local scheols in similar central city areas, this advantage to
suburban living ray well Le offset by the availability of a creater
scope {or quality) of swi» services such as police, fire, public
ambutance, garbage collection, etc. in the central city.

11
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average effective total suburban rate, this is then taken as an
indication of a fiscal incentive for many businessmen to locate
new facilities in the suburbs rather than in the central city.
If the effective total central city rate is lcwer than the effective
total suburban rate, that will be taken as cvidence of a fiscal
incentive for businessmen to locate new facilities in the central
city.

The indicator for residential location incentives is a
relatively crude estimate of the actual bhurden on those households
living in cither the central city or its suburbs of these taxes

whose burden can be excected to vary as @ result of an intrametro-

politon rove. | call the indicator Mvariable tax burden' to denote

the fact that it docs not attempt to measure the burden of all taxes

paid by residents of cither locnle, but enly those toxes whose burden

might vary depending on intrawvctropoalitan lccation.

1

The inplicit assuwptions invelved in using this indicator include
the assuiption that the local property tax tepresents the only (or
at least the very predeminant) cource of differential tex burdens
encounteret by 2 businces in changing from central city to suburban
loceticn, They alco include the assumpiicn that the cost of con-
structing a given new facility, exclusive of the cout of acquiring
and clcaring the si{e is rounhly the sare in the two cerpeting
locations, 1f this i< the case, trnen difforences in the effective
tax raete levied at the different sites vill te the enly source of

a difforence in the portion of the property tax bill that is
attributelle to the cuncrship of the facility itsceif. There may
well alco be difforcences betwsen a contiral city and suburban loca-
tion in the site value of the lund upon vhich the facility stands,
and therefore, in the total dollur volune of property taxes retiitted
annually at a given property tasx rate.  But any such differential in
the doltar volure of taxes levied on the value uf the unimproved
land will presusably bo cepitalized into the value of the land at
the tire of its acquisition, and will, therctore, not affect a
business's location decision,

12



The indicator was construcied by summing for each jurisdiction
estimates of the follcowing magnitudes: (1) Property taxes collected
from residential property located within the jurisdiction; (2) That
portion of any local sales or income tax levied by the jurisdiction
which vias collected from the residents of the jurisdiction; (3) That
portion of any local sales or income tax levied by another metropolitan
jurisdiction that was collected from the residents of the jurisdiction
in question; and (4) A1l other taxes collected by the jurisdiction.1
This sum, the estimate of the total amount of taxes levied by metro-

politan jurisdictions which would be borne differentially by house-

holds depending on which jurisdiction thay resided in, was divided

1

This sum differs fron total taxes collected in just two ways. Tirst,
the porticon of property taxes collected from nonresidential preperty
has been excluded entively from this portion of the enalysis.  Second,
those lccal sales and inceme taxes which, according to the estimating
procedure, were not actually paid by residents of the particuler juris-
diction were excluded from the total, whereas those local sales and
income taxes which, accore .g to the estimating proccdure, were paid

by residents to jurisdictions other than the one in question were
ircluded. A rmore deteiled discussion of estimating procedures may be
found in the Appendix. The property texces collected from nenresiden-
tial property were icnored in cornuting the index of diffcrential
burden on the assurption that the burden of these taxes would be dis-
tributed around the nation, state or metropolitan arca larcely without
regard to whether or not the houschold ultinately bearing the buiden

of the tax resided in the sarme jurisdiction as had collected the tax.
To the extent such taxes are shifted baclwards on to profits, they

will not affect anyone's residential lecaticn decision; they will af-
fect investrment decisions, a ratter covered by the first indicator.
Business property taxes can produce a differentially hicher tax

burden on those residents of the jurisdiction levying them only to the
the extent that the firns beirg taxad: (1) Sell their aoods prinarily
to residents of the same jurisdiction in which each of their facilities
is located; (2) Scll in a market where convenience of licaticon is so
impertant that a firm located in one jurisdiction can charge a different

O

ERIC

Aruitoxt provided by Eic:



O

ERIC

Aruitoxt provided by Eic:

by en estimate of the 1967 total perscenal incone of residents of the
particular jurisdicticn to produce the measure of variable Lurden.
If the indicator s higher in the central city than in its suburbs,
this will then be taken @s evidence of an incentive for houscholds
to leave the central city and relocate in the suburbs, {f the indi-
cator is higher for the suburbs than for the central city, this will
then be taken as evidence of an incentive to leave the suburbs and
pove: to the central city.

The "'variable burden' indicator is the indicator which will be

used for two purposes. 1t is, after all, nothing more than an
estimate of how personal tax burdens arising from a given set of
taxes vary betvween city and suburb.  Thus, while it will be used as
an indicator of the directicn and magnitude of cny fiscal incentive
for rosidential locational shifts, it will also be used as a measure
of whether, for those houschalds who find thatl they cannot chanc
residential locations, local fiscal arrangements are resulting in
the inposition of an incquitable distribution of the local tax

1
burden.

3

price than i+ charged by a competira firm located in a neiqghboring
jurisdiction: andzer (2) Vhore the viery, if a chain operating
throunhout the ratropolit rea, adopts a policy of charging

{

< ’
different prices in di («rcnt petrenolitan locations.

Actualty, the indicator is probably better suited for the equity
quostion than for the lecotional (cfficioney) ausostion.  The nse
of the cerparicon of central city te cuburban burdens as a leca-
tional indicator implicitly acsur -5 that a hounchold that cheraes
locition will, at the tire of *he wove, stop heliaving like the
Yaverege' houschold at the old lecntion and stort bebavieg like the
"averaye' houachold at the new location, an unlilely eventuality.
When usad as an o eaquity irdicator, (heush, 1t perely assumes that
vihat is fnportont is the burden on the Yaveroge'' boeusehold in each
class (in this case, location), a rather standard public finance
assusption.

b
P
1

14
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111, Some Results of the Analysis

A, The "Current' Situation

Tables 1 «nd 2 contain estimates of the actual cffective
property tax raotes and ''varioble' personal tax burdens prevailing
in fiscal 1967 in the central cities and suburbs of the 24 metro-

1
politan arcas contained in the sample. Education tax rates and
"'variable' burdens are shown sepaerately from noneducational tax
rates and burdens, and estimates are presented for each of the
2
central citics and suburban arcas contained in the sample.

There are, | think, three irpo-tant insights to be gained
from the data contained in Tables 1 and 2.

First, these data reveal that, taken as a group, large central
citics did appear to be at a slicht fiscal disadvantage vis a vis

their suburbs, but the size of that disadvantage dees not eppear

In each case the taxes levied by all overlying county and special
district governrents have bLeen divided betveen the city and its
suburlbs so that the estimatrs showun represent estirates of all
local toxes paid by residents of (or Lusiness lecated in) cach
place, regardless of the actunl type of local government to which
they viere paid. VWhere school district lines do notv coincide with
the central city's boundarics, the schuol district taxes were
adjusted to the leve! thoy would bave bLeen hed the boundarics bicen
the sare.  More detailed coscriptions of all of these adjustuents
can be found 10 the Appendix,

Altbcuah | have dis
of thie central cit
have done so not

4 .

played the recults of this aralysis for cach

ivs and its suburbs contained in the sample, |
vithout sema misgivites, All of these estimates
arc bosed on pubiichked, natlionally comnrable lata, and as @ con~
sequence, some ¢f the cstiyaLLd maanitudes that underlie this
analysis--cspecialtiy these nf the market value of taxable property
and of the extent of tax f‘ fting--arc {airly crude. Vhile |
belicve them to represent thn heet estirptes that it is possible to
make in a consiatent manner across a wide range of cities, and while
| believe thew te give a fairly accurate representation of the



