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-plain some inter-district cost diffefenges, He alSo constructs'an index

living' index to adjgst—fdr district cost differences,assqciated:withz

INTRODUCTION
- - S~

2

This publication contains three importani mnew papers on-current problems

-

in school finance. The first paper presents an\analysie of the school

finance reform law in Illinois and provides eXtensive insights into the

operation of this law. Equally important in this study, Professor

G. Alan Hickrod and his associates have provided a useful framework for :

evaluating school finance laws in other States.

R * =

In the second paper, Profeosor Harvey E. Brazer -explores the relationships

between selected features ‘of school districts in Michigan whlch can ex-

that measures price differences among school districts using the available

data. AThis,papef—represents—a first attempt to go beyond a simple 'cost—of-

P - N .
location. Some methodological and data problems. remain, and the U.S. Office
of Education is funding a follow-up study aimed—at,refiningfthié approach.

In'fne third paper,. Dean Dick Netzer explores special urban aid factors in

’ngte school aid formulas for selected cities often characterized as having

.
] -

‘municipal-overburdens. The author provides, an important contribution to an

understanding of scnool finance with his,analysisrgf:the effect of tax

-

exporting -on the local tax burdens. of these ci;ies,:the'effect'of urban

| .
school aid factors, and the probable effects on takx burdens of various

. school finance reform proposals.

In the f£inal section of this publicatidn,:school—finance reform laws enacted

in three States in 1974 are briefly described. The U.S. Office of Education
will continue—its—efforts,to‘exblore major school finance problems as a

meahs of promoting equity in school finance.

Esther 0. Tron
-‘Project Monitor S
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THE 1973 REFORM OF THD ILL.LNOIS GENERAL PURPOSE EDUCATIONAL
GRANT-IN-AID: A DESCRIFTION AND AN EVALUATION

lNTRODUCTION AND ACKNOWLEDGEMENTS
"The old order changeth vielding place to new;
and God fulfils himself in many ways, ° -
Lest one good cus tom should corrupt the world. "
—-Tennyson

L

f
For almost half of a century one type of grant-in-aid system was dominant
_in -the United States for the financing of the K-12 jurisdiction. Known variously
as ‘the ?foundation program or "Strayer—Haig-Mort" program it served K-12
educators for almost five decades. In the late sixties various states began to
experiﬁent with othér forms of educational grants«in-aid' By the summér of‘1973

almost/half of the fifty states had made appreciable changes in their.K=12"
alIocation systems. Many of these states adopted grant-in-aid systems in which ~
the state aid will increase if the local school districts either (a) spend mores;.
or (b)~tax themselves—more. ‘Various names have-been applied to these types of - -
grants ~-in-aid throughout the United States: "{incentive systems, variable matching
grants, percentage equalization systems, guaranteed tax yield sys tems, equal

expenditure for equal effort systems, and district power equaliagtion. e
»Specialists in school finance continually debate subtle -shadeés of differences

-

and fine points of these various systems, but most would,agref—that_they are all
, departures from -the formerly dominant. "foundation' approach * Nine states in-
’ ,f particular have adopted grants—in-aid which. provide sore kind of reward for
' local tax effort” and Illinois is now one of those nine states. This monograph
is both a description and an evaluation of the legislative reforms of the summef

of 1973 which brought such- a system into:heing in- Illinois.

The study is divided into three chapters. In the first chap ter, Ben C,
Hubbard provides the historical background essential for an understanding of ,

the Illinois situation. Professor Hubbard then-proceeds to describe in some

o

detail the varioUs prov1sions of the new allocation system., In Chapter I,

G. -Alan Hickrod reviews a body of scholarly,and professional literature -con—
cerning criteria for evaluation of state educational grants-in-aid. In
E N R "7

Public Law 93-380 the Congress of the United has“seen fit to expvess its views

P e = R .
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G. Alan Hickrod Ben C. Hubbard, Thomas Wei~Chi Yang, Illinois btate 3 . |
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. : : |
concerning apprcpriate iiscal goals for finagcing of the K-12 jurisdiction and
Professor Hickrod therefore relates the proiféS{gnal literature to this recent

Congressi6dél development. Chapter, IT also provides the wayz and means to make

the various evaluative criteriq\opérafional in a me ureﬁgnt and statistical
sense. In Chapter II1, Thomas Wei-Chi Yang and Profes or Hickrod uce the Illi-
riois data from the 1973-74 school year, plus the procedur s outlined in Chap—
ter II, to evaluate the 1973 reforms. This was the prlmary division of res-
ponsibility,'however all fhree authors contributed to each chapter. The study’
concludes W1th a brief evaluative statement concernlng the status of the 1972

reforms at the end of thelr first year of ex1stence.

’

Durlng the nine months in which this study has been in progress Eﬁ?ave
been aided and abetted by a numbnr of individuals. Ve W1sh first to tha

‘Esther 0. Tron and James Gibbs of the Division of State Assistance,. U, S. Ofx

fice of Edugation, for firs§ suggesting such an eva+u‘t:on in Illinois to us,
and then for providing constant encouragement during the® task. Second, we are
indebted to a number of our colleagues at I1linois State University for valu- \\
able help and assistance. These include Vernon Pohlmann of the Sociology Dg;
paritient, ééﬁesh,Chaudhari of Computef'Services, and Daniel Jaw-Man Hou, for-
merly a research agsSistant with the Department of Educational Adm:n*stratlop

and now of the Office of Superintendent of Public Instructlon. Third, nefgher
thls nor any other school finance 'study would be possible in I1lihois without

the valuable assistance and wise gounsel of Fred Bradshaw and Robert Pyle.

Both of these gentlemen. helped in the selection and provision of data for Chap-
ter I1I. We have profited as well irom school flnance lecu551ons with Jon
Peterson and Sally F. Pancrazio who are also of the Office of the Superintendent
of‘Public Instruction. A -number ofjprdfeégional colleagues outside the state
also- provided helpful suggestions ahd criticisms during the course of this

" project. These ‘include: James N. Fox, John J. Callahan, Jr., William H. Wilkea,
-and Robert Bothwell, all of whom _saw parts of Chapters II and III as they emerged.
Ve proflted as well from discussions with William P. McLure, dean of school
finance researchers in Illinois, and indirectly from several school finance
conversations with Kern Alexander durlng this period. As always, our debt

to 1mportant legislators in the General Assemnly, the Illinois School Problems

Ccmm1851on, and the many s+udeqfs who have puid us the courtesy of taking school

-




finance courses with us at Illinois State University is truly staggering. Ve
shall always be grateful for the vast amount of information they have given
us. Last, but far from least, we are.appreciative of the efforts of Mrs. Carol

Blake for assuring that the manuscript got-into readable form. ‘

Resources for this project came from three sources and the authors wish

?b credit each. First, the basic funds came from contract number OES-0-74-1581
szranted under authority of Public Law 81-152, Title IIT, Section, 302" (&) (c).

This manuscript therefore constitutes the final report of the project pursuant
to the terms of that contract. Second additional resources mere provided by
the summer geant program for 1974 of the Graduate School, Illinois State Uni-
versity, and this manuscript likewise constitutes a final reporting on that
assistance. We express our appreciation to Dean Arthur‘A. White for his as~-
sistanoe in this matter. :Third, the Department‘of Educational Administration,
Illinois State University, made available a portion of its regular computer .
budget for thlb project and we -express our spécial thanks to Professor Clayton
Thomas , Chalrperson, Department of Educational Admlrlstratlon for that tlmely
assistance. : X -

It is *+o be urderstood that ihe opinions expressed herein do not nec;
-essarily reflect the position or policy of the United States -Qffice of Educatlcn,
and likewise no OfflClal endorsement by the United States Office of Educatlon

should be inferred. Slmllarly, the cooperation of the LlllﬂOlS Offlce of the

Suparintendent of Plblic Instruction in this research nroaect should not nec- -

essarily be interpreted as an endorsemeat of the opinions or policies expressed

herein. The authors alone remain,responsible for any and all errors of fact o ¥

and/or opinion.

January; 1975 G. Alan Hickrod
Normal, Illinois ‘ Ben C. Hubbard = : -
- Thomas Wei-Chi Yang
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CHAPTER I - -~ °

AN HISTORICAL LOOX AT ILLINOIS PUBLIC SCHOOL FINANCE
* AND A DESCRIPTIOM OF THE REFORM OF 1973

For many years, state payment for public educational support has come
from the Common School Fund. The part of the Common School Fund thet was paid
directly to the schools for operational purposes ba sed on a formula has been
known as the Distributive Fund. The reform of 1973 chanbed or altered the pat-

tern by which the amount of payment from the Distrit.tive Fund was calculated.

i,

. The State Aid System (1927-1973)

,—%he "Distributive Fund“’is the name,og,title given to money used to
reimbnrseflqcal schoolrdfstrigts for the—general support of their schools. .
An understanding of all of the'alterngtiges or options of how school districts
can secure money from this fund i§ necessary to understand school finahceAin
I1linois. * : ' T

" A look at the history of the Distributive Fund is essential to an under-
,standing,of it. It haé—from,l927 to the end of the school year 1972-73 sup-
ported a system of'}undingfknown as "foundation level." 1In theori, a level
of dollar suppo“t that was needed to operate an educatlonal program wa= deter—

mined and- then a. formula was enacted into law that w0uld, when anplled, yleld
that\sgpﬁort from both local taxes and state money or aid.
S | _
. In 1927, the first foundatlon—*evel formula was developed It provided

/state aid or support based on the number of elementary school students only.
In 1939, the-formula was changed to provide support for high school pupils

‘ as well, The basic pr1n01ple of suny;ementing local tax money with some as-

sistance to provide 2 foundatlon level was, in fact, not changed significantly

from 1927 until July l 1973

‘ 1
1

In the beginnihg in 1927 each school was entitled to receive a §9 flat

grant for each pupil with other aid, the amount of vhich was determined by

3
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the use of a formula.. No schogl was permitted to receive a total.of state aid
in excess of $34 per pupil, which may be fhought of as a foundation, support,
or equallzatlon level, and no district was to receive less than the $§9 flat
grant per pupil in ADA. By 1973 this chanéed so that, generally speaking, each
district was 5uaranteed a flat grant of $48 per pupil with a top limit or maxi-
mum set at 35201equalizétion aid, plus 19 per cent of the amount granted by
the state as its share. 1In no case, however, was a district to receive less
than $48 (the amount- of the flat grant) plus 19 per cent thereof. ;

Specifi;ally, this plan provided that each district that taxed itself
at a minimum or qualifying rate--1.08 per cent of asseosed value for K—lZ grade
districts, and for "dual" districts 8L per cent for those with a wADAT (Uelgnted
AveragerDally Attendance) of 100, and .90 per cent for those with a WADA of
less than 100--would be eligible to receive a maximum of $520 plus 19 per cent
of what the state‘ﬁaid'ﬁrom the state and the return from the taxeé collected
from thé—qualifyiné)rate at the local level. Again, no district would receive
less than the $48 flat grant plus 19 per cent of that amount from the state.

,In Illinois there are three types of-school districts when grade levels
governed by a/boand'of education are considered. There are districts having
only,grades;K—B, known as elementary distriéts; d%étrictsrhaving oﬁi& grades
9-12, known as ﬁigh school districts; and districts having dnly,gradeS'K—iZ.
Frequently the districts having'kr8'and 9-12 are referred to as "dual," while
it is normal to refer to the K-12 districts as "unit" school districts. The
-dual districts do not, however, have any 1egal'relationsh1p to each other and
boundaries are frequently.not cc-terminous. It is in fact frequently true that
a single high school district W1ll overlie all or part of many elementary dis-
tricts. At the same time, many elementary districts will be in more than one
high school district. The existenee of three types of districts as\@escrlbea,
-above éreé%ly complicates studies of equalization or any comparative analysis
of financial support and must be clearly underStood for this study to have’

meaning in many of its aspects. : - e

Two examples will serve to clarify the way a qualifying rate is used in

calculation. Assumiﬁg a unit, or K=12 district, had an assessed value of $20,000

) .




" the wealthier district in order to get the same amount of money per pupil in

1

‘were the rates to.be used in the~calculations of aid.

|

per pupil in WADA and taxed itself at the minimum rate of 1.08 per cent, it
would ggp//216 (320 000 x 1.08%) from local taxes. But, since it was guaran-
teed $520.00 plus 19 per cent, the state would give it aid 1n the amount of
8520.00:m1nus'8216.00 or $304.00 plus 19 per cent of $30k, 00 or $57. 76--a total
of $361.76--per WADA pupil. But now, assuming that the same ‘district had an
assessed value of $50,000. per pupil in WADA, by using the qualifying rate of®
1.08%, it could obtain ($50,000 x 1.08%) §540 in local taxes. Since this is
in-excess of the $520 guaranteed, it would ostensibly receive nothing from the
state. But, as stated, each district, regardless, was entitled to the flat
grant of $48 plus 19 per cent. So, it would }eggive $48:00 plus 19 per cent

of $48.00, which is $9.12, for a total of $57.12 per WADA pupil. In passing,

it should be noted that the qualifying tax rate of 1.08, .84, or .90, depending
upon the nature of the.district, was the minimum tax rate that a district was
required to use to be eligible for aid. Districts could levy in excest of thegé

rates - if they-desired, but then the qualifying rates, not the actual tax rates,

This plan or system oi figuring state aidl while it .gave aid to poorer
districts at least in the sense of prppertyvvaluation'”poop“—districts, was far
fromd ideal. It definitely gave more aid to- poorer than to wealthier districts.
in—tne first place, the 19 per cent add-on operated in favor, of the poorer )
districts, but any increase in tax rate did not give proportionate benefits
to the poor and the rich districts. An increase of one per cent in excess of
the qualifying rate gave the district with a $20,000 assessed value—per WADA
pupll an increase of "$#200 ver Dupll but in the case of the $50, OOO assessed
value yper WADA pupil letrlct, it would have $500 per pupil. Thus the poorer

district would have to increase its tax rate two and one~ha1f times as much as

taxes. When it is recalled that the average expenditure per pupil in Illinois
: ) !
for 1972~73 exceeded $1,0C0,. it is easy to see that districts with extremely

low assessments per pupil found it practically impossible to have even the

€

state average available to spend per pupil.

\
In Illinois the operation money available to schools is foundwln a large

e
number of funds with independent tax1ng powers. Funds, other th@n theieducatlon

N fa %.
e




fund and the transportation fund have always been Lotal]y;dépendént upon local
taxes for all their money. Thus, it is ob@ious that when even maximuh tax rates
Wera\lsyied in the other funds, poor distiricts found it difficuylt to secure
sufficfent money. Conversely, wealthy districts found it relatively easy to

~

support these funds.

While the plan'for determining the amount of state aid due each district,
which was just described, was, in general, the plan followed until recently,’
several minor changes that had been made should. be noted. Following the “n-
actment of the state income tax 1aw in 19569, anothel alternative to incr..se
state assistance to mlddle—_nvome tcx dictricts was added to the flat grant
and equallzatlon alternatlves. Under_»his alternative, if a district would,
as the result of using the regular foundation‘formula, get less than $120 per
WADA pupil, a different formula forvqalculatiﬁg aia Qas used. The principle
was ?hat‘frmﬁ the time that a distrig¢t got ﬁlEO per WADA pupil, the amount of
‘deplihe in aid per WADA pupil would be smaller as assessments increased. When
either the $12C or less system, or the $43 flat grani system was used, the 19
:pef cent add-on was added to the amount the state paid the diétrict Thus,
when, as th result of calculating aid, the dlbtrle was entitled to $100 per
WADA, it would be paid $119.

Then, by " 973, in additioﬁ to a choice of'the é&stems of calcuiation just
commented upon, ¢ rtain dlstrlc‘” could claim additional aid if they qualifi ed'
on the basis of sizg. This additional aid resulted from a plan for increasing

. the'WADA of the dist‘icﬁ far part of the state aid calculation. = In districts
having 10,000 to £§‘9 9 WADM, the WADA as%ﬁsed in calculating the amount due
under the basic 3520 £ rmula was increased by adding & per cent to the actuaJ
WADA, in districts havd

i\io ;000 to 29,999, it was 8 per cent, in dlstrlcts

having 30,000 to 299 ,000,\ it' was 12 per cent; and in districts hav1ng more than

200 000 WADA, it was 16 tey cent. Tnls increased WADA could only be used when
the 3520 formula ‘was used.\\?he 19 per cent add-on could nat be added to the
1ncrease because of the incrgase grani:zd in WADA. This meant that the size

'factor caused, these districts\io have to calculate their aid both with and
without the increased VADA, an thug combine the two calculations in a special

way.

¢




In addition to the-above alternatives, districts could claim additicnal

. money when 5 per cent or more of the students had parents or guardians employed
by the State of Illinois, or any of its'agencies working id any state office
building maintainecd and operated by or for the State. " Such a district vas
entitled to claim one—half of the dlfferenCp between the balculated operating
expense per'pupxl and tha general state aid furnished under the several formulae

described. -

Legal and Judicial Pressures that Affected the Reform of 1973

x -

In 1969 in the McInnis v. Shnﬁiroa case, Illinois hzd one of the pioneer
cases which served ag\a gore“unﬁer for the litigation in 1970-1975 on the ques-
tion of equity. This and other factors, such as the University of Chicago
serving as the academlc spdlngboard for Dr. Arthur E. VWise, the author of Rlch

Schools Poor Schools,3 and the related discussion leading to the lltlgatlon

of the 1970-73 era, all served to bring pressuré on Illineis educators and )
more importantly, Illinois politicians, as it related to the questionrof finan= .
cial equity. As early as 1969, a powerful minority of the Illinois School Prob-
7diracted

for the étate

lems Commission had recommended a new formula and its chairman-

that the paper on "Alternatlves in Edagatlonal Expenditure Polic

of Illln01s" be publlshed as a part of the Tenth School Problems Comm1551on

rReport,h vhich was dlstrdbuted to most school’ admlnxatrators and a11 leglslato;

]

in the state.

When the Serrano case vas first decided by the California Supreme Court
in 1971, many persons 1n stafe,government ia Illinois understood the shortcom~
ings of the foundation~type formula that was in effect and saw the implications .
of such a decision for the State of illinois,,.5 It would be fair to say that }
Illinois was in a""staﬁe of ferment' over finance by 1971. Both the Governor
and the Superintendent had app01nted ma jor committees to explore the provlems
of funding the schools after the 1971 case and both -had- reportec before Rodriguez
was decided in March of 1973. 6 These reports had been written with ‘the burning
issue of equity still unsettled, as it is probably still unsettled. The reform
package ultimately adopted was, however, the only plan for funding eduoatlon
that appeared as an option in both of these geports. The first publlcoproposal

of the basic features of tlie pian adopted in 1973 was presented to the Adminis-

.
e

~
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trators Roundug/gt-1111n01s State Unlverslty on December 4, 1971. This Roundup

was attended by administrators and state offlclals from all parts of Illln01s.'

[y
14

Illinois Assemblymen took the Rodriguez case to say that the problem
. vas bad, but to quote one them;‘“The responc : ~ests upon each of the
geparate states to brlng,a out a greater degre Cogw.ty in School finance."
In Illinois; with great,lnvolvement of many persons, a movement was started
to 1nprove funding, to Prlng,about hetter equlty,‘and to abandcn the "minimum

program' concept in févor of a quality funding program. These fiscal I.Ticjh

goals are examlned in more detall Jlater in th1s report. Uith&ﬁt the p.~ -sure
of court bases and other national movements, 1t would not have, in the uthors!
judgment, created the great interest which was created in studying and solving

the problem. » b

. . As the 1975 session of the General Assembly got underway, there was a_.
new governor taklng over who had pledged to 1mp oxe educatlonal tundlng, but

who was not familiar with the details of sehool flnaﬂc " The School Problcms
Commlsslon Chalrman was a teacher who ‘both undersiood school flnance and the
flne-work‘ng of thé political process. When the final vote was taken and the”
compromises had been struck, the vote for approval of the reform measure, HB 148h
was 43.0 in the Senate “and 136-0 1n the Fonse. ..The Governor s gned the bill

W1thout change. After one year of operatlon, “clean-un“ blll ‘was passed

to 1mprove thé adm1n1stratlon potentlal of the blll

| ‘\,
- ¢

. Jt:is not possihle to show cause and effect iu ary empirical way betWeen
courL cases and the enactment of HB 148k, but no person involvedigéuld be con-
vinced that there was not great influence exertéd by the.aqakeniné\Which the -
court cases caused in the entire field of school finance.' ,
oo ‘\
The State Ald System (1973 1974) and the Reform of 1973 \

_In the 19?3hses31on of the General A sembly, House‘Blll 1484 dealing
with the bas1s‘for allocating funds to local districts, was enacted. It amendéd ) h
the system described previously and added & completely alfferent ption. Qne
of the principles that is important to keep in mind régz dlng this bill 1slthat

it-allows a district to file for its funds under either (1) an amended version

- -
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cf the.1972-/3 law or (2) under a new system known in Illinois as the "Resource
*alizer," which is sometimes referred to in the national literdture as a .

.strict power equalization" formula. -

-~ - . PR .
/

The fact that the old formula (1972-73) waﬁpchanged, as is described
later, -does not erase it as a save harmless provisicn. However, the addition
-of a Tltle I welghtlng and the 6% increase both increase the amount that a dis- R
trlct is entitled to receive if th.s option is exer01sed. As a result. the
founéation formula which remains is more than just a save harmless dev e.
This,fadt\complicates the pure working of the resource equaiizer‘iq th studyﬁ
ofxequilization eifects agd exviains some of the problems found in‘the 1attet s
part of this study-.

The amendments of l9?é;73 chgnged the old ﬁoundation‘level formula in
: two spedifié ways. The 19 pnr cent . add-on was chénged‘to 25 per cent. This
guaranteed that jevery letrlct would earn 6 per cent more aid than it was able
to earn earlier. The second maaor change was that in countlng WADA, any dlstr;ci
could add a weight of 45 for each Title I student residing in the district.
(Pitle I students are defined as those counted for Title I of thq,ETenontary .
and Secondary Education Act of 1965, as counted -im the 1970 cehsus. ) Thls 7
optlon of using the .45 Tltle I count cannot be used “in calculatlno the aﬁourt
of aid if the size factor described earlier is used 1n determnnlng UADA. Af%er
1974, t  size factor will be eliminated, and a district w1sn1ng to file under =~ ©
the amended. ver51on of the 1972-73 formula may not use it. One other change ‘
that w1ll afféct a very few dlSCrlcto is that a éistrict is prohibited from )
receiving an increase in appropr:atlons of more than 25,§ér cent of the fund§ '
received in 1972—73. As written, this not only limits the increase from Titie I
weighting but from all other increases as wellé ?he law actually says that the
increase in any year may not be more than a 25% increase over the Yrevious yeat.

- -

[y

The second option in the bill is the most significant. It provides that 9

‘a dlstrlct<?ay elect to receive aid under a new system decigned to equalize '
. \ -
the resources back of each pypil in WAD%: The full meaning of this concept }s )

degigned to take effect over a four-year period. Uhen fully opérative, the

use of this option~-the Resource Bqualizer--if elccted, will guarantee each

L5

E]

/ T

4 e .
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district the amount of money WADA pupil that its operational tax rate will
produce if it had a $42,000 assessment per VADA, if it is a kindergarten through
12 district; 36@ 615 is guaranteed if it is an elementary dlstrlct and $120,000

is guaranteed if it is a secondary dlstrlct.8 This means that if a K~12 district

. has an operational tax rate of' 2 per cent, it -will be assured of receiviné

4840 per WADA pupil ($42,000 x .02). Now, if it has an assessed valuation of

. only $20,000. per pupil, all it can get fxom local taxes is 3400 per pupil.

S

But, under this law, the state will prov1de 2 per cent of the difference” between
the $42,000 assessed value and the $20,000 ($22,000) or $4%40. Several examples
illustrating ‘howv districts of diff “ert assessments per WADA can set their in-
come level by the leveléof taxes they are willing to pay will be found én Table 1.