TABLE | - Estimated Actual £ffective Property Tox Rates, 16

Sclected Large Cities and Their Suburbs, Fiscal 1967

{(Percent)
Clty Education Non-Education Total
1 2 3

cC Sub Diff cc Sub Diff cc Sub Diff

Philadclphia 1.26 1.36 -0.10 1.44 0.63 0.81 2.70 1.99 0.71
Pittsburgh 0.77 1.16 -0.38 1.62 0.2e8 0.64 2.39 2. 14 £.25

L
fFast {Pcnn.) 1.01 1.26 -0.24 1.53 0.8 0.72 2.54 2.06 0.48
Akron 1.09 1.12 -0.03 0.55 0.39 0.16 1. 64 1.51 0.12
= Cincinoaati 0.96 1.06 -0.10 0.88 0.42 0.46 1.84 1.48 0.36
Clevelana 0. 81 1.12 -0.31 0.54 0.56 0.37 1.75 1.68 0.07
'Columhus 0.98 1.1 -0.12 0.38 0.38 -0.00 1.37 1.4¢ -0.12
" Dayton 1.06 1.1 ~0.04h 0.¢ 0.60 -0.00 1.66 1.70 -0.05
Chicago 0.74 1,12 -0.38 0.98 0.66 0.42 1.72 1.68 0.0h
Gary 1.13 0.93 0.0 1.08 0.70 0.38 7.21 1.63 c.58
Rarmond 1.54 0.92 0.G60 1.1 0.70 0.4 2.64 1.63 1.0t
Kansas City, Kan. [C.68 1.05 -0.37 1.03  0.55 0.48 1.70 1.€0 0.1
Kansas City, HMo. 0.84 i.c6 -0.22 .64 1.¢4 -0.h2 1.47 2.12  -0.064
St. Louls 0.86 1.722 ~0. 22 ¢.82 0.58 0.24 1.68 1.80 -0.12
Mlinnearclis 0.72 1.47 -0.76 .29 0.85 0.4 2.01 2.32 -0.32
St. Poul 0.65 V.47 -0.83 1.36 U.E5 0.52 2.01 2.32 ~0.31
1f
Hidwest .93 1.12 -0.19 g.90 0.60 0.30 1.82 1.73 0.09
Birminghaon 0.18 0.47 -0.2¢ ¢.52  0.29 0.22 0.70 0.77 ~-0.07
Little Rock 0. 74 0.£88 -0.12 0.15 0.1¢ -0.Ch 0.89 1.05 -0.16
New 0{]0&“5 0.36 0.08 0.28 0.58 0.30 0.28 0.94 0.38 0.56
i

South 0.43 0.hy -0.C5 0.h2 0.26 0.16 0.84 0.73 0.1
Anahein 0.9l 0.91 0.C0 0.8é 0.80 0.06 1.77 b.71 0.06
Santa Ana .70 0.¢l -0.21 0.87 0.£0 0.07 1.58 i.71 -0.14
Los Angcles .78 0.93 -0.18 1.06 0.79 0.28 1.82 1.72 0.10
Leng Beach 0.72 £.93 -0.21 0.93 0.79 0.14 1.66 1.72 -0.07
Sacrarmanto 0.92 1. -C. 14 1.26  0.78 0.50 2.20 1.8¢9 0.31
San Dicge 1.02 1.0L -0.02 1.¢9 0.00 0.30 2.1 1.84 0.27
San Francisco 0.29 V.04 ~0. 7% 0.82  0.70 0.14a 1.19 1.74 ~0.56
Oakland 0.62 1.0k ~C. kL2 1.01 0.70 0.3 1.63 1.74 -0.11
Denver 1.35 1.51 -0.16 0.76 0.8 -0.0% 2.11 2.32 -0.20
Satt Lake City 0.74% ¢.24 -0.10 0.78 0.42 0.36 1.51 1.26 0.26
Seattle 0.53 0.64 ~0.1) 0.58 0.235 0.23 1.1 0.9 0.12
West b 0.78 1.00 -0.22 0.2 0.68 0.24 1.70 1.68 0.02
U.S. Total b 0.82 1.0} -0.19 0.90 0.60 0.30 1.72 1.62 0.10
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FOOTHOTES

1
Central City

2
Average rate In suburban counties

3
Difference (Central City less Suburbs). May not reflect differences
in numbers shown due tc rounding.

ly

Simple average of the number of Independent observations in each class.,

Procedurcs for computing the figures in this table arc explained in
Appendix 1.
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TABLE 2 - Cstirated Actual Variablc Burden of Personal

Taxes, Selected Large Cities and Their Suburbs, Fiscal 1967

{(Percent)
City Education Non—Educat?on Total
1 2 3

cc Sub Diff cc Sub Diff cc Sub Diff

Philadelphia 1.35 2.16 -0.81 3.(3  1.40 2.23 b.97 3.56 1.4
Pittsburgh 1.17 1.94 -0.77 2.68 1.7¢ 0.89 3.85 3.73 0.12

4
East (Penn.) 1.26 2.05 -.79 3.16 1.59 1.56 I, i 3.64 0.77
Akron 1.57 1.75% -0.18 1. 81 1.22 0.59 3.38 2.97 0.41
* Cincinnati 1.26 1.74 -0. 49 2.29  1.48 0,81 3.54 3.22 0.32
Cleveland 0.84 1.90 -1.06 1.17 1.11 0.6 2.G2 3.0t -0.99
Colunbus 1.38 1.79 -0. 4} 1.6 1.39 0.16 2.972 3.18 ~0.25
* Dayton 1.66 1.49 0.17 2.0 1.4Lo 0.60 3.66 2.89 0.78
Chicago ¢.95 1.79 -0, 8L 2.0 1.28 1.16 3.39 3.07 0.32
Cary 1.21 1.42 -0.21 .20 1.10 0.10 2.0 2.52  -0.11]
Harmond 1.58 1.42 0.16 1.18 1.10 0.08 2.76 2.52 0.24
Kansas City, hKen. 0.84 1.56 -0.72 V.6 1.0 0.5 2.52 2.67  =~0.15
Karsas City, Mo, 0.97 1.32 -0.%2 2.27 1.95 0.32 3.24 3.34 -0.10
St. lLouis 0.97 1.78 -0.81 2,25 1.40 1.85 h.22 3.1%8 I .04
Minneapclis 0.81 2.29 -1.48 1.67 1.4 0.5 2.48 3.70 -~t.22
St. Paul 0.8k 2.29 -i.45 2.26 1.4 0.85% 3.10 3.70 -0.60
Y
Midwest 1.15 1.72 -0.57 1.9l 1.35 0.56 3.05 3.07 -0.02
8irringham 0.22  0.60  -0.38 | 2.76 1.81  0.95 | 2.98 2.42  0.56
Llttle Rock 1.23 1.02 21 0.7h 0.38 0.35 1.97 1.41 0.56
Kew Orleans 1.13 0.22 g1 2.15 1.92 0.23 3.27 2.14 1.13
f
South ' 0.8¢  0.62 24 | 1.8 1.38  0.50 | 2,74  1.9¢  0.75
Anahein 1.7¢ 1.93 -0.18 2.56 2. 45 0.11 4. 31 4,38 -0.07
Santa Ana 1.37 1.93 -0.56 2. 47 2.45 0.02 3. 04 L, 38 ~0.54
tos fingyeles 1.17 2.31 -1.14 2.91 2.71 0.20 h.07 5.0} -0.94
Long Eeach 1.58 2.31 -0.73 3.02  2.71 0.31 4.60 5.01  ~0.4)
Sacrzrento 1.7¢ 2.19 -0.4¢C 3.31 2.4L8 0.83 5.10 k.67 0.543
San Cicyo 1.36 1.86 -0, 50 2.29 1.94 0.35 3.65 3.80 -0.15
San Francisco 0.73 2.20 Y, 3.0  2.18 0.6 3.77 4.38  -0.61
Gakland 1.15 2.20 -1.05 2.6 2.18 0.48 3.6 4,38  -0.56
Denver 1.68 72.16 -0. L8 2.24 1.50 0.7h 3.92 3.66 0.26
Salt Lake City .02 1. 47 -0.45 1.92 1.16 0.76 2.95 2.63 0.32
Seattle 0.82 1.09 -0.27 1.8 0.98 0.83 2.69 2.07 0.62
Hcsth 1.3 1.90 -0.59 2.57 1.92 6.65 3.08 3.82 0.06
I
U.5. Total 1.19 1.67 -0. 48 2.24 1.57 0.67 3.h3 3.23 0.20




FOOTHOTES

Ttentral City
zAveragc rate in suburban counties

3ifference (Central City less Suburbs). May not reflect differences
in numbers <hown due Lo rounding.