A S mBIE 1 ) - "

. ] L8
~ AID PER WADA STUDENT FOR K~12 DISTRICTS
WITH DIFFERENT ASSESSED VALUES PER WADA STUDENT
AND¢ DIFFERENT AX RATES, USING THE RESOURCE EQUALIZER

-3 ’ ’ }, . - ¢ . b ’ ‘ :
- ﬁ . -
— z
Share on ' From
Which - Local From o
L ) Ta o State Pays Tax. Taxes {Sta}é/u' Total

District %uaranteeg Lécal . (b -c¢). Rate (cxe)'(dxe) (f+g)

a2

T, R .. ) ) . : "
o

-a - S* c . d e 7 7 £ . N g h
vq B 7 T N
A $b2,000 #20,000 . $22,000 2% $400 $ubo0 - ¢ 8ho
- B . 42,000 20,000 22 {000 3% 600 660 1260 -
¢ k2,000 10,000° 32,000 2% 200 6ho. 8Lo
D7 42,000 10,000 32,000 % 300 960 1260

g nt this point, one limitation in this plan must Le noted. Regardless

of a local district's operational tax rate, the state, in arriving at the amount
of ald to be granted the district, w;ll not contribute in excess of 3 per cent
foruunlt dlstrlcts, 1. 95 for elementary dnstrlcts and 1.05 for secondary dis-

tricts. In other-words, it will give no dlshrnc+ money in excess of that which

P‘
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it is entitled to by using the rates indicated. hffort .as measured by tax

- rate, 15 rewarded Ly this system, and the resources avallable to educate punlls

are equalized.. ) ) o
J— -
Because of the great cost involved in paying each district the full amount
that the use of, the Resource Egualizer would require, and a need to change the
system from time to time so that program adjustments may be made, the General

Assembly decided to fund the Resource Equalizer option through four or more

years. Tpus, a district will get only one-fourth of any increase that the
Resource Eyualizer would give it the first year, two-fourths or one-half the
second year, and three<fourths the third year, unless a second limitation in

. : the bill applies. This second limitation is that no district may receive an

. " increase greater than 25 per cent adjusted for incéeased WADA. TIn most cases
the districts will be:receiving the full amounts due them in four ‘years. Be-
cause the state participated-at a very low level in supportiﬁg secondary districts
prior to 1973,‘in most cases their begigping base is 'so }oﬁ_fhat they will
generally take more than four years to aehieve;full fundﬂng. Most unit ard
elementary distric£E_will achieve full allotment of all'f@nds earne& in four

“r

= '~ years.
As is obvious, since the full amount is not paid in the first year,,K some
districts that would profit from the Resource Equalizer if it were fully gynded

may Walt until the second, third, or even the fourth year to elect to mdke use

of the Resource Bqualizer.
oy

- -

In addition to guaranteelng equal support for equal effort when fully

funded,. the -election of the Resource Equalizer ac%ompllshes several other thlngs.

.

i l. K-12 grade; e1ementary; and secondary school districts will be treated
equally by the state when they make a comparable effort (tax at equlvalent rates).
The financial penalty for being organlzea in -any partloular type of district,
which had always been a part of the foundatlon formula, was eliminated, There /
are, however, built-in provisions that w1ll make it financially de51rable'to

. . . . I .
form wnit districts .for séveral years.

. . v,

1 M . IS
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cent depending on the type of district) that sthe siate will recogﬁize as the

l
.

}

f

| . ' ‘

{ 2. When districts reach the maximum tax rates (3.0, 1.95, or 1.05 per
:’
, basis of its participation and achieve the $1, 260 per Weighted pupiI expendi
i-

i
,} additional funds received. Thé bﬁil prov1des that each district may exceed

; the #1,260 by 15 per cent for 1nnovat1ve programs or research or expevlmental

J programs or other enriching experlences by income from 1ncreased total taxes.
. If the tax rate for operatlonal purposes already exceeds the maximun tax rate

that the stgte will part1c1pate in, it may keep the power to secure this 15

R per cent, subdect énly to a "back door rei‘e*'endum."9 If it does not already ". ]
have the power to tax, it must be secured by referendum. j//
3. The tax rates set in the bill are flexible maximums but 1@»the year .

follow1ng the receipt of the money, districts must not levy for opef;tlonal

purposes more than the amount allotued 1n the bill, except as provlded in,

Item 2 above and Item 4 below. There 1s a mandated tax rollback for high-tax
_districts after provisions allotted in Item 2 above and 4 belowgare considered. .
' The rollback is. to be,accomplished after the additional revenue‘ls received. ’

Recelpt of all revenue that the formula would pay a dlstrlct ﬁf all money in=

dlcated by the formula were received would. mean rolllng oac%rtayes to the level

1n the blll adjusted by Item 2 above and/or 4 ‘below.. Howeégr, since all revenue-

—w111 hot. be received for some time, the bill requires only proportionate roll-—

back in the next levy made by the: dlstrlct This means mat “all nev moncy paid

by the state to a district may not be avai laole to dcve}op more -programs or. to

raise salarles but in many ﬁases will be used to granu.;ay relief.
. N\

: . L
I '

4, Dlstrlcts that. were receiving in excess o*fﬁl 260 per WADA pupll
.in 1972-73 may, through the use of local taxes, cont]nue to recéive amounts
above $1,260. The amount -of fuﬂds received in 197?273 for. operational pur-
poses may be increased by 15 per cent by the sameﬁmethoos that districts at

or below $1, 260 per WADA nupll increase the $I1, Z?D figure (subject to-a "back

Y

’

door  referendum" if taxes\are already authonlzedxor by direct referendum).

LN
LN - Yy

° k .
\
There are some defxnmtlons and explanat;ons that must be clearly under-

stood if the Resource Equalizer is to be comorgnendnd or calculated. _ ' R
I :

| | \ oLy
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1. TUADA 1s calculated by adding a Welghtlng for Titie I studerts on

a slldlng scale. Anv district which has the same percentage of Tltle I WADA

students as the state average (19 per 100) may add to the normal WADA 3?5

for each Title I student in the district. As the percentage of Tltle I students

in a population increases or decreases this figure (.375) is adJusted upward

or downward, except that regardless of the percentage of Title I students, no

district shall be allowed to welght its Title I stuaen s more than .75. Three L

examples W1ll serve to 1llustrate how this works. If a district with a WADA .

of lOO had 19 Title I students, it would be considered as having a WADA cf

107 13, since each ‘of the 19 Title I students is welghted by 19/19 of 75 _7
and / there are 19 utadents (1z /l9 X 375 % 19). If 1t had 10 Title I,svudents,li_
it /would get a WADA of 10/19 x .375 x 10, added to 100, or 101.97. But, if it
nad 38 such students, it would get 38/19 x .375 x 38, added to 100, or 128. 50
The normal WADA which is 1ncreased by thls method is. arrlved at by us1ng the - T

following weights: .5 for xlndergarten, l 0 for grades 1-8,. and 1.25 for grades
9~ lZ, just as it was calcnlated~1n the 1972-73 formula.

B o . . RO

. I3
- —

2: One-fourth increase allowable each year is one=- fourth of the differ- ]

-ence between the- 1972 73 amount of moriey earned and the calculation of full

funding of the Resource Equallzer for the year. It is simply 1972-73 amount
earned plus one—fourth of the dlfferenge between the 1972—73 amount earned and-

the calculated amount that would be’ earned 1f the Resource Equallzer were used

for the year in questlon. Bach suqcess1ve year, the entitlement w1ll be one- °

fourth until full funding is accomplished except as explained in 3’bel¢w,

<

3,--The 25 per cent increase per year limits any increase for any pur-

pose. except -increased WADA.. A-district may move from the amount earned dn-

‘;l9§2-73 to the calcu}ated amount for’the yedr in question as rapidly as a 25

‘
e
MRS .\"f"

per cent increase of- the base will allow. Districts increasing their WADA as -

calculat -in 1972-73 will receive proportionate increases.’ This increase

should pay “the d1strlct 1n,the year of the 1ncreasn the sanfe amount that it

would -have received ‘had 1t had the students enrolled in 1972-73 and continued

to have them in school. -




-~ - ’ ” . 7\.

4. The bill defines all operational tax rates in a negative way by

saying what is not included. All taxes used to support funds, except bond and

h s . - »~

interest’, rent; transportation; special education building: capital improvement N

fund; summer school and vocational building .are included in the operational

,,taxes,andlare‘used to establish the effort of the distriEt;lp
. : . . wy * Sy

i-4 - -

5. Funds received by the district .under the Resounce Equalizer may “be

. e

,

expended in any fuhd for which the bpard is authorized to make expenditures

while the funds from the Common School Fund paid because of the reVised 1972-

73 formula are restricted to. the educational fund

» -

State aid is paid to .a district based on ‘the TWADA for the year. Be-

,..- e Lt

-cause state officials cannot,know in advance what the TWADA:will—be,:all monies
* " . . ) < « ' “~.

. oA

. - . R 5 ‘
sent,tora'district are considered asran estimate, in reality based on actual

calculations for the preceding year. 'When a year is—completed and the report
o Ty L - 4 L

%gubmitted ‘the actual entitlement for the year is established. If the'esti—f

mate’has.been lowi the state owes the:district;_but;if the—estimate is high,
the district owes the: state. The adjustment for .an over or under payment is-

- ,—-‘4 .«

made in the year following the .over or under payment. “As an example, a district

ov “

in one year received, $100 1000 which becomes the estimate for the folloWing

year. However, in the second year the district actually earns only $90-000,

T

and therefore was overpaid $10 000. Thus, in the third year:the estimate,will

be $90 -000,. but since the district -owes $10, 000 it will xeceive only $80,000.
Care T f’.

Freqdently this is referred fo- as a double penalty but in fact it is simply

paying back money received in- the first year that did not belong to the dis-
ctrict. 17 in.one'year a—district earned—$lO0,000, the estimate—for the negt

year would be $100, 000 If however, the report at the end of the .second-year

LY

a&howed ‘that the district should have been paid $110,000, then the estimate for

-

3

- g
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,- the third year would be $110,000; but, since the state would owe the distfict

- A Y -

VSlO,OOO, the payment in that year would be $120,000. Confusion would resuit‘.

in the fourth year if no. factors changed, since the district would go back to

AN
-

-

getting only the $110,000 earned. -

ut

R “In the final analysis it must be kept in mind that aid to a district

-

may be calculated either by the revised foundation formula or the "resource

- | .

equalizer:” Districts may shift as their TWADA and assessments change if the

-

other system is to thelr advantage. This report is being written after only
. DS

one year of experience with this reform, but the Office of .the Superihtgndéﬁt‘

v of Public Instruction reports that 85% of the st¢dents of the state are in

. . . { ’

- S ' ; > - ]
districts that have elected ;hexresource:equalizgrall* Preliminary -calculations

for the éécond»year put that figure at 93% of the students, of thé,state. ///

E<4

. R .
. NV
> . ! Summary ~ -

in 1973 when the School Problems Commission régbmmended ‘the reform pack;
. s ‘

‘age to the General Assembly, they said in—t@eif’official report:

1 -

] Theabasic grinciples and featufes'whicﬁ the recommendation included are
_as follows: s :

° T

A 1. The state would support either the current formula or the new formula,
S whichever was to*the district's advantage. : -
. 2. The WADA would be counted as it is at present with an additional
weighting of .375 per Title I student adjusted so that the district .with the
‘same -proportion of Title I students as the state would get a weighting of
.375 per Title I student. Districts with a lower ratio would get proportionately
less -and distriétsrwith,greater—cbncehtration would get proportionately more
< but no- student would be weighted mpre than- .75.

1

3. The state would guarantee each unit district an assessment base
of $42,000 per weighted'pupil, each elementary district a base of $64,615
per WADA pupil, and each high school district a base-of $120,000 per WADA
pupil for opefational purposes. L

4. Operational taxes.would be defined as all school taxes -collected
by a district except those for the Transportation Fund, the Rent Fund,
and the Bond and Interest Fund: .

=
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5. A district would calculate its entitlement undef the formula by
subtracting its assessment per WADA pupils from the amounts shown in
3 above and multiplying the remainder by the tax rate collected in the
district for operational purposes described in 4 above up to the maximum
rates deflned in 6 below. * Ve :

/

6. The state would allow districts to participate up to a maximum
tax rate of 3% in 12-grade districts, 1.95% in elementary districts, and
1.057% in secondary- dlstrlcts. -

L =2 "
/

7. Local districts would effeqtlvely get their level of expendlture
when they set their tax rates since all ‘would be guaranteéd the same reward
for the same relative effort except for those districts having assessments

greater than those levels set in.3 above.