Lia s . . .
iSivple average of the nurber of independent obscrvations in cach class.

Proccedures for computing the figures in this table are explaired in
Appendix 1.
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to have been nearly as great as some of the literature on our
"dying" central cities might have lead one to supposc.]

According to the data in Table 1, the average cffective total
property tax rate in the 29 central citics was 1.72 percent, while
the average effective total pi rerty tax rate in the 24 suburban
areas was 1.62 percent. The difference was 0.1 percentaqge points,
enough to have caused your tax bill to rise by $1 for cach $1000
in the market value of the property you cwned, or e¢iough to have
causcd your total property tax bill to be some six percent higher
if you were located in the "average' central city rather than in
the "average' suburb. Although a diffcerential of this magnitude
may well have affected the location decisions of some business
firms, it is hard to belicve that such a differential could be
called a major factor in causing past business activity locational

shifts.

of the situaticn in general, | do not belicve that they necessarily
represcent the rnst accurate possible estimate of the situation in
any one perticular metropolitan area.

Although it's slightly off the topic, the data also reveal a fairly
universally superior ability on the part of most central cities to
export their lccal tax burdens. The cevidence suacests that per
capita total central city tax collections are alrost always higher
than are per capita total sufiurban tax collections. {See, for
instence, ACIR, ppiupit.). Tha estimates presented here, however,
do not show such a significant and consistent tendenicy for central
city tax rates to exsceed suburban tax rates or for tax burdens on
central city residents to exceed thove an suburben residents.
Apparently the explaration liecs in the ability of many central
citics to export crncugh of their tax burden to offset the impact of
their higher por capita total taox coilections. There are at least

20
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The estimates of varlable personal tax burdens that are con-
talnced in Table 2 reveal a similar pattern., Over the entire sample,
the average variable burden anounted to 3.43 percent of lncome in
central cities and 3.23 percent of income in suburbs. Translated
into dollar taxes, this means that for a family having a tetal
Income at three times the averace per capita central city level,
some $9,987, the total Msaving" in taxes that would have been
associated vith meving to the suburbs ould have been just under
$20 per year,

The fact that estimates of average central city and suburban
tax retes and tax burdens may not indicate the prescnce of a con-
sistent and sionificont fiscal incentive for suburbtanization through-
out the entire seiple can not, however, be takep as evidence that
such an incentive was not present to a significant degree In certain
large metrepolitan arcas. For a sccond inportant insicht to be gained
from the data in Tables ) and 2 is that there appecared to be a great
deal of variation fro. place to place in the degree and dircction of

introretropoliten fiscal lecational incentives.

— S — ————

two other places vihere one con find results that are consistent with
those presentcd here, The ACIR reports that when corparing moasure
of "tax effort'~~a similar thzuch not identical concept to the ones
used hore-=they found cight central citics that were making a greater
effort, six thaot vere making a lesser effore, and cne tie. Sce
Advisory Comnissicn on Intercoveramentat Relations, Measurina the
Fiscal Capacity rd Effort of State ond Lacal Ar“‘,;mﬂﬁﬁﬁﬁEulgﬁT
GPG, G T SRR o TN a e cent Stuey o1 Baltimore City's
fiscal situaticn, it was estinated thot althouch the city's cffec-
tlve property tox rate was reuchly the <aire as was the total burden
of Yocal taxes torne by residents of its suburbs., Sce William K.
(akland, "Wsing the Property Tax to Pay for City Covernment: A
Case Study of Goltirore,' in George Peturson {ed.), Property Tax
ﬁﬁlf!ll (Woshtington:  The Urban Institute, 1373}, ;qxf IV
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0f the total of 29 central clities continued in the sample,
there vere 16 in which the estimated central city effective property
tax rate exceeded the estimated suburban effective property tax
rate. The margin by which it did--and therefore the strength of the
incentive it provided for suburbanization~~ranged from almost nothing
fn Chicago and Cleveland to something over 0.5 percentage points in
Hew Orlteans and Gary and even rore in Philadelphia and Hammond.

For the purposcs of thls discussion, | have arbitrarily con-
cluded that a difference of 0.30 percentage points betwecn central
clity and suburban property tax rotes should be considered to be a
"significant' differcnce, one worth worrying about. According to
this standard, this samnle contained six central citics with
significantly higher property tox rates. In addition to the four
menticred above, Cinc{nnati and Sacramento qualified under this
definition.

At the same time though, of the total of 29 central cities
contined in the sample, there were 13 with lower effective total
property tax rates than those prevailing in their suhurbs, a number
only three less than the numter finding themselves in the opposite
position. In these 13 cities, my indicotor of the fiscel incen-
tives for business locaticonal decisions scemed to indicate an
Incentive against suburbon lecaticn and in favor of central city
locaticnn. Furtherrore, therce appeared to be at least four cases,

Minneapolis, St. Paul, San Francisco (but not Oakland) and Kansas
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City, Missouri, in which one night have concluded that thcre was a
“significant' incentive aqainst suburbanization, for in cach of
these metropolitan arecs the effcctive suburban property tax
appeared to cxceed the effective central city tax rate by more than
0.3 percentage points.

An exanination of the city by city estirmates of variable personal
tax burdens, my indicator for either residential locational incentive
(for thosc people vho can move) or intrametropolitan tax cquity (for
those who can riot move), reveals a similar variotion in deqree and
dircction.

As was the case with the property tax rate comparison, the com-
parison of variable personal taex burdens show that there were 16
centrat cities in which the estirsted central city burden appeared
to be greater than the cstimated suburban burden and 13 central
cities where it appearctd to be lower., Using en utterly arbitrary
definition of 0.75 pcrcentage points or greater as the differcnce

11

that is "significant' on this indicator, we find that four centra!
cities, Philadelphia, St. Louis, Dayten, and Hew Orlteans had
significant incentives for residential suburbanization. At the
same time, hcowever, we also find three suburbsn arcas, those of
Cleveland, Los Angeles, and of Minncapolis-5t. Paul (at least vis

a vis Minncapolis) that cenerated a significant incentive against

residential cuburbanizaticon.

23



O

ERIC

Aruitoxt provided by Eic:

The fiscal objective cnunciated carltier in this paper was one
of intramctropolitan locational neutrality. Based on these estimates,
we may apparently conclude that in some metropolitan arcas the
prorotion of such neutrality would have required a policy that rather
drarratically improved the fiscal position of the city relative to
that of its suburbs. But these data also show that therc were
other metreopolitan areas where promoticn of fiscal neutrality
appecared to rcquire a policy designed to improve the fiscal position
of the suburbs relative to that of the city. And there appeared
to be still a third set of motropolitan areas where, for all intents
and purposes, neutrality already existed., so that the need was
not for policics to improve the position of one portion of the
metropolitan area relative to that of another, but rather it is for
policies that--in addition to whatever else they did--preserved
the substantial ncutrality of the prevailing fiscal arrangements.

The third insight which | think can be gained from an examina-
tion of the data in Tables 1 and 2 relates to the relationship between
city and suburb ir the relative burden of financing educational and
noncducational expenditures. As cne looks down the columns in these
two tables, one finds that in almust every wetrepolitan area the
cstimate of the neneducaticnal tax rate and tax turden was higher

in the central city thon in the suburbs while the estimate of the
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educational tax ratec and tax burden was almost always higher in the
suburts. 1t s apparently this phenomencon~-and the basic causal
factors that underlie it--which provides a good part of the explana-
tion for why the estimates of the differential between central
cities and suburbon total tax rates and total varicble tax burdens
did not appecar to be nearly as grecat as one might have imagined.