~
/!

8. [The students in each district of the state would be. treated equally

regardless of the type dlstrlct in which they lived. There would be no
penalty because of the type -of organlzatlon of the district.

B

9. Districts having taxing power greater than that outlined in 6éabove
would be required to reduce their levy in the year following -the payment
of additional funds by the state. The exception to this rollback would

‘bg where the people voted- by referendum to-allow a 15% increase for enrichment

and experlmentatlon or where the people had -already voted additional taxes
the board could by resolution keep- such taxes subject to a back door
referendum. , ~ a
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12.

thes and References

WADA is, in reality, the Average Daily Attendance (ADA) welghted so as

to give dlfferent values for elementary, kindergarien, and secondary school
pupils. In flgurlng WADA of a district, each kindergarten pupil in ADA

is glven a value or weight of % or .5, ecach elementary pupil in ADA is
given a value or weight of 1, and each secondary pupil in ADA is welghted
as 1% or 1. 25. ‘

-
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CHAPTER II

CRITERIA FOR THE EVALUATION OF “IHE TLLINOIS REFORM OF 1973 -
(A PROLOGUE TO PUBLIC LAW 93-380)

It is a jﬁogement of history that all revolutions carry with them the

- seeds of their own destruction and that all bright reforms must eventually
tarnish and turn ugly. This is so because revolutions and reforms are made -
h& men and meh are fallible. While mankind can probably never escape com- 7
pletely thls terrible retrlbutlon of the Gods, one way to avoid at  least the
worst consequences of well 1ntentloned but ;mper;ect, reformers is t6 try -to-
evaluate those reforms -soon after,thej.have occurred. No less a school finance
reformer. than Charles Benson has warned us: "The major problem in social pol-
icy reform is not sav1ng poor .people from themselves but from reformers. nl
It can not be- clalmeo that the record on school finance reform eva‘uatlon is
partlcularly good. Perhaps this i$ understandable tnough not defen51ble. For
" the 1ast threé and one-hali years much of the available manpower in school
flnance circles has had to go into either (a) the -actual promotion of these
reforms,:or (). thn stralghtforward description of what has been done. There

=z has been 11ut1e tlme or effort left for an evaluation of what has, or has not,

* o

been‘accompllshed.

&he.raiSon d’etre'for chapters _two and three of this report is there=
fore twofold. Flrst, since this report will be circulated to decision makers
‘within the state we w1sh to assure them that schoo- finance reforms will not
go unevaluated and that those who had some part in the actual passage ‘of the
reforms are. comm;tted to taking a hard lock-at the consequences‘of that reform.
Second, 51nce we feel that the evaluation of recent school finance reforms

-should be- encouraged ir all states. we have trled to design the Illlnols evalu-
ation so that it could be replicated in any stat The evaluation task will

be accomplished in four parts. In this chapter we Shall address ourselves to ~
the selection of criteria for the evaluation and then shall ‘describe the -oper-

ationalization of each of the criteria in terms of the méasurements used. In

the third chapter we shall indicate our findings on each of the criteria, -set




forth what we believe to be the principle limitations on these findings, and

-y then conclude the project with suggestions for further research.

Selection of Criteria for Reform Evaluation

Evaluation normally entails the comparison of yhat "is" with what some
individual or some group thinks "ought" to be. The '""ought" is then frequently

. ) articulated as a set of criteria by whlch the "is" can be judged. TIn school
finance policy the determination of what "ought" to be is a Herculean task in
and of itself. There are no less than four sources to which one can turn for
guldance on the question of what an ”1oea]" state K<12 allccatlon system should {
be like. The most traditional source would be the academically based students
« of the_subgect, the professors in educational administration or csocial science

departments‘in universities around the country. Perhaps these "ex cathedra'
pronouncements carry less welgnt than they once did, but they continue to ema=

nnate from our mawor centers of- learnlng. Likely this will remain a maJOr ‘source

of 1nformatlon on such rormative matters since the professors dre pald at

least parfmally, by CIleenS, narents,_and students, to thlnk read; and. wrlte ’ -

on the subject. Since 1971 the courts of the land have become a second 1mpor: i

tant source of information concerning what the K-12 finance system "ou zhth to E
.M be like. Often the wishes of the Judlclary are- stated 1n<the negatzve, that ° ;}

is, the JudlClal pronouncement is in terms of what ought not be the case in
. any given state school finance system. The third sourca is practlclng leglo-
_‘lators themselves. This is very appropriate. Afiter all Ly it is the state legis-
lators who must make the actual. decisions on the allocation formulas. It is

to be regretted thar we. nave far, far more publlcailors from those who only

Madvise! on pollcy formatlon than from ‘those who actually make theigcllcy it-
self. Perhaps we should pay._the leglslators to thlnk, “ead and Write cn the
subject? Flnally, we can turn to the product of tue leglslators, the 1aws them—
selves. _Almost all new 1eg1slat1on conteins statements of what these néw én-~

actments are intended to.-accomplish. We shall” 1ook brlc ly at each of these

~ hn\\e‘ - -

four sources in turn. .. . o - . T~

-

This is not the time mor the place toltrjftc d0cunent Qhat”every @aj@f
school finance writer has said about his or her particular\messianic vision of

. R _ )
an. "ideal" school finance system. . Indeed, readers alresdy familiar with much-

‘ -1 - .
e L B . T - N ’ ~.
) fedil : -




- of this school finance literature may wish to proceed directly to the nekt sec-
tion on operationalization of the criteria ana then on into the chapter on ‘
empirical findings.. There are at leadt three good reasons, however, for spend-
ing a few moments“referenctng lite}ature dealing with school finance evaluative
criteria. In the first place it i5 perfectly possible, indeed it is likely,
that some readers will reject in part or in whole the four criteria we evel~
vtually selected to evaluate thggIlliﬁoie reforms of 1973, Ve therefore have
an obiigatioﬁ to indicate where a more complete discussion of these criteria
can be found. Second, it is not dlfflcult to observe that as school fine: e
became a more socially promlnent toric 1n the last three or four years a 1ber
of individuals with little or‘no knowledge of the prior literature have . ~ome
interested in the topic. It is helpful to these newly arrived investigatofs
to 1ndlc£te something of tie literature available. Thirdly, there may well be
too- much empha51s placed on the "how" - of school finance and not enough‘time and

. resources invested in e?plorlng the "why" of the subfject. Indeed the seneral
- charge that administrative studies of aLl types are often theoretlﬂally and

conceptually thin is.not-without a certain gmount of truth. .

.~ .

It seems to us that the literature on school finance criteria can be

. classified into about. five categories. It should be undarstood—tﬁat the authors

we are about to cite in the footnotes have Qritten in more than one of these
_flve categories. 1In particular if an .individual has been active for any length
of tlme in the school finance field, there is a very high probability that his
or her 1nqu1r1es have taken them into more than o§e of the five cla551flcatlons
listed below; Nevervheless, we belleye the materialg cited are not unrepresen-

N

tative of what is available.

>

-
- o
. .

There is flrst a type oI ertlng that is clinical and practical in ori-
entabion. The primary purpose of these efforts is to de.crlbe the "best avail~
able practice" in the school finance field. The older literature here is har-
tative in nature and is based. upon "expert Judgement“ ccrcerning what consti=
tutes a good-.school firance system. The more recent con.tributions in this tra—
dition are based upon summaries of leglslatlve actlon.' The goal here is to

dermve inductively a set of criteriagfor judging school finance systems based

o

“

A
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upcn a common denominator of informed opinion. The writing .s-most certainly

not devoid of concepts, but the conceptual apparatus used is ‘seldom sysfémiti-

. cally examined;2 * )

.

- -
B

Contrasted with this first type of literature ‘on evaluatlve criteria

LN

there is a second cla551flcatlog that is l=ss hortative and more analytlcal

-

in nature. The goal here is to re-exam;ne fundamental concepls §uch as "equali-

zation" or "need" and then to use these re-examined constructg as criteria for
» - ) ¢

school finante reform.> ! . o ' S .

5
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A third body of literature relating to criteria for school finance ¥e~
form is.also conceptual in nature but draws heavily from the cgrpus of court

decisions. That is, the conceptualization is in legal or legalistic terms.

A fourth-body of literature is primarily deductive in nature. School

+

finance reform criteria are deduced from a priori assumptions about the nature

of an "ideal™ social and/or economic order. Since there is a wide spectrum

of oplnlon concernlng what might conutltute an '"'ideal" social and economic.
structuxe for. the Unlted States one would expeé¢t to find, and one does find,
a very great variance in this particular body of literature with rather striking

contrasts present between "liberal' and "conservative' positions on criteria
5

for school finance reform.”

s

-

Lastly, there are some atiemptsto tie current school finance reform

directly into basic assumptions concerning democratic govermment or at least ~

to the assumptions underlying the political philosophy of a democratic sopiety.§

. f;-,\
] . s}
The above five. categorles are not exclusive. Even the most practigal

—

(5
oriented studies do assume certain values or assumptions concernlng the scho?l

]

finance—world of the future. What is worth noting is that there is now, and’

there has been for some time in the pact, a sizeable body of literature in schocl
RS
: findnce that deals qulte explicitly with values and value p051tlons. As the( e

'" number of economlsta 1ncreases in the school finance field it is likely, that

those who attach great 1mport%/;e to "positive economlcs" rather than tnstl-
tutlonal or normative economics may feel rather unco"fortaole with this value

aXe &,
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oriented llterature.7 Economists, however, who are at home in the areas some- |

times labled "political economy" or "social economics" should have n¢ difficulty

-

“at all dealing with this literature. N -

' ' . . . ' ‘
There is a new source of good school finance literature in the opinions‘
of Judges who have been required to o’:er pronouncements on litigation surround-
1ng conStltutlonal challenges to state scHool finance allocation systems.8 )
There is also a body of 1nformatlon on school finance criteria in the brlefs

9°

that have been drawn up for some of ‘the major cases and_fn articles a-recaring
in law,school journals.10 Since nuch of this legai material is fn cor itu-
tional terms, it reinforces the pol*tical'or roverﬁméntal‘}itera%urg’; .tioned
above dealing with evaluative cr1ter1a for school finance reform. There is

a minor dlfflculty here in that much of thi. legal literature is avallable to
the. non-lawyer only at considerable addltlonal effort to understand the mvs— .
teries of law llbrarles and the complexities of ~Iegal bibliographical bystegg.n )

. a

/ The writings of the legislators themselves are also- nqt ae accessible

aefthe standard academic materials %ince’they tend to Be drafted for state N

andiences or for even smaller groups of people.11 Neveriheless, they are quite

reyeaIing and useful when dne can aoqnire them. Desplte tne efforts 01 organi=-

zations like the Educatfon Commission of the States there'ds also still a prob-

lem in acquiring copies of the actual new state Mws on school finance. It-is

to be hoped that the recent. monograph by the National Leglslatlve Conference

" will -encourage others to make available reprints “of une aew state laws.

With regard to the light these statutes might cast on tqe matter of reforn\
criteria there is.a tradition that new leglslatlon carry,a statement of intent
of the legislature. Normally thls appears alrectly fol owing the “short tltle ".
Legislation passed in Florida and Maine in 1973 concerning school finance 6oes ’
carry such sections and they are helpful as to hoWTSchool ffnanée‘might be
evaluated in those states. Uniortunately the school‘finance section of most

" school "codes" is a much amended portion of'school law. Therefore "intent"
bectlons are often either out of date or more likely completely missing since

they have been struck somewhere in the continual amendment process. It might

be useful fon state legislatures to look into this matter, of outdated or nissing

intent sections. ) , .

s
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Some will”think that,the above ;ecomheﬁaation is not at all uvseful since
"intent" sections are, by the necessity of political compromises, worded in
, very general terms. This is true and some of, ‘the wording of Public Law 380
of the 93rd Congress 1llus€rates this very well. Section 801 for example pro-
claJms' “1t to be the policy of the United States ©of America that every citi=-

zen is entltled to.an education to meet his or her full potentxgg without finan-

cial barriers." This general public policy goal, is then further elaborated in

Section 842 where'it is required that States desiring federal aid in developing

B

plans or programs for financial assistance to local districts develop ' plan:
"(A) which'is 0onsiste 1t with such standards as may be requi: 4 by the our-
teenth article of amendment to the Constituzion and (B) the p. imary pu. soce of

whxch is to—achleve equallfy of educatlodal opportunity for chxldren in attend-

ance at the scbools of the local educational agencies of the State.“ The fed-

eral statute then 1eaves the question of evaluative criteria at this high level

of generallzatlon aud charges the United States Office of Education with the
responslballty for draftlng guidelines and regulations which are cons1stent with
the general crite~ia. " In tle hope that this report m*ght be of some help to

the USOE in this guliellne draftlng process’ we shall now turn to 'the four cri-

teria selectea for the Illinois evaluation and apgue that all four criteria

are’ cohsistent W1th Section 84c. - o
t N ’
-t'}r 2 R
g» e9 d’ ~ =
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The flrst crlterlon selected we shall term “perm1ss1ble variance.!" Ve -
13

draw this not@on largely «from the writings of Wise’ rom some of the court

dec1s1ons34 and from McLoone.15 This we see both as a =tudent equity critérion.

and a taxpayer fcultv criterion. Issentially the criterion rests on the as~
sumption that equallzat;on of -educaticnal opportunlty reguires a narrOW1ng of
the variation 1n the levels of expenditure per pupil bedween districts within

a state with the passage of time. No claim is made however that all students
Kshould ‘have the samé amount spent on them. Indeed educational need differences .

between students—would probably necessitate that there always be some—amount
of varlatlon in expenditure levels between school disbtricts. As Berke so suc-
cinctly puts this point: "mreatlng unequals equally is a hlghly questionable
deflnltlon of equlty."16 Equality of educational opportunity may require,
however, that students have access to similar levels of educational services,

unless the1r special educational needs dictate different jal kinds of services.

.
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Furthermoyse, thlu may be true 1rrespect1ve of the effect of these educational
servn*es on thelr tfuture earnlngs, life styles, political activity, or any other
klnd of long range educatlonal "output." We tend to agree with Cohen]7 that

the distribution of educational services is more a matter of "fairness' than

it is a matter of "eff%ciency," and it does not seem’fair to us by almost any °*
standard that children should have very unequal access to educational services
based on where their parents happen to reside. This criterion admittedly has

a certain "softness" to it in that what is a "permissible"'yariation‘in expendi-
tures to oné'citizen will not be "pérmissible" to another. For example, in-
dividuals who wish to accord a great deal of weight to local control in\ 24
provision of educatiohal services are likdly to allow a considerable variation
baseé'on their view that parents do. have a right to decide the levels of educa-
tional provision for their chiidren and more importantly for their n_eighbors'1
children. Individuals who are more concerned about the rights that childrsn
might have as future citizens themselves,brights to be defended even against
their own parents and tH7ir pareﬁ{s' nelghbors, will likely be désirous of a
sialler variation between districts. It is'''s oft" also in that varlatlons in
expenditure levels are caused by many determinants such as reg;onal cost of
living differentials, dlfferent concentratlons of students needlng spe01al \
'educatlonal serv1cz; between school districts, characterlstlcs of the teachlng

¥

staff, etc., as well as the more obv1ous source of variution; e.g., local ablllty

to pay. On the other hand this criterion is not difficult to explain to Jjudges
and juries and the very notion of 'equality" seems to demand reductions in
variatien. 5 ’ - ’ ..

As “has been explored elsewhere one heeds to answer the questions: "vari-
.ance in what?" and also 'variance aﬂong what unlts of distribution: families,
1nd1v1dual schools, school dlstrlcts, etc.?"l8 Mucn moxe controver51al -and -more-
powerful notipns of perm1551ble variance emerge if it oecomes apparzat that the
goal is really a narrowing of the variance in some' kind of “output'' measure-
ment rather than a narrowing of the variation in various kinds of school "inputs."
In this report we have not attempted to expaha the criterion in thesé directions
but.have restricted the notion to expenditures per pupil and to tax rates.. '
The permissible variance notion can be applleﬁ to taxparers if we think of a

distrihution %f tax burden. Again, it does not seen nes ipM to us that taxpayers

’
-
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are subjected to widely differing levels of tax burden based solely upon their
place of reSidence. If we could be assured that these tax burdens reflected
only the Willingness or lack of Willingpess to support education then we might
not be so concerned with the variation in tax rates among districts. However, '
tax rates vary for reasons not related to the desire of local citizens to sup-
port education. The most prominent of these factors is again local abilit& to

pay.

Professor McCloone would also have ﬁ§ eoneentrate upon the reductidn'of
variation in expendituce levels per pupil, however, his attenfion i; directed
primarily to the lower end of the expenditure per pupil distribution. In his
own words: "Some may interpret the expression "equalization" as striving, for
the same level of expendipnre in all school systems--as redncing the high and
1iéping the low. As used in educatidnal finance, equalization ddes mean reducing
the differences between the high and the low, especially where the low expendi-
ture is due to insufficient resources. However, the foundation progfam concept
_seeks “to reduce the differences by raising the level of support in areas of
nld The McCloone

-approach can be tneref01e thougn1 of as a "conditional' approach to "permissible

. Jlow wealth without reduCing expenditures in high=wealth artas.

variance." It is viewed as permissible for the’ expenditure ‘distribution to be
skewed to the rignt that is,,for some districts to have expenditures conSid— ’
erably above the median, but. it is not thought permiSSible for- the expenditure
distribution to. be -skewed to the left, e.g., forilarge numbers of districts to
have expenditures con§iderab1y'below the median. This fiscal policy position
is squarely in line witl. the late professor Paul Mori's defense of "lighthouse"
school districts,re.g., those districts that could, and would, spend far more
than the average district. We have incorporated both approaches to permissible
variance into the current study; that is, a total reduction in variation among
expenditures and a reduction of variation only below the median. It was con-
cluded therefore that the reforms of 1973 would be judged successful on this
~first criteriof if é—narrowing of the variation in expenditures per pupil and

educational tax rates had occurred after the reforms.

-
.

£

The second criterion selected has been termed "fiscal neutrality."

This is a most interesting concept and more dpmplicated than the first criterion.
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The literature on the subject reveals some sdbport for this criterion,19 some

opposition20 and some articles questioning the’ geope and dimensions of the

concept.21 Ye belleve there are at least two aggects to this notion. The

first is a value p051tlon that states that the leVel of educational serv1ces
prov1ded 4in a district should not be a function of local district wealth.

This is obviously a student equity notion and if we are to believe the previously .
quoted’ Section 801 ‘of Public Law 93 380, thls value positich has been endoroed

by the Congress of the United Stg}es. Slmllar statements are also f¢ .4 in

the "intent!" sections of several recently passed state school flnancr‘ aws.
One important implication of this rotion is that it moves the purchasc: of edu-
cation into a quite differeni frame of reference than the purchase of other
goods and services in the economy. We do not say to consumers that the. purchase

~of automoblles, for example, should not be a funct1on of local family wealth.
Indeed most “demaxd" schedules are closely related to 1n9gme schedules. But
in this one area of publlc serv1ces;we have departed drastically -and rather
dramatically from the 'market" orlentatlon of ordipary consumer purchasing.
'It is beyond the scope of this. paper to- explore -why we;&aﬁe‘chQSenité'place
educational goods and services in this unique position. Ve would: vénture one

\ suggestion, however, “and that is that it is not possible to treat education as
gFrely ‘a -consumer good but .rather as an allocation- of funds that is pg;tlally
co sumptlon but also partially investment in human capﬁtal formatlon. As
far Q\ we can ascertain, however, there is nothing in ‘the "flscal neutrality'
criterion which prevents the level of educational services from being a func-
tion of local willingness Lotx(, or -a functicn of the differences betwesn edu-
cational needs of school districts, or & function of cost-of-living d1fference=
between school districts, or indeed any reasonable -and rational determlnant

., of expenditures other than. the 1nterdlc ed local district wealth. All that the
fiscal meutrality criterion really says is- that the level of ¢ducational serv-
ices should be neutral as- far as local wealth is concerred. It is perhaps un-
fortunate that the term "neutrality" was chosen, since this—brdngs to mind the
concept of neutrality of taxes. The kind of allocation system contemplated
under most conceptualizations of fiscal neutrality is not at all neutral as

far as taxes are concerned.




There is a second‘asbect of Tiscal neutrafity that has to do with fair-

-ness intthe ‘distribution of shares of the available state and local dollars
_set aside for education. Viewed from this fechnd“bersnective fiscal heutrality
holds that rich students and poor students should have the same share of state
and .local dollars avallable unless other non-wealth factors such as local will-
1nbness to tax, or differences in the edacatlonal needs of the districts pie- ~

" vent this from occurring. This 1s not a very radical notlon. To the contrary

s £

if ayed without the clause’ above referrlng to different educatlonal r:cds)
it would allow no room for a "compensavory” idea of educational spendi .
There are many who hold that poor students should have a greater prop. ion
.of the available state and local dolJars épent on them tvhan are spent . rich
students.zy The advantage of this “faar Share" notion ,is that it lead‘ ohe
“toward the kind o. measurements used 1n the study of income distributions in
economics, in particular toward the use of the Qanl Index and Lorenz curves

Al

which ne shall discuss in the next section of thiS~réport. ’ -

-
>

Perhaps the most 1'm'portant‘ pointﬂahout fiscal neutraiity is that we
‘believe it 'is sunerlor as ‘ah equity notion to the concept of "equalizatioh,"
at least as that concent has been used in some prior srhedl flnance research.
Many studxes define "equalization" as simply the flow of. state money to local
school districts where that flow is inverse tofsome measureiof loca™. wealth,
usually proﬁerty'valuatdons. Measurements are then made in terms of product
moment correlations or regression slopes, and occasionally in terms of Gini
coefficientsfau This sort of’investigation stilltserves a useful nurpose in
that it is quive important to know “who gets what?" However, its,inadequacy
as an -equity criterion can be Qpick}y demonstrated. Assume two- states, X and
}.~ Assume that X is 80% state‘sﬁpport and ¥is 20% state support, . If Y',which
- provides very little state dollars for K-12 education, decides nevertheless to
dlstrlbute most of .the dollars to its ‘poorest dlstrlcts it will appear to rank
highly on many conventional measurements of "equalizatior.." Assume further
that X, which provides a great many state dollars for e ucation,decides to
,spread its:alloeatibns among ‘the wealthier districts as wéll as the poor dis-
.. trictS. By simple bivariate measurements between state funds .and local district
wealth,state X will rank low on "equalization." However, investigation of

variance in expenditure per pupil will probably show tha® there is lecs variance
l. .

L}
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in state X than there is in state Y because the higher level of state funding
causes less dependence upon local property valuations.’ It is the inequality
of these local prdperty valuations that causes the expendil.re disparity prob-*

. 1lems in the first place. Tﬁis is po new revelation. It has been observed by
several other school finance investigators.25 In fact it is this problem that
has caused-::;MpLure26 and other investigators to prefer a "graphic" method of
investigating equalization and eqpity effects over almost any kind of ma}hemati-
cal index and there is still much to be said for graphic approaches to "equali-

‘zation." In this investigation we have elected‘égt to establish 'equaliz--ion"

as a criterion, but rather to suhstitute the notion of "fiscal neutrality"

a preferred equity criterion. It was concluded therefore that the reforme

1973 would be judged successful on this second criterion if the State‘of Illi-

nois moved closer to the geal of fiscal neutrality after the reforms had occurred.