Basically, what appears to have happened in most nmetropoliton
arcas is that populations have sorted themsclves out between central
city and suburb so as to impose not one, but two kinds of unusually
hecavy lccal fiscal burdens. As has been hypothesized, central
cities do apparently have consistently creater noneducational tax
burdens, arising, no doubt, &t least in part from the presence of
an unusunlly large number of the metropolitan poor and from the
nced to provide services to suburban comnuters. But apparently
the suburbs have their own unique fiscal problem: unusually
high concentrations of school age children.

Although there is a fair awount of variation within the
sample, the averages across the cities and suburbs contained in
the sanple will scerve to demonstrate the cssential suburban prebicm.
In fiscal 1967, the suburban portions of these twenty-four metro-
rolitan arcas averaced 27 public school pupils for cach 100
residents, while the central city portions averaged only 20, The
comparable state wide average for *he metropolitan arcas contained

in this sample was 2h pubiic school pupils for cach 100 residents.
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Because of the relatively high concentration of pubtic school
pupils in the suburbs, the effort requived to ralse a given level
of lecal revenue per punil was a geod deal greater in the suburbs

per_eupr ]
than it was in the central c¢cities. And as a result of this,
suburban educational tax rates and tax burdens had to rise above
corparable central city cducational tox rates and tax burdens, a
rise that appeared to offset--in somc cases only partially but in
other cases cowpletely=-~the higher noneducational tax rates and tax
burdens found in central cities.

Vhat we appear to find, then, when we loak at tax rates and
tax burdens divided aceording to whether they orise from the
financing of cducational cexnenditures or from tha financing of non-
cducational expenditures is that prcsent metropolitan fiscal
arrangenents scem to introduce some degree of natural balance into
metropelitan govcrnment-financc: they result in an unusually high
central city burden arising from the fiscal problems associated
with financing noneducational expenditures and an offsetting un-
ucually high suburban burden arising from the fiscal problems
associated with financing cducaticnal expenditures, They do not,
however, necessarily produece a perfect Laltance, for apparently the
suburban offsct is too greatl in some retropolitan arcas but not

great encugh in others.,

Indced, in this sample of 24 metroeolitan arers, significantly
higher suburban education "variable' tax burdens (1.€7 percent of
incore in the suburbs o5 corpared o 1.19 percent of incone in the
central citics) were actually associated with significantly

Tewoor suburbon per pupil edecational tax revenucs (5268 per pupil

in the suburbe as compared to $371 per pupil in the central cities).

26
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B, The lepart of State Ald on Metrepaliten Fidcal Palance

As was noted carlicr, state aid to cducation represents cne
impoartant policy tool for affecting the degree and direction of
intranctropolitan fiscal locational incentives, The same is
obviously also true for state aid for noncducational purposcs,

State aid {s typically passed cut by functional arca and
viithin each functional arca Is typically divided arong localtities
according to scme measurce of need.  The aggregate impact of all
state aid on relative tax rates and tax burdens depends on
esscntially tuo different kinds of censiderations., The first of

these is the ccographic distribution of the aid that is provided

under a given pregramn,  The second of these is the relative

J

nagnitude of cach of the Jifferent aid preograms.

’

In the last analysis, the question of how a particular state
aid program irmpacts on the tax rates and burdens in a particular
city is an erpirical question, It should be possible, however, to
make certain generalizations about how programs of aid for verious
purposes are likely to inpact various types of communitices.

State aid given for one particular local governmental function
is Vikely to help most those jurisdictions experiencing the greatest
relative "need''-~or, if you like, the greatesl rclative dermand--
for those particular services, Statc aid for local welfare and wel-

fare = related activities is most likely going to help large cities far

more than it helps their <uburbs, for it is the larcc cities where

the concentrations of the welfare populations live. On the other
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hand, as we have alrcady seen, the places where concentrations of
local school population are found is quite clearly not in large

citic

i

55 it is usually in their cuburbs. For this reason, state
aid for cducation is 1ost likely going to help the suburbs more
than it doaos the central cities.

To the extent thnt these gencralizations hold, then, we ought
to be able to draw certein conclusions about the likely impact of
state aid on metropolitan fiscal balance. Basically, we should
expect that increases In state aid to education will, in most
places, be pro-suburban. They will serve to inprove the fiscal
position of most suburban areas rclative to their central cities by
relieving one of the few local fiscal burdens that most suburbs
appear to bear relatively more heavily than do most central cities.
On the other hand, depending in part upon the particular noneducational
functions being ailded, we shouid cxpect that increases in noneducational
aid will te pro-centra! city. These aid increases will serve to
relicve the type of leocal fiscal burden that most central cities
appcar to bear relatively more heavily than do most suburbs,

Several recent studies of the likely impact of school finance

1
reform cn large cities tend to support the observation. Basically,

1
See, for instance, Jocl §. Berke and John J. Calahan, "Scrano vs.
Priest: HMilestore or Milestune {for School Firance Reform?! Jyujnal
of Public Lavu, V., 21, Ho. 1, 1972, np. 23-69: Betsy Levin, Public

School Tinince: Prowent Disvr-ritics and Ficcal Alternotivas,

Vol. and |11, Repeorc Propared for the President's Conmission on

EEFEBW‘FinthC, January 1972; ULetsy Levin, ct. al., Epyiqg for

28
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they show rotter clearly that the currently popular programs of
reform result in shifting roney away from most central citics,
increasing their tax rates bnd/or luiering their education--
cxpenditure devels) vis a vis tax rates {and cxpenditure levels) in
their suburbs. It is possible to show that this is also the impact

of current state edusaticen aid arrancements,

One way to evaluate the impact that current state aid arrange-
ments have on netropolitan fiscal balance is to examine how the
withdraval of that aid could have been expected to affect
relative tox rates and tax burdens.  The data shown in Table 3
represent one such atterpt, and serve to illustrate how the
for noncducational purposes tends to diffor {rom
the irmpact of aid for cducational purnoscs.

For the purpoases of this exercise, 1 ascumed that all state aid
received in fiscal 1907 by the central city and suburbs contained
in ny sarple wes withdrawn., 1 further assvmeod that in reaction to
this withdrawal of state aid, cach jurisdiction increased its
property tax collections by an armount equal to 65 percent of the
lost aid. (The other 35 cercent was assumed to have been absorbed
through lewrred exper 'flurcs.)  bn Table 3, | present the impact

on the "average' central city and the "average' suburb contained

in the sarple.

Public Scleals: Tserr o of Sehocol Firance in Califernia, (Mashingto

The Urban Institute, 1272 and Join J. Ln1inn7, Wil Ticn H.
Wilken, and M. Tracy Silkarman, Urtan Schoole and Selonl Fivance

n

hoform:  Promise and Poality, {(Washinrgton, 1he drban Coalition,

T97hY —
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The data in Table 3 seem to indicate that, on the whole, statc
aid for noncducational purposes had a slightly pro-central city
1
irpact. this can be sean by noting that had state ald for non-

educaticnal purposes been withdrawn in the way assumed here, the

average coentral city property tax rate and variable tax hurden

would apparently hove risen by more than the average suburban

tax rate and burden would have risen. Thus, the presence of state
aid for noneducatioral purposes scemed to serve to reduce central

city tax rates ond hurdens by slightly rmore than it reduced suburban

improving slightly the competitive position
2

cf the Maverage'' central city.

tax rates and burdens,

On the other hend, state aid for local -«

secrrad to have a fairly vificent pro-sute-rhan irpact, The

estinates show that the appaerent iepect of such aid was to reduce

1
There viere Tive (of tuenty-ninc) contral citios where a vithdrawal
of such aid causs ' 1 saller prorarty tax rate increase than woas
sinultancously occurricg in theis suburbs and nine where it caused
a smaller increase in variable tax burden

2

The fact that state nnncducational 3id did not have a rore pro-
central city impact than it appcaved to have can probably be traced
to the fact that states have traditicrnally choson to not aid many of
those functicns upon vihich central cities {ind they muat pale their
arcatest relative crrerditures--pnlice, fire, hospitals aud the like.
Instead, ofter assistance for cash vz Ifarn crnrenditures, the non-
ccucational functional arca receiving the oreatest arount of state
aid is hiqtways, an arca in which the qreatest relative nceds are in
rural and suburban arcas.

There vere six (of twonty-nine) certral citics where a withdrawal of
such aid caused a larcer property rate increase than was sirultancouslty
cceurring in their suburbs and (wo where it caused a larger increase in
variable tax burden,
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the average suburban property tox rate by 5 percent rmore than

it reduced the average central city tax rate and to reduce the
average suburban variable tax burden by some 80 percent rore than
the reduction in the average central city burden. Had there been
ne state aid to educaticn, those estimates suggest that both the
average suburban property tax rate and the average suburban
viriable pereonal tax burden would have risen to exceced the
conparable central city value,

Cn balance, the impact of state aid on this sample of central
cities and suburbs appears to be pro-suburban.  That appears to have
been the result of at least two different forces. First, the
degrec to vhich educaticnal aid ves pro-suburban exceeded the
dearec to which noneducaticnal aid was pro-central city, preventing,
therefore, the inpact of the lattcr from of{setting the impact of
the forror,  Secondly, the am unt of aid to cducation ecxcceded the
arount of aig for noncducational purposes, allowing the effect of
the educational aid to dominate the effect of the noncducational aid.

One notes from the last colusn of numbers in Table 3 that
without any state aid for any purpose, there would have apparently
been alivost perfect batance between the Maverage' central city and
the Maveraad'suburb contained in this sample.  There would have
been, on averace, no artificial fiscal incentive encouraging busi-
resses to lecate in one portion of the metropelitan arca or another,
and, for all intents and purpoues, there would have been neither a

fiscal incentive Tor residential rovements into or out of the central
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city nor any cvidence of inequality in the distribution of the,
costs of netropolitan public services.

To a certain extent, the introduction of state aid scered to
upset this balance. 1t was, on the whole, detrinental to the
achievement of the objectives set out earlier in this paper.

That state aid had this impact does not, however, meon that the
only way to prorote the desired metropolitan fiscal balance was to
abolish all «uco aid. State aid for any -urpose, including state
atd for cducation, presurably serves purposes other than the pro-
rotion of wotropolitan fiscal balance. To discard it in the
interests of preserving fiscal balance would Le as unwise a policy
as would be the policy of discarding fiscal balance in order that
state aid for education might serve its other purposes. lMorcover,
the discerding of state aid, especially state aid for education, is
nol necessary in order that fiscal balance be prowoted, feor there
vere at lcast three other oplions. These were: (1) To restructure
state aid for educaticnal purposcs so that its impact was less
pro-suburtan; (2) to increase state aid for noncducational purposes
so that it rore effectively offsets the fwmpact of the educat.onal
aid, and (3) to restructure the present aid for noneducational
purposes citker by altering the mix of functions aided or by
altering the distribution of aid under cach function's forrnula so
as to makce the distribution of the present aggregoate amount of

such aid more pro-central city.
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C. Metrepoliten frlunce end School Fincpce Reforn

Atthough 1 hove just argued that it i< rot necessary--and
may, Indced, not even be particularly wisc=~for us to restrict
ourselves Lo advocatirg alteraticns in the pregrem of state ald
for education as our mathod of premoting retrepolitan fiscal
balance, 1t s useful to spend a fow pages here exploring the
Impact that two rather dramatic shifts In state education ald
pollcies might have hed on city Ly city estimates of tax rates
ard tax burcens. The first of these is a <hift which appears,
on balance, to be pro-central city; the sccond is a shift that

appcars, on balarce to be pro-suburban,

I have simuleted the first of these two alternative plans as

"Case 1," and presented the city by city resuvlts of that sirulation

in Teble 4. For Cave 1 1 assurmad that all state ald to cducation
was abolished and that cach Jocal gevermment rcacted to this by
adjusting its local property tax rates so as to replace 65 per=
cent of its lost state aid. | then made my only substantive
foray into the viorld of relative cducationel benefits by assuming
additionelly that ecach central city adjusted its ltevel of educa-
tional spending (and property tex collections) so that its per
pupil operating experditures wenld be equal to the level of per
pupllt cperating expenditures prevailing in its suburbs. Finally,
I further assumed that both central city and suburb then increased
their opcrating expenditures (and property tax collecticns) by

enough to provide on additiona] sum equal to three tivcs the £SCA
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Title | monies each actually received in fiscal 1967. The results
of this excrcise show, then, the estimated degree and direction of
metropolitan fiscal iIncentlves if state aid to cducation were
abolished, all citles were forced to spend cn non-Title | students
at the sare level as did schools in their suburbs, and both city
and suburbd vere forceod to fund, from their own resources, com=
pecnsatory cducation pregrams at three tires the Title | level.,

- As can be seen frem Table 4, such an alteratlion in the level
of state aid and in the relationship Letween city and suburban
school cxpenditures is, on balance, quite a pro-central city
proposal. lts impact is to drive the averace suburban property
tax rate up by 0.25 percentage points more than 1t drives up the
average central city property tax rate, an arount sufficient to
reverse the direction of the average business lacation incentive
from one favoring sthurbs to one favoring central cities. Its
impact on variable tex burdens is to drive the suburban burden
up by 0.42 porcentiege points rore than it drives up the central
city burden, reversing also the dircction of the avereqe resi-
dential leocztion incentive, Under this sinulation, the number
of central citices with higher propeorty tax ratces than prevall
in thelr suburbs declines frem 106 to 11, while the nunber with
higher varioble personal tox burdens decline: from 16 to 9.

It was roted corlier in the paper that large central cities
did, on balance, appcar to be at a slight fiscal disadvantage in

corpeting with their suburbs, and scme of them appearcd to be
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Table & - Estimated Total Property Tax Rates and Variable
3 7
Personal Tox Burdens urder "Case 1. 1 Selected Large
Central Cities and Their Sulurbs, Fiscal 196467