The third critgégon is a taxpayer equity criterion rather than a student
equity matter. As was mentioned in the introduction since 1973 several states
‘have - adopted grant-in-aid systems that are ‘based upon the pririciple that any

two- school districts that exert the same amount of effort should be guaranteed
the §§ﬁe amount of educational resources. In Michigan this was called the

"equal yield" principle and in Illinois it was termed the "equal expenditgre

for equal effort"principl'e.'27 This is, in our judgement, a politically popuw
lar coneept and taxpayer equity accounts as much for the passage of the legis-
lation descrlbed 1n the first chapfer of this report as any argumenfS‘for student
equlty. As a taxpayer equlty concept 1t would.seem to fit into-the "1kt Amend-
ment!" specification found in Section 8L2 of Public Law 93 —380. Although pollt~
ically popular, the notion of feward for local tax effort is viewed with con-
siderable suspicion by many school finance experto.28 A least seven objections
to the pr1ncxple of treward for local effort" can be put xorward. First, these
local initiative systems may result’in increased social 5 ratrflcatlon and

'seek the tax rate or the expendlturt level they prefer. Second, local deci~
sion-makers may not or camnot meet the needs of their local districts, even if
these needs clearly exist. Two examples might suffice hnere. In rural areas
strong agricultural repres&®tation on local boards of education has kept tax

rates down and might continue to keep them down in svite of the reward the

23 |
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state would offer for raising the rate under the new formulas. Rural districts
. might then not profit as much under these reward for effort schemes as would ‘
suburban districts. We shall comment further on this phenomena in the f1ndgngs‘
section of this report. Secondly, in some states, the central city'educational
tax rate is depressed by the pnenomena of "municipal overburden," e.g., central
cities educational tax rate is kept low by the costs of non-educational muni- :
cipal spending for police, fire, welfare, etcs .As we will note in our findings
seclion, however, this is not so much the case in Illinois. There is enough

of a problem here, however, to conclude that reward for ‘effort systens "th

not also be utilized as fully by central cities as by suburtan units. Third,
reward for effort formulas might also stimulate local property taxation, and
this would be directly counter to & strong desire for local property tax relief.
" Fourth, it is possible that it will be the districts with higher inoome families
that raise their tax rates in response to the reward offered by the state rather
than districts with income poor families. There 1s, in fact, some limited re=-

29

search evidence to support this notion already and we shall again comment
further -on this 1n the findings section of this. report. fifth there is a '
special probilem of low income households located in property affluent school
districts. Under any of the- local 1n1t1at1ve systenms ‘the property wealthy dis-
tricts might decide to increase their generally low tax effort in order to ob-
tain more state -aid. The low 1ncome family 11v1ng in the ‘shadow of a factory R
or commercial ccmplex mould then f1nd 1ts re51dent1al property tax increased
greatly. Benson and his a55001ates are partlcularly sensitive to this possi-
—hfIityeand suggest a number of remedies for the sltuatlon,,partlcularxu the
adoption of the so-called "circuit ‘oreaker.“30 Sixth, students of general
, local public finance have never been especially pleased with these educational
local incentive grants.. They view these grants as encouraging local govern--
ments to spend funds on public education that might well need to go into other‘
public services, e.g., health, sanitation, polioe,iand'fire, because of the
state reward for effort in public education. This issue iargely turns on wnether
one accepts or r «cts the claim of'professional educators that public educa-
tion is a "uniq. publlc eXpendlture.31 Finally, local initiative grants
might have the e. sct of malntalnlng small 1nefflclent school districts since
' the state would be rewarding hlgher tax rates resulting from diseconomies of

scale. Looking at these seven arguments the Phi Dclta Kappa National Commission

v
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on Alternative Designs for Funding Education concluded that: '"The aspiration
Jevel of the citizens in a local school district should not be the primary v
'nefegminant of the level of spending.“.j2

This is a rather.powerful array of nrguments against the type.of grant-
in-aid system adopted in Michigan, Illinois, and other stateé. Why then were
they‘passed? Because there are some equally compelling argumenbs on the, other
side, First, these grant-in-aid systems directly attack the ancient equity‘
_problem in school finance that is at once hoth taxpayer equity and student °
equity in nature. As early as 1905 Elwood Cubterly pointed out that two tax-
payers, living in different districus, might find themselves in a situation
where one ta;payef paid a highér rate and received a lower level of goods and
services while another paid a lower rate nnd yet received,a higher level of

33

educational goods and services. The school finance litigation of the'early
1970's simply hlghllphted an equity problem that has been ‘known and 1nvestlgated
for seventy years. Tbe systems adopted in Illinois and Mlchlvan attack this
problem directly. Second, it is also true that these systems provide at least
some amount of tax relief to high tax burden districts. Since the -general
correlation of tax rate with property valuatjon is negative, the initial result
of the adoptlon of the Mlchlgan and Tllinois type systems Iggﬁbund to givé:

more state money to property valuatlon poor districts. This should enable

these districts to at least level off their tax rates in the future. There"

is' no guarantee that these new funds will be used to actually reduce the tax
rates although the special provisions of the Illinois system described previously
do call for some tax reduction. The nolion tha® those éistricts which have

the highest tax burden should receive the most state fun is has considerable
common seuse appeal. Third, tax rates may be high in ecﬂe districts for' per-
fectly legitimate reasons that are.as compelling as the “iseconomies of scale
factor is not compelling. For example, suburban areas h:ve high tax rates at
least partlally because the wave of migration to tbe sut .»bs has forced a heavy
burden on school govbrnments in those areas in the last <wo decadés. Whlle
outward mlgratlon of business and industry has partlally offset this, there 1s.
no doubt that suburban units have needed -help for some tmng. The myth that

all suburban sonool dlstrlcts are wealthv has been dcstro'ed forever by a con-

7
sideratle emount of research.” ‘hile educatisnal lzx rites 1n central 01t1°°
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are ‘kept down by "municipal overburden'" they are also pushed ub by high cost- °

of- llv1ng 51tuat~ons in these population dense areas. Higher tax rates in

. these areas due to costs associated with population density probably do deserve

to be ?ewarded by the.state. Fourth, €ducators have, in recent years, encounr
tered serious problems in passing local tax referendums. It is at least possible
that the tyée of reward for effort provisions passed in Michigan and Illinois °
will assist at least the property valuation poorer districts in passing some

of these referendums as the state will then pick up a larger share of each neﬁ
dollar levied. A careful study of tax referendumo in these states after T 73
should cast some light on this situation. Fifth, Lenin was correct in pointing
oﬁt-the*pbWef of a slogan.. It proved very difficult in Illinois to be against
the notion of "equal expenditure for equal effort." Even those who opposed

the grant-in-aid system described.;n the first segfion were at some pains to
point‘out that they "agreed with the basic philoéoph*."' Not among this group ~
of course were those who sépborted full state'assumptio% of césts in -education
and are philosophically opposed to-any form of mixed state and local funding

35

for K-12 education. Sixth, for a very long time reorganization and consoli=-

dation has been slowed by the fact that wealthier districts did not wish to-

accept the higher tax rates that inevitably came with the absorbtion éf'their‘
poorer neighbors. Under DPE these higher tax rates are less of a problem and
consolidation and reorganization'may—again go forward. From what has‘beén

said it is clear tﬁat'the controversy over Iocai injtiative systems will -con-
tinue and incdeed has begun to abpear in the pages of journals devoted to local
ﬁiblicvfinaﬂce matters.3 It wac conciuded, however, that the majority view

of the Illinois Legislature counted, at least in this situation, for more than
the views of the professors, and that the reforms of 1973 would be judged suc-
cessful on the third critericn if the ‘state could be shown to have moved toward

the goal of 'equai exﬁenditure for equal -effort'" after the reforms had taken

‘place.

The fina  riterion relates to aid to urban districts. Like the third
\ B
goal this also 1= an item of some controversy. It would take us too far afield
to review the argumenis pro and con as to whether central cities are, or are

37

not, "poor.'" There is con51derable research on this point. We did however

accept the notion that central cities should receive more funds irom the state.
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It should be stressed that the rationale for aiding the central cities was in
terms of the concentrations of studente with ope01al educatlonal needs that
are found in those central cities. Poverty concentratlons exist in Illinois
and indeed in all states outside.of central cities and therefore while the
grant-in-aid described in the first section was designed to aid central cities,
it was also designed to assist districts witﬁ high concentrations of low in-
come families wherever they might be found io Illinois. It was therefore con-
\cluded that if the central cities received more state aid ver pupil after the
reform than before it would be judged a success on this fourth criterion. These
four criteria certainly do not exhaust the list of criteriz that could be used
for state grant-in-eid models and we make no such claim. We do feel that these
four criteria are sufflclently 1mnortant that no state could say that it had
.-thoroughly evaluated. its educational grant system without at least including

these four in the evaluation system.

. »
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In the next section we shall discuss the operationalization of these
four criteria. It is partlcularly 1mportant that we do so. Lf "criteria"
are left at a high level of verbal genurallzatlon then the courts cannot tell
if their orders have been carried out. In fact, school finance cases may not
even be justiciable if the issues in question cannot befsubjected to at least
some form of measurement. Legislators cannot tel. if their intent has, or has
,not, been violated. In fact, a greater danger exists in the legislative arena.
Without clear criteria for evaluating legiélation there‘is a dahger of extreme
pragmatism. Too often in school finance, as in other educational legislation,
,the temptation is to M"pass a Christmas treeAwith a gift on it for everyone,
and then figure out the wiring later." Clear statements of public policy be-
come lost in the necessary compromises that must take place. Without operational
statements of goalszand measurements of these goals there is no way to implemeot
a great deal of legislation including the newly pés§ed Section 842 of Public
Law 93-380. 1In fact, in our judgment, this legislation almost requires that
the states do now come forward with clearly defined and measurable objectives
for their school finance system. It may well be that the Congress of the United
States can do what seven decades of professorié; effort has not been able to-

do, e.g., muster some concensus on school finance criteria. Lastly, the school

c. Ay
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finance fraternity 1tse1f has a vested interest in this matter. *A cumulative r
body of knowledge in school finance is difficult if not impossible to erect
unless the major concepté are‘ompifically grounded and measurgbl%.' For all
these reasons we now turn to the methods of measuring the feun.criteria we

|
have selected.

Operationalizing the Criteria

L] .
As indicated previously the first criterion, permissible variance, can

be ﬁonceptualized at least two wayé. The first notion used the entire variation

in expendluureu per pupil and in educaticnal tax ratcs. Several approaches ‘
are possible herc.\\gﬁe could depend upon the range, that is, the dlf‘erence‘
between the largest and: smallest number in a given dlstrlbutlon or perhaps,

a better measurement WOuia be the difference between the number at the 90’ cen~
tile of the distribution and the nunbeyr at the 10t centile of the dlstrlbatlon,'
since there are so many highly deviant school d}StrlCuS in most school finance
distr;butions, However almost any range sfa%istic could be miSleading’dué to
inflationary effects. The 1nflat1on manifest in the last three decades will
cause all dollar amounts to increase 1nclud1ng all range differentials. "Thus
especially over long periods of time there is an automatic bias 1n favor of
higher differentials at the second point in time as C6mpafed to a prior point
in time. For school finance changes only one or two years apart there is no-
great confounding effect, however, the. ‘whole problem can te jib;ded by d1v1d1ng
whatever measurement of variation is flnally chosen by the relgvant measure-
ment of central tendency. For example, this could be the difference between
the first quart le and the third quartile diyided by the med1an. Since pre-=

vious school finance research uses the so-called “coefflclent of wvariation,"

that is, the standard deviation divided by the mean and multlplled by 100,

- we have followed that convention here.38 Therefore the smaller the coeifficient

ﬂ of variation the closer to the desired-state of affairs.

-

~—

- Since we owe the second notion of "permissible variance! to Professor

McCloone it seemed appropriate to use one of his own indexes. The '"McLoone

Index" used in this report is based on the dollars required to raise the lower

half of the classroom units to the state median expenditure. Since this study

s,




uses pupil units rather than classroom units the values reported here cannot Se

d1rect1y compared to- those reported by McCloone. Nevertheless, the basic pro~

-

cedures are the same. After the revenues requlred to brlnv all students in the

) ,state_ to the median expenditure per pupil are determlned this amount is then

added to the actual revenues generated below the median and becomes the demoni-
nator of the index. The numerator'is the actual revenues generated below the
median.. Thus the larger the fraction, the closer the approach to the desired
state of affairs. Several other indexes are possible using the basic notidn

of the dollars needed to move all students to the median expendlture, bu. we

elected to use only this one approach. -

-

To operationalize the concept of "fiscal neutrality“'we have chosen the

Gini coefficient, or "coefficient of concentration" as it is gometimes called.

As in previous research reported by .Hickrod and his ascoclates this index is

based upon a bi-variate set of measurements rather than a unl-varlate set of

39

measurements.”” That is, both wealth and expendltures 6r revenues. are used

¥

rather than expenditures or revenues alone. This usage of the Gini index is
to be contrasted with the application made ty McCloone which is based on experdi-
tures alone;ho Basically what is done is to rank the school'distr;cts from low
In this research we have used prop-
erty valuatlons per*pup;l, income per pupil, and-a combination of the twe re~
source measurements. Our -experience Work*ng with this index suggests that one
can, get qu1te different values depending upon both (a) the specification of
wealth used, and (b) the specification of pupils used €eBey welghted V. un-
weighted, ADA v, ADM, etc. Once this wealth ranking of Jlstrlcts is completed
a -cumulative percentage distribution of pupils is,then formed starting from the
poorest districts and vorking. to the top. A s1m1;;;>tugt_at1ve distribution
is established for state and local revenues. The two cumulative percentage dis-

tributions are then plotted on an X-Y axisi

»

If'the "fair share" norm, previously discussed, actually—preuailed in -
a given state the X-Y plot of the two cumulative'percentages, wealth and state
and local revenues, would be, in fact, a stralght line. That 1s, the poorest
ten per cent of students woula get ten per cent of the avallable "pie" of state
-and local monies, the poornst tweutg per cent woula ght ‘wenty per cent, etc.,

~

etc. A d1str1butlon of state and local funds would prevail that would be '"neu-
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ﬁrél"‘of local resources and this is what is necessary in any operational defin-
ition. of fiscal neutrality.A_The situation would be thé same as a state of af- ’
fairs in which the‘;téte raised all revenues and then distributed them béck on

N a head count irrespective of local resouf;es% One might therefore think of it
as "full state funding" with flat grantidistribution. However, previous re-
search in Illinpis plus our generai knowledge of the conservative nature of
state school finance systems in other states strongly suggests to us that this
straight line is" not the observed function formed by the plotting of the two

cumulative percentage distributibns; To the contrary, we believe that the p}ot

[

.
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of the two cumulative distributions will, in many states, form a curve which .’
will depart from the "ideal" stfaight lige. Th;g curve of two cumulative per- .
centage distributions, often referred to as a "Lorenz curve" wili then be the l
graphic representation of the "fiscal neutrality" situation in a given sféte.
There .are several ways to derive a numerical value which will describe the
Taegree.to which this empirical curve departs from the ''ideal" straight line.
Appendix—A to this report prepared by Professor Ramesh Chaudhari sets forth one
p0951b1e calculatlon procedure. Readers interested in the computer progran

for such a Calculatlon shculd address themselves directly to Professor Chaud-

hari.ul '

The conservative nature of the fiscal neutrality criteria is fully re- .
vealed by this type of* operationalization.- A truly compensatory notior of
school finance would require that the poorest ten per cent of the students
ranked b; wealth receive more than ten per cent of the state plus local funds
.available for K-12 ecucation, the ﬁcorest twenty ver cent more than twenty per
cent of the pie, etc., etc. In otherrﬁords, full state funding Jith flat grant
distribution would not be an acceptable "ideal" situation to many "adthorities"
in the school finance field. The operational‘définltion qan‘he changed, how-
ever, by weighting pupils according to their educational needs, . If -pupils

have been previously weighted by cost differentials based on their:different
educational needs before the rest of the calculations are performed then we
would have a situation in which Lhe ten per cent poorest pupile, weigh%ed by
educatioral needs, would be expected to receive ten per cent oi the state and

local pie, the poorest twenty per cent, weighted b» educuvional needs, twenty

per cent, etc., etc. This "expanded" definition of fiscal neutrality would

o any - =
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probably be more acceptable to many school finance ahalyst'. Since the wéighting

by educational needs varies so much from state to state it migut be impossible,
. 4

-

however, to ever use this "expanded" operationalization of fiscal neutrality

Vin interstate comparisons. We have taken a small step in this direction how-
ever in this project by weighting students with compensatory educationai need
.prior to calculation of the Gini values. This is described in greafér detail

in the next chapter.

-

.

It has been pointed out to us that the interpretation.of the Giﬁ%‘ﬁaiue °
is!bonfusing if the curve ever rises above the line. That is, should the#é'
_be-a state in which the pcorest X per cent receive more than the X per rc¢ut of
state and local funds.then the numerical value would not bé of great use. In
other words, the procedure catlined in Appendix A works well as long as, the, .
curve is always below the line. Our experience in Illinois has be.r that the

. ‘

curve does not cigss the line. However, in the event that tﬁére arest?tes
) ;

in which truly compensatory school finance systems are operative, e.g., he .

poor.st proportions of the students receive more than their simple ! ~ad count

'penéeqtage shs. e of state and local funds, then the curve itseif would probably .

béfoflgreater valdp than the Gini coefficient whose calculation is outlined kiE,,

: N . 8 i

in the appendix. This also might be the case if federal fundsoare\included in .
. + o £ .

(,

the .analysis. Federal funds are excluded from the research reported here—sinc%

m

Calculation of the curve and the coefficient with and then without federal funds /,/;

the folus in this project was upon evaluating an action of a state legislature.

»

: g
might «€1l be one way of measuring the "‘compensatory" effects of federal funds%

¢ . &
7

Unlike the operationalizatidh of the first two criteria we had no research .

¢

precedents for the third criteria, equal exp?ggiture for equal effort. Our

;firsﬁ inclination was to use the simple lihear regression slope between tax ‘

“rgte ard combined state and local revenues. However, the slope calculated o (i:
would be unique to a given, state and could not then be used for interstate i
comparisons. To overcome this difficﬁlty we transformed both revenues and

tax rate into logarithms. Thus the closer the slopé comes to 1.00 the nearer

>

9 :
* one would be to the desired state of affairs. 7t was pointed outMo us, however, A:;
s & Cl

that the slope, either in natural or logarithmic terms, is really more of a ¢
. . A

measure of "reward for effo.t" than it is of "equal expenditure for equal

A4
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effort." One is indicating the additional or marginal yield in combined state
and local revenues for an additional or marginal increment of tax effort, either
in dollars and cents or in percentage. increases. It therefore seemed logical
to use some measurement of the "goodness of fit' between the tax rate and the
combined state and local revenues. This might have been thé standard error

of est1mate, but it seemed that the square of the simple correlation coefflcleﬂt

would be mor. -amiliar. This does assume, however, that the "ideal" relation-

ship between tax rate and revenues received is linear in form. In Benson's
dlscu%slon of “d1strlct power equalization' systems it is pointed out that the
. desired relationship between tax rate and revenue= may well be curvilinear
rather than ;ectll;near inn re.l*2 Ye regard thls third crﬁterla as some-
what more exploratory than the first two ahd continue to search for better

] . = - - (A\ "s . R
specifications of the criterion of "equal expendifture for equal effort."

»
? - -

#-Our fourth and flnal criterion reguired a geographlc typology of school
distysicts. There are several ways of approaching the question of what constl—
dhtes ar "urban" school dlStrlct The scheme we' eveniually adopted vas a modi-

fication of the system used by school finance researchers .at the University of

h:l'sconsin.43 Clty school districts are of two types in thi% system, 'central

city! “districts and. “1ndependent city" districts. Ced;ral city districts are
those school districts serving the largest city in eacn of the nine standard
metropolltan statistical areas of Illinois as defined by the 1970 census of~
populatlon and housing. Independent city d1strlcts are those school dlstrlcts
. serving a city with a population of 10, OOO piy wore in 1970 but not locatéd )
within a standard metropolitan stat1stlca1 area. These ard the two categories
of "urban'" school districts. ”Suburban" districts are 2lso of two types. 3
To qualify sp a ''suburban' dlstrlct a- school d1strlct must be lecated w1th1n
a standard metropolitan statlstlcal area but not be the central city therein.
The enrollment growth of these suburban di%tricts was then calculated between
1964 and 1973 If the suburban school dlstrlct was above the median in per-
‘ centage increase of students 1t was des1g§5ted "rapid growth suburb" ‘and if
below the medlan a "low growth suburb." Flnally all school iistricts which

.., vere neithey- within a standard metropolitan statistical area and, were not "in-
4 \

hka depeﬁdeﬁt—stiles" were des1gnated “rural." LT,

.
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The above process of elimination leaves quite a number of Illinoies school
districts in the "rural' category. i£ &;;f;ointed out to us that a further an-
alysis of "rural' units would be helpful in this situation. It is a matter of
general knowledge that the sociaul demographic characteristics of illinois change
greatly from the north to the south in this state. We therefore used the six

) general supervisory regions of the Gffice of the Superintendent of Public In~
struction to structure the state into three roughly equal geographic regions,
tﬁe north, the center, and tﬁe south. The project then concludes with this

special analysis of Illinois "rural' units.

K]
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CHAPTCR III

EVALUATION OF THE ILLINOIS GRANT-IN-AID REFORM OF 1973
USING FISCAL DATA FROM THE 1973-74 SCHOOL YEAR

-In this chapter we.shall apply fiscai data from the 1973-74 schoolkyéar
to the evaluative criteria we have establiéhed in the second chapter. The
discussion ié in five parts. First, we shall describe the variables we are
using. Second, we shall describe the population used in the stuﬂy. Third,
we shall present our findings, criterion by criterion. Fourth _the limitations
one must place oﬁ these findings will be preéentqd and also suggestions will
be made for further research. We shall then conclude this study with a summary

-evaluative statement.

~

Variables Used and’Definitions of Terms

~

géﬂ.ff%‘hough ‘much of the discussicn’in Chapter II is in terms of “expendi-
ture per pupil," audited -expenditure statements from the many school districts
in I)linois lagvconsiderébly behind the curren® aciions of the General Assembly.
In order not to hold up tﬁis evalvation even longer than'has already been the
case we elecled to use a—constructedrvarfablé called "estimated state and local
feVenue pér-pupil" in piace of the expenditure per ;upilyVariable. For the 1972~
b3—§chool,year this variable consists of multiplying the 1971 operating tax
vate by the 1971 revised assessed valuations and then adding the actual géneral
‘school aid for 1972—73.§ Similarly, for the 1973374 schoql year this constructed
variable consists of multiplying the 1972 overating tax rate by the 1972 assessed
valuations and then adding the actuai general sfate aid for 1973-74. 1In every
case loss from failure to collect 100% of taxes will.cause—our figures to be
slightly glgher than the audit&d figures will be in the future. We have used
two klﬂ&g of pupil counts in the analysis whlch follow In order that this
stuay can have some. applicability outside the state of Illinois we have ‘used
the traditional “average daily—atténdanqe" (ADA). Howevér,:asrwas describéd
in Chapper I, Illinois aid in 1973 take =& stép toward %eighting students in terns
of certain selected educational needs." This is reflected in the analysis
which follows in terms of "TWADA." TWADA is average daily attendance which has

beenVWeighted.for the presence of children who are eligible for Title I funding
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under the Elementary and Secondary Education Act of 1965 p 25% add;on
for each ADA in grades 9-12. Unlike some other states, Illinois does not have
a separate state categorical grant for "compensatory" education. It is a cur-
ious h1storlcal fact that the General Assemblv in Illinois did once pass
categorical grant-in-aid of this nature but never provided the funds to make
the act ope.rationa]:.1 In 1973, Illinois elected to take the quite different
path of introducing a student weighting for "compensator&" educational needs
into their geﬁeral grant-in~aid formula. Several other states hac previously
taken this step, notably, New Jersey, Minnesota, and Missouri.

It is important io Stress that the particular Illirois versiorn of the

Title I weighting reflecis not only the number of Title I eligible children in-

a,given-district, but also the concentration of these children in that district,

e.g., a district with 25% Title I children has a heavier weighting than a dis=
trict with only 5% Title I children. This notion of weighting for concentra—
tion as well as for number of children with ”compensatory" educatlonal needs
was drawn, from the recommendations of a Presidential Commission on School Fi-
nance that was active about the sdme time as the state school finance studles
referenced in Chapter I.2 Therefore, wherever TWADA appears in the analys1s
that folloWS it refers to this "concentration' welgbtlng, whlch is a part of
the prev1ously descrlbed "resource equalizer" option, and not to the constant
.45 weighting that is present elsewhere in the 1973 reforms. Chapter I des—
'crlbes these weightings in more detail. B T 1
As many readers know, there is a long history of coniroversy over just
what constitutes the most 'valid" measurcment of local district'"wealthh":
The older literature‘stressed the difference between an "income' specificaﬁion
of fiscal capacity and a "property valuation" specification of fiscal capa%ity.
This debate between the proponents of income versus the proponents of propkgty
/aluation has heen kept alive by empirical studies whichn demonstrated very
,ittle correlation between school diztrict income and school district propert}
valuation.u In fact, some studies have even turned up negatlve -correlatione
‘between the two wealth speculcatlons.5 Apparently this relationship varxfs

from state and to state W1th somewhat belter correlations in the southernxpart

_of the United Ctates where the unit of school government is the county. ﬁore
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recently this old dispute has been cast up in terms of whether “poor students ’
llve in poor districts" or more exactly, whether income pgor students are not
also to be found in property valuatlon wealthy districts.  We did not attempt
to explore the relatlonshlps between various measuremerits of school district

wealth in Illinois, although a full and systematic exploration on this score

is sorely needed. Rather, we Simply used both a "property valuation' specifi-
cation of wealth and an income specification of wealth. In oné part of the .

analysis we combined the two measurements. &

.