City L Preporty Tow fates W!prinb!e Tox Burdens
cc? Sub 3 bier Change 2| cc Sub Diff Change
Philadelphia 2.6 2.40 0.56 0.14 5.02 3.90 1.12 0.29
Pittsburgh 2.67 2.68 -0, 01 0,26 3.78 3.93 ~0.1h 0.27
East {Penna.) 2.829 2.65h @ 0.28 0.20 ho4o 9 3.91¢4 0.49 0.28
fkron 1.56 1.79 ~0.23 0.36 3.27 3.40 -0.13 0.56
Cincinnati 1.87 1.64 0.23 0,14 2,57 3.48 0.09 0.23
Cleveland 1.08 1. 31 c.17 -0.106 2.26 3.22 -0.06 ~0.02
Colunibus ]1.62 1.80 -0.28 0.16 3.15 3.69 -0, 50 £.29
Dayton 1.60 2.05 -G 40 0. 3.57 3.36 0.2} 0.56
Chicago 2.05 1.91 0.14 -0.10 3.81 3,44 0.37 -0.05
Gary 2.31 1.88 0.43 0.1% 2.52 2.50 ~0.3 0.2
fammond 2.65 1.88 0.77 0,24 2.77 2.%0 -0.12 C.306
Kansas City, Kan. 2.48 1.91 0.57 -0.456 3,46 3,14 ¢.35 -0.50
Kansas City, Mo, 1. 59 2.70 -1 0.4 3.37 4,10 ~2.73 0.63
St. Leouis 2.13 2.C9 0.0h -0.164 .74 3.61 1,13 -0.0%
Hinneapaolis 2.20 3.063 -0.&5 0.57 2.7 L. 86 -2.1% o.ah
St. Paul 2.18 3.08 ~0.,50 0.50 2,32 L.&6C ~1.5% C.5
Sidwest 2,012 | 2.06° | -0.05 0.1h 3.27 2] 3.562 {-0.29 0.27
- Birminghan 0.50 1.62 ~1.13 1.26 2.7 3.77 -1.03 1.5¢
Littice hock 0.7 1.58 -0, 81 0.6% 1.78 2,04 -0.2¢ 0.87
bHew Qrleans .45 0.93 0.52 0.04 3.22 2.33 0. 8¢ 0.25
South .90 9 1443 | -0.84 0.65 2.58@ 2.712 1 -0.13 0.88
Anaheim 2. 42 2.16 0.26 -0.20 5.55 5.33 0.2 ~0.30
Senta /fina 1.9l 2.16 ~0.25 0.H G.LE 5.33 -0.34 0.30
Los Anyules 2.21 2.10 0.11 -0.01 .67 5.94 -1.27 0.34
lLong Boach 1,84 2.10 -0.76 0.19 5.02 L. ol ~-0.93 0.c2
Sacrainato 2.70 2,54 0.15 C.16 5.06 L. 95 0. 11 0.22
San Dicen 208 2,54 -0.045 0.33 S B/ 5.0%8 -0.%0 0.75
San Francisco 1.29 2.0%0 -0.79 0,24 b, 04 5.12 -1.68 0.4%3
Qatiland 1.94 2.03 ~G.15 G.04 4.39 5.12 -0.73 0.17
Denver 1.95 2.7% -4.80 0.549 3.72 L, 28 -0.55 0.¢2
Salt Leke City 1.57 1.65 -0, 31 0.57 3.03 3.73 -0.70 1.52
Scattle 1.13 1.73 ~-0.60 0.72 2.72 3.32 -0.60 1.22
West 1.959 | 2.229 | -0.27 0.29 (4,35 @ hoE4 e | -0.49 0.55
U. . Total 1.933 | 2,089 | -0.1% 0.725 3,699 1 3,910 {-0.22 0.42
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a.

FOOTNOTLS

Simple average of independent observations.,

See text for a description of "Case 1.,"

Central City,
Suburban Average

Differcnce between Central City and Suburb under sirulated
plan (i.c., Central City leve! minus suburban level).

Change in the diffarence betvween central city and subtirbs
produccd by adopting plan., (i.c., fctual difference minus

simulated differcnce). A positive ausbor sicnifies that
the central city gained relative to its suburbs,
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at a "significant' fiscal di<advantage. This particular proposal
appaairs to help improve the relative ficeal gosition of the
average central city. But does thls gonerally pro-central city
impact make the proposal sinulated good public policy? In
genaral, | would say no. For the proposal seems to create
problers vhere ronz existed before and to fail to alleviate

many of the problems that did exist before.

The placcs where the adoption of this proposal seems to
creale problernis are a nunber of metropolitan arcas in which
prior ¢ ts adepticon there were not “significantly" large
flscal incentives encouraging roverment either inte or out of the
central city, but where, as a result of its adoption, such
stagnificant fiscal locaticnal incentives were created,

With regard to the Lusiness loceticn indicator, effective
relative properly tax rates, there were apparently seven such
places where a sigrnificant lecationel incentive is created by
the adeption of the proposal. In six of these scven places,

the d

——

re

e

tion c¢f the incentive was toward the central city; in
the seventh it was toward the suburbs. VWith regard to the resi-

dential Jocation indicator, variaYle personal tax burdens, thore

incentive was created by the adoption of the proposal. In all of
theusc cases the direction of the incentive was toward the central

city.
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Forecover, the proposal is not, apparently, very effective
In removing those significant locational incentives that existed
prior to its adoption. Whercas prior to its adeption there were
ten places (six central citiecs and four suburban arcas) having
significant incentives against business location, after the
adopfion of the preposal eight of the ten still had slgnificant
Tncentives against business location. And whereas prior to its
adopticn there werc seven places (four central cities and three
suburban areas) having significant Incentives against residential
locaticn, after the adoption of the proposal, six of the seven
continued to have signiflcant incentives cgainst residential
locaticn.

Perhaps the only geod thirg we can say about the proposal
Is that its adopticn serves to elininate a significant locational
incentive in two of the metropolitan arcas contained in the sanple
and, with respect to six of the tventy-nine central cities, It
served to neitheyr crente nor perpetuate a significent locational
incentive. So much for the ctolishing of all state educationa)
ald as a program to prerote metrepolitan fiscal balance.

I have sirulated ny sccond alternative as Case 2 and pre-
sented city by city results in Table 5. For the purpose of this
strulation, | assured the adoption of a district power equa-

lizing plan vilth the following features: (1) That each state
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converts all of its state ald into a DPL rrogram featurling
recapturce of revenues from wealthier districts:; (2) That cach
state scts the per pupil property value level at which [t wil)
power cqualize at that level which, were the state average educa-
tion property tax rote to remain unchanged, would result in a
33 percent increase in aggregate state aid to education; and
(3) That cach school district then adjusts to the program by
altering its property taox rate in such a way that at the new
tox rate, 35 percent of any increase in state aid over the level
actually received tas gone into increased educati?nal spending
and 65 percent has gore into property tex relicf.

As anyone formilier with previcus work on large cities nd
school finance reform already krows, and as the data In Table §
clearly indicates, this rather pure DPE plan represents some-

N

thing of a pro-suburban progran. Its adoptlion would apparently
have causcd the "average' suburban property tax rate in this
sample to decline by 0.19 porcentage points more than did the
average central city property tax rate, resulting in an expan-
sion of the gap by which the average central city exceeded the

averaye suburb to sone 0.29 percentage yoints. 1t weuld have

increasced the nusber of central cities having higher effective

g

1
fn such a world the now property (ax rete is found by solving
for x in the followirg equaticn:

65 /TGV-AV)x = SAT = PT - x(AV)
Hhere: X = The new pruperty tax rate

GV - The level of per pupil property value guaranteed
by the state
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Table 4§ ~ E£stinmated Total Proqcrty Tax Dates and Voriable
Personal Tax Burdens under “Case 2.0 1 Selected Larae

Central Citics and Their Suburbs, Fiscal 1967

City o Properry Tov Baten o Narjable Tax Durdens

r cc 2 Sub 3 Diff b Change 2| cc Sub Diff  Change
Fhilodelphia 2.0 1.7% ¢.72 -0.01 74 3.19 }.55 ~0.14
Fittsburgh 2.54 1,94 0.60 ~0.35 01 3,046 0.53 -0.41
East (Penna.) 2,499 1.oh 9 0,65 -0.17 hoagd 3.34 4 1.04 | -0.27
Lkron 1. 1.24 0.18 -0.05 3.00 2.53 0.52 -0 1
Cincinnati 1.50 1,34 0.h6 ~0.10 3043 2.99 0.49 ~0.17
Cleveland 1.79 1.64 0.13 -3 06 2. 06 2.97 -0.91 ~0.G8
Colu.uus 1.71 1.24 ~0.04 =0, 00 2.71 2.76 ~0.07 -G.13
Dayton 1.5 1.42 G.13 -0.013 3.50 2.51 0.9 -0.22
Chicavo 1.50 1,43 0.37 -0.32 .50 2.67 0.83 0.6}
Gary 2.08 1.60 0.49 0.03 2,78 2.47 -0.18 0.03
Heoand 249 1.60 .40 0.12 2.01 2.47 0.14 0.10
Fanses City, Kon. 1.5 .11 0.32 -0.27 2. 19 1.95 0.24 ~0.39
Fansas City, ho. 1.3 1.70 -0.36 0,08 3,00 2.79 0,29 -0.39
St. touis 1.52 1.43 0.02 -0,z £oh 2,04 1. 40 -0.37
Hinnoespolis 2.73 1.4é ¢.25 ~0.57 2.73 3.17 -0. 44 -(.78
St. Faul 2,24 1.93 0.26 ~0.57 5335 3.17 0.22 -0.02

i

~

ot
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Miduest
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A7 0029 -0. 29 [ -0.31

Birmingham 0.07 0.54 0.03 -0.10 2.07 2.12 0.70 -0.14
Littic Pock 6,62 0.70 g1t -0.25 1.4 1.00 0.85 -0.29
Hew Orleans 0.60 0.47 0.34% 0.22 3.10 2.20 0.91 0.22

South 0.73 9 0.

AV
~J
<
(o2
1
o
j~
i
N
w
O
o

77

(@]

.82 | -0.07

Andhein 1.63 1.46 0.17 ~0.11 L., o4 3.84 0.19 -0.7¢

Sonta Ana 1.4 1. 46 -0.056 ~G.09 3.62 3.85 -0.33 -0.22
Lo Angnles 1.75 1.62 G.13 -C.03 3.?5 “.76 ~-0.80 -0.14
Long [each 1.70 1.62 0.00 -0.1¢6 .72 4,76 ~0.04 ~0.37
Sacraonta 1.69 1.55 0Ly -0.13 . 6S 3.49 0.70 -0.27
San Dicno 1.24 1.52 0.32 0.04 3,75 3,2 0.05 -0.20
San francisco 1,42 1.60 -0.13 -0.3 5,35 L. 03 0.26 -0.86
Oatiland 1.70 1.60 0.10 -(.20 3.94 4,09 -0.1% -0. 41
Denvar 2.01 1.71 G.30 ~0.530 3.00 2.¢0 ¢.99 ~0.73
Salt Lake City 1.49 0.97 0.3 ~0.17 2.79 2.13 0.66 -0.34
Scattle 1.CL 0.75 J.30 -0.18 2.59 1.66 0.93 =0.32
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a,

FOOTHOTES

Simple average of independent observations.
Sce text for a description of "Case 2.
Central City.

Suburban Average.

Differcnce betveen Contral City and Suburb under simulated
plan (i.e., Central City level ninus suburban level).
Charge in the difference between contral city and suburbs
produced by edepting plan.  (i.e., Actual difference minus
simulated difference). A positlive number signifies that
the central city gained relative to its suburbs,

42



ERIC

BRI A .1 7ox rovided by ERIC

property taxes than those in theiv suburbs from 16 to 25, leaving
only 4 with lower c¢ffcctive property tax rates. The adoption of
this varient would have reduced average suburban variable personal
tax burdens by sorme 0.31 more than the reduction in average central
city burdens, opening up @ gap between the two of some 0.51 per-
centage points in favor of the suburbs, and increasing the number
of central cities with greater rclative burdens from 16 to 21.

Judging only on the tasis of its impact on fiscal locatlonal
Incentives, is there any thing in this aﬁalysis that commends Casc
2 as being ¢ood public policy? Acain 1 would have to say probably
not, although | find <lightly more to commond this variant than |
found to cowmend the Case | varisnt.

The proposal simulated as Case 2 would, apparently, create
prcblems In e number of metropoliten areas, cspecially for the
central city. Under fhe proposal, the number of central cities
which appeared to offer "significont! encourayement for the
suburbanization of business rosze from seven to cleven, and the

number which appeared to offer "sicnificant" encouragement for

-— —

MV = The actual level of per pupil property value
in the district
PT = The level of per pupil property taxes prior to

the change

SA

it

The level of state aid per pupil prior to the
change

b3
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1
residential suburbanization rose from four to cight. There were

no central cities offering significant encouragerient for suburbani-
zalion prior to the adoption of the proposal that did not also
offer significant incentives after its adoption.

The proposal rates mixed reviews on its ability to remove
significant incentives anainst suburbanization that existed with
respect to six central cities prior to its adoption. With respect
to effective property tex rates, the number having such anti-
suburbanizaticn incentives dropped from four to one; but with
respect to variable tax burdens, the number having such anti-
suburbanization incentives dropped by only ore, from three to two

There do appear to be a few redeeming features to this
preposal. For cne thing, there were three central cities in
vhich one or the other type of significant locational incentive
In favor of the city was eliminated by the adeption of the variant,
without it being replaced with a significant locational incentive
in the other direction. That Is one more than the number of such
"success stories' recorded under the earlier variant.

Additionally, there were seven central cities which did not
offer a significant incentive in either direction prior to the
adoption of the variant and also did not offer one after lts
adoption. That is one more than the number of such unaffected

places than were found under the Case | simulation.

1
The data in Table 5 suggest that the number of places having sig-
nificant incentives against centrol city business location should
be thirtcen instead of cleven. licwever, before roundlng to two
: » decimal places, the difference between the central city property
Q tax rate and the suburban property tax rate was less than 0. 30

‘ [ERJ!:‘ e percentagc p01nts In both Dcnvc: and Scatt!e.
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A1l In all, though, this particular proposal sccems to rate
the sare judgment that was given to the carlier pregnsal.  That
Is, it seeirs to create morc problems than it solves.

Although 1 have certainly not exhausted the potential list
of particular scheol finance reform plans that could be simulated,
my two cxamples do serve, | think, to illustrate one rore point
with respect to the problem ¢f promoting metropolitan fiscal
balance through school finarce reforn: the fiscal effects of
a particutar plen which appesrs, on balance, to favor, say,
central cities over suburbs, may not appear upon closer examina-
tion to be quitc so advantageous as was first thought. That is
because it can casily end up not favoring encugh those citles
that rost need favoring while at the sare time it favers too
riuch those c¢cities that least necd favoring.

V. Sums=ary and Conclusions

My agenda in this papcer has been four-fold. First, | have
sought to deronstrate cne way in vhich the analysis of educsticnal
finarnce reform might be breadened to include an analysis of the
fiscal cffects of such reform. | have used as an cxample of such
a fiscal analysis the @nalysis of the irpact of reform on fiscal
corpetition between large cities and their suburbs.

The application of this particular way of looking at school
finance reform to this particular question is one which | find to

have appeal. | think the question being addresscd is an important

one, and 1 think that the potential impact of school finance reform

on it Is significant. Moreover, | belicve that this particular

kind of analysis provides us with a structure within which we are
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able to derive, If scnewhat crudely, a sct of objective measures
applicable to the question of whelher or not a glven locality
“deserves' additiona) aid, and if it does, how much additional
ald it deserves.

Secend, | have sought to show that, at least with respect to
this one set of standards, it is not possible to say that 'most
central cities' or '"most suburban areas'! deserve a greater share
of state educational aid. Rather, there appears to be significant
variation arong metropolitan arcas in the reiative fiscal position
of the central city. 1In some arcos there is clearly an argument
to be made for giving greater financial assistunce to the city, but
in otlcer arcas--perhaps somewhat fewer in number--the same logic
secms to argue for giving greater financlel assistance not to the
cities but to the suburbs,

Third, | have tried to point out that school finance reform
Is not the only state policy that has potentially significant fiscal
effects. | couched my discussion to include the role of altering
the anount of or pattern of distribution of state noneducatlonal,
but 1 could have casily elso cxplored the reole that the giving to
localitics of greater authority to levy nonproperty taxes--especially

' texes-~niight play or the impact that redefinitions of

"eommuter!
what constitutes taxable property might have.
The evidence presented in this paper suggests that state

aid to local ecducation is already a pro-suburban program. That

assembled by other researchers has indicated that a reform of



1
school finance Is likely to make it even rore pro-suburbon.

Whether we like Tt ov not, the simple fact of the matter is that,
by and targe, it is in the suburbs that the greatest fiscal
burdens for education arc found. As a censcquence, any rovement
to incrcasc the role of state aid in financing local cducation

Is going to have the irpact in rost metropolitan areas of helping
the suburbs rmore than it helps the central city.

It is the fact of this gencrally pro-suburban inpact that
makes it twportant for us to rauwnber that school finance reform
is not the only game in town. Thus, while } argue the. we should
analyze the fiscal effects of scheol finance reform, | would
also argue that a consideration of its fiscal irpacts nced not
provide the single criteria by which we decide to adopt or
reject a given reform plan.  If after determinlrng that a given
reform plan has favorable educaticnal effects we then discover
that it has unfavoreble fiscal effects, we moy well decide to
reject the reform plan., But we could also decide to accept the
reform plan while at the same time placing it in corbination
with another mcasure that served to offsct its undesirable flscal
cffects. And there arc undoubtedly an almost limitless number of

additional measures with potentially offsetting fiscal effects,

]

Studies typically find that, talen as a group, suburbs neither
gain nor lose under school finance reforn, but taken as a
group, ltarge cities do lcse. Thus, citics lose relative to
thelr suburbs.
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Finally, | have scught to show by recourse to two examrples
that there is preobably no one single optimal scheol finance
reform plan Turking around out there just waiting to be discovered,
Aoparticular plan which ¢ppears, in general, to impart a par-
ticular pro or anti-central city bias to scheol finance reform
may indecd produce favorable fiscal effects tn a few metrepolitan
arcas, But it is likely that in tha process of improving the
sttuaticn in a few metropolitan arcas, the sare plan will work
in other metropolitan arcas to not offer significant assistance
to places that scem to deserve it, and will work in still other
nctropolitan arcas to destroy the fiscal balance that had pre-
viously existed,

I suspect that if this kind of analysis were undertaken
onh a more systematic--and, perhaps, more rigorous--basis at
the state level we wéu)d find that the particultar school finance
reform progran that seems to work best in one state may not work
at all in another. | sce no reason, however, why that should
bother us. Ve may welil olso find that school finance reform can
produce both favorable cducational and favorable fiscal effects
in most parts of many states only when it is coupled with altera~
tions in othur elements important to the local fiscal plcturc.
That, | submit, should nat bother us either.

The analysis of how cach potential combinaticn of education
and noneducation flscal reforms can impact on onec city or another

is well beyond the scope of this paper. But I am confident that




with a little iragination one could derive a package of reforms
that, in a given statce, produced for almest every region both

Favorable educational inpacts and favoralle fiscal {npacts.,
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APPENDIX

b, U.S. Burcau of the Census, 19£0 Cunsus of the Populavicn,

1970 Census_of the Fosulation: Pepulation, 1969 per

capita lncore, 1970 intrametropolitan conmuting patterns.

2. U.S. Burcau of the Census, 19(7 Ccnsus of Covernments:

Taxes, expenditures, assessed property values of cities
and countries, asscssment ratics, composition of property

tax basc.

3. U.S. Gureau of the Census; City Covernment Finances In

1966-67: Additional data on taxes and expenditures.

4. U.S. Burcau of the Census, Stetistical Abstract of the

PR S

United States: Stote-wide estimates of 1967 and 1969

per capita incorme.

5. U.S. Department of Hcalth, Education, and Welfare 1967

Educational Directory: October 1866 school enrollments.

6. Hational Education fsscciaticn, '"Selected Statistics of
Local School Systcms, 1966-67. 'Research report 1968~

: R11: Assessed value of property within school district.,

7. U.5. Office of Education, Unpublished Reports: Distri-

bution of Title | Monles by County and School District.




B,

Computationa]l Precedures

1.

1966-67 Population Estimates for each jurlsdiction
were generatoed by geometric interpolaticon based on

1960 and 1970 data.

1967 per capita income estirates for cach jurisdic-
tion were produced by multiplying 1969 per capita
income by the statewide ratio of 1867 to 1969 per
capita Income for the state within wirich the jurls-

diction was located.

Taxes, Intergovernmental aid, and Expenditures of
overlying county and special district governments were
allocated between city and suburb cn the basis of:

(1} Population, for aid and expenditure items; (2)
Market value of taxable property, for property taxes;
(3) Aggregate retail sales, for sales taxes; and

(4) Population, for all other taxes.

Where schootl district toundaries were not coteciminous
with the central city, school finance and enrclliment
magnitudes were adjusted to reflect cstimates of what
they would have been in the presence of such coterml-
nality. Adjustments were based on the ratio of
assessed value of property In the school district to

assessed valuve of property in the nunicipality. Any.
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increasce in central clty enrotlrnents, taxcs, aid, or
expenditures that viere produced by this adjustment
were deducied from the suburban total. Any decreases

were addad to the suburban total.

Estimates of the market vatue of taxable property were
generated by dividing the reported assesscd value of
taxable property by the average sales based assessment
ratio for single femily residences in cach jurisdiction.
(A more comprechensive assessment rotio estimate was
available for the central cities, but was not used due
to the unavailability of a similur figure for suburban

counties).

Estimotes of the market value of toxable residential
property were derived by multiplying the estimate of

the market value of all taxable preoperty by the

reported fraction of all taxable property that consisted

of rcsidential real property (including farms).

Estimates of the distribution between city and suburb of
the liabtilities of local inceme taxes were based on 1970
census data on empleyment location. For instance, [f a
local incone tax was levied on all incomes carned in

the cily and on all incomes carnecd by residents outside

of the city, and if no offsets were allowed for local
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taxes poaid to other jurisdictions, it was assumed that
the fraction of collections exportced was equal to the
ratio of the nunber of suburban residents employed In
the clty to the total of the nurber of persons enployed
in the city plus the nurter of residents of the city
enployed outside of the city, Where offsets were al-
towed for texcs paid elsevhere, and incore taxes were
levied by suburben cowmunities, the estinate of the

froction exported was derived by dividing the nurber
i g

of nonresidents employed In the clity by the total number

of persons erployed In the city.

Estimates of the distribution of local sales tax col-
lection were based on the relationship between local
retail sales and local perscnal incores. Basically,

it was assumed that the ratio betwecn the total rctall
salcs moade to residents of o given jurisdiction and the
Incenies of the residents of that jurisdiction was con-
stent throughout any glven metropolitan area. Any
retail sales occurring in a given jurisdictlon that
exceeded the arount that could be ottributable to the
residents of that jurisdictlon based on multiplying
their fncome by the metropolitan-wide ratio of sales to
lncome were assured to have been mode to residents of

another jurisdiction. The fraction of the sales tax

~assumed to be exparted was, therefore, equal to the
fraction that estimated sales to nonresidents were of

“fntat sales.
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c. Dcfinitiog of Suburk-n Arcas

The suburban regions of ecach wetrapelitan crea were defined

as follows:

City
Philadelphia

Pittsburgh

Akron

Cincinnati

Cleveland
Colunbus

Dayton

Chicago

Gary-Harmond

kansas City, Kan.

Kansas City, Mo,

St. Louis

Minneapolis-St. Paul

Suburbon Countics
Bucks

Chester

Delavare
Hontgonary

Allegheny (Balance)

Pertage
Suanit (alance)

Hemilton (Galance)

Cuyahooir {Lalance)
Leke

Franklin {(Palance)

Greene
Hiami
Montgorery (Ralance)

Cook (Fslance)
Da Page

Kane

Lake

MeHenry

Will

Lake {Polance)

Porter

Johnson
Wyandotte (Balance)

Clay (Galance)
Jackson {Calance)

St. Louis

Anoka

Dakota

Henncpin (Ealance)
Ramsey {(Balance)



city

Bi rminghan

Little Rock

New Orleans
Anahelm-Santa Ana

Los Angeles-Long Beach

Sacranonto

San biego

San Francisco-0akland

Denver

Salt Lake City

Seattle
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Suburban Countics

Jer
Jefferson (Balance)

Pulaski {(Balance)
Jeffersen

Orange

Los Angeles (Balance)
Placer

Sacrarento (Balance)
Yolo

San Diego {Balance)
Alameda (Balance)
Contra Costa

Marin

San Mateo

Arapahoe
Jefferson

Salt Lake (Balance)

King (Balance)
Snohomish