"Assessed valuation" is thé same state adjusted real prop.:ty valuation )
used in many states for the-purpose,of distributing general educa..onal state
aid. '"Partial" assescment practices do prevail in Illinois as they do in many
states, that is, local assessors do not all assess at the same proportion of
"true market value." The state attempts to adjust for these differences at
least partially by applying so-called "multlollers" vetween counties in Illinois.,
These "multipliers'" are intended to '"equalize" the property assessments and off-
set the partial assessment practices. However the multipliers have at times
been frozen at certain rates and the variance in assessment rates between town-
ships within many counties have never been adequately "equalized" by the multi-
pliers in the first place. There are also some peculiar complications in Illi-

. nois by having a nunber of school dlstrlcts that lie in more than one county.
‘We mention these matters only to 1llustrate that while "property valuations't
have been accepted for a half a century as the measure of local fiscal capa-

Wﬁoity,,there ls ooy, and there has been for some time, reservations concerning

the validity of tﬁis specification of fiscal capacity. Since the summer of

1973 these reserVatlons have probvabl y lncrnasnd.7 )
. There are also considerable reservations concerning the validity of

the second fiscal capacity specification used in'this study, i.e., "income
per pupil." Ideally, income data should come directly from elther federal or

state income tax forms which are filed annually. However, state officials 1n

Illinois have raised a number of practical protlems concerning tﬁe collectlon
of ‘income data from this source, and, as of this wWriting, no income data is
available by school district in Illinois from state tax sources.8 In the ab-

sen¢e of income data from state tax sources one must fall back on either income

data as it is derived from the federal decennial census of housing and popula-
/ A
. E}on or on special collections such as the income data project of the National

/ - g ]
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Bducational Finance Project. 9_ The special collectlons of course quickly become
too dated to be of much help and they have thelr own validity problems. In

the case of the NEFP project the federal income tax data is from 1966 and,

more importantly, it was collected in terms of U. S.,postai zip codes. Zip
code areas in Illinois contain a wide variation of income levels and to assign
all school districts within the same zip code, the same income per pupil, would

considerably underestimate the variance in income levels.

Should one elect to use the U. S. Cénsus income data, as we did in this
., project, there are other problems. The U. S. Bureau of the Census has never
in the past, and did not in 1570, collect social and economic information on

the U. S. population by school districts. Up until very recently researchers

who wiched to use federal census data had to go through the laborious task

for “converting" from census units, e.g., block statistics, enumera%ion dis-
tricts, census tracts, and minor civil divisions.(often townships) to school
districts. This was usually done by superimposing school district.maps on the =
top of census maps, often with the aid of a light table, and then making es ti-

" mates of the proportions of census units found withir school dlstrlct llnes.lo
Threugh the joint efforts of the Bureau of the Census and the Natlondl Center
for Educational Statistics‘data on all the 1970 census first count tabulations,
and selected population tables from the fourth count summary tapes, were ‘'trans-
late@” from census units into school district terms. This effort unlocks a
great deal of sécio—ecoqpmic data on scﬁodl districts never before at the diS—'
position of school admi istrators. However, users of the NCES school district
tdpes have also uncovered some problems which will be discussed briefly in
the next section of this ghapter. In the analysis wh;ch follows '"income per.
pupil" is self-reported family income plus income from unrelated individuals
divided by either ADA or T%ADA; Corporate income is not included. Since cor-

_.. - porate property is included in assessed valuationg there is a problem in, making

comparisons with income.

Definitions of "comnunity typj" used in this project, e.g., "central
city, independent city, high growth suburb, low growth suburb, and rural,"

have been given previously i ‘Cﬁéptey II, as have the 'morth, central, and

southern" regionai specificatMons. It remains only to cemment upon the

e -




“cate much of the procedures of the National Center for E'ucational Statistics

regretable fact that it was necessary to carry out the analysié in terms of
each Pf the three organizational types of districts found in Ill%pois,‘e.g.,
"unit" districts, that is K-12 jurisdictions, versus ''duval' districts, e.g.,
separate high school and elementary jurisdictions. The result is that one

must, in essence, work with three distinct populations rathel than .with a single
population. We have not, at least at this point in time, arrived at some widely
agreed upon-sysuem for merging fiscal data from the three different organiza-
tional types of districts., This does certainly complicate any scnool flnance
ana1y51s in Illinois, but the problem is not unique .to that Qtate. Ca]lfﬁrnla,

for example, has similar problems.

- ' Population Used .

For aLl parts of the analysis which follows, except whewe 1ncome data .

is employed, the entire population of 501 elementary dlstrlcts 143 high school
districts, and 436 unit districts in 1972-73 was employed. Slmllarly uhe 476
elementary districts, 135 high school districts, and LL2 unit districts in 1973~
7% vere used. For that reason no infergntial statistical tests are reported

in this research since no sampling method was utilized. However, as wag men-
tioned above, problems did arise with regard to the iﬁcome data which was t§k?§,,: jfﬂ,ﬁ:
'froﬁ federal census sources. In the first place it was necesséry to drop dis- - <
tricts from the study population which had-‘merged or consolidated tetween 1970‘
and 1973, Secondly,-a &etailéd analysis of the Il inois school district tapes
was undertaken by Professor Vernon C. Pohlmann of "the IllanlS State Unlver51ty
Sociology Department and Mr. Daniel Jaw-Nan Hou of the O;flce of Superlntendent
of Public Instruction. This analysis revealed a large n aher ofrdlscrepancles
between the enrollments reported on the federal census t..cs and the enrollments.
reported in the official state statistics of the Officé o2 theASupérintedaent

of Public Instruction. This motivated Professo: Pohlman.. and Mr. Hou t& duplix ;

in arriving at the data on the school census tapes in the first place. A num-
ber of« processing errors were found and the nature of th.se errors has been
reported elsewhere.ll Despite the considerable efforts of Pohlmann and Hou.

a number of districts stlll showed enrollment discrepancies. It was therefore

decided that where the percentage difference between the federal census school
o :
district tapcs and the official state statistics vas sreater than twenty per 1

cent those districts would then also oe dropped from thz population.

.
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. southern parts of the state more than the north Since the great preponderance
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The upshot of the above is that we were forced to deal with a partial“
population where income data 1s concerned. This. partial population was also

used in all the ‘tables starting with Table 10. Appendix B shows the extenL of L .

this dropping of districts both in terms of pupils and in terms of districts

by organizational type and by geographic region of the state. It is clear that
the effect of this dropping of districts was greater on the "dual" districts, .
e.g., ele sry and secondary jurisdictions, than upon the unit districts. A -

It is also clear that this trimming of districts affected the central and

of pupiis are found either in unit districts of the state, of in the 'duals"
of the north, we decided to live with the handicap of a partial" population '
and continue the analysis. We’ﬁo'Eonsider, however, the weakness of the

income datz to be perhaps the 51ngle greatect limitation on the results

2

reportead. “Efforts are still underway at the time of this writing to increase ) Co

the validity of the income data and reduce the number of districts that must
= .

be dropped from the study population. , * e 7f. :

Findings: Permissible Variance Criterion .

Tables 1 and 1-A contain the data ohfthe premissible variance criterion. ;,

In Table 1, where the total variation in revenue per ADA and the ‘total R .
variation in opegational tax race is used, the coefficient of variation is ;.(' )
reduced—betweep~l972—73 and 1973-74 in all cases., We may therefore conclude :w; ¥
tha:_overall digparity in revenues, and in tax rates., declined after the 7 ﬁi?"
adoption | of the 1y73 reform. However, we kriow from prior research that a
reduction of variation in costs per pupil and in educational tax rates has .

y 12 . . . s

.been occurring in Illinois during a period from 1963 through 1971.
.Therefore, we cannot directly attribute the observed reduction in variation

to the 1973 reform alone. What we can say, is that nothing in the 1973

reform 1nterrupteé*this trend toward a greater equality of dollars per pupil

-and a greater equality of tax burden in Illinois.

In)Table 1-A the focus of attention is not upon the.entire variation in

state and local revenues but only upon the variation below the median.
Uslng Ehe[ ‘McLoone Index" discussed in Chapter II there appears to have ‘een

-

" some improvement in unit distrzcts, and in high school districts,. after the  ~-

1973 reform, but not in the case of elementary districts. The improvement P

=, - <
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TABLE 1
- : 1
, PERMISSIBLE VARIA“ICE CRITERION . ) . ¢
-~ N :1 o
L 4
Estimated State and . /’> T ‘ Q‘:‘;f "
Local Revenue Per ADA i MPperational Tax Rate .
b( 7 oya New . 014 o New -
’1972—73) (1973-74) (1972 73) ~ ©(2973-74) N
, = . — . — o
Elemeftany__ 28.729 26,889 25 000 , 24203
" ' «.}Iigh School ) 27.801 . 24992 23.809 ‘ '“%2.000 <
(- Uit 14.087 . 13.492 15.596 ° ik.847
5 e LT . .
R Seor . . ¢ L
. /- oy TABLE l-—A ' }
PERMISSTBI% VARIANCE CRIT;:,RIO“I* oL . .
MCLOONE INDE\S{ REVENUE PER-ADA , * St N
. L S *
— - 7 - - .
° Median - Dollars -Needed. ‘\ - Index . _
VoL 0l1d New VL. (}:hous‘énds ) New= A_f.)ld ©LY Hew
(1972-73)  (1973-74) (1972-73) (1973-74) \972-72) (:;973f7.1?»).
Elementary $ 978%.1% § 903.0% $32,038 - $k1,921 woho2 . 9209 -
o™= High School 1,193.25 1,252.84 42,182 ° 33,08+  T.89h0 7 9202 <
Unit 876.35 972.57 63,709 66,899 .9530 - f-.'\-”9559 L .
, 14 v et e’ ) .
- \ 'A 4 »
L1 - ~ ~e
-~ -, :'l -
? i " A ’ 4 ) ,,\“ A 2 - ”
. ’ : 2 . S R S ~N
" in unit distriﬂt;élso not very impressive. This ‘suggests that policy mak-
& ) ers may wish to pay Qp/ecml attentlon to the very low re‘renure produc:mg dlstrlcts
in, Illlno:Ls. The progress of these districts uoward a b‘rpateréowxhty of ex--
pendltures or revenue is as important as is the overall re?\\g\:tlﬂh s.151 varlatlon
in theser tire populatlon. o, ) :: I e .
+ ! . - ;;< . ’fj/ * -‘:Z “ :!
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' Findings: TFiscal Neutrality Criterion

Tables- two, three, and five contain the data on thé fiscal-neutrality
criterion. With regard to the "dual" districts, that is, the separate high ’ .

school and elementary jurisdictions, the Gini Indsxes decline both when proﬁcrty

income per pupil is used as the specification
conclude therefore that the dual districts in
goal of fiscal neutrality after the reform of

. 4 .
tricts, however, only when assessed valuation

valuation per pupil is used ag the specificatien of wealth (Table 2) and wRen

of wealth (Table 3). One may

I1linois did move closer to the
1973.
per weighted pupil is used (tpg

With regard to unit dis-

Illinois TWADA as explained in Chapters I and II) do we {ind a movement towéyd .

the goal of [iscal neutrality. Using tke other three specifications of fis-

. cal capacity we actually note a movement away from the goal of fiscal neutrality.

N ) We were perplexed at first by this finding using unit districts. Ve \
then began to focus upon the role of the single school district of Chicaygo in ;
this situation."aAs a review of Chapter IT and Appendix A will indicate the
‘e Gini Index 1s deliberately constructed so that the iarggr schopl districls will
have a greater effect than the smaller school districts. That is, the vrit
: ‘- S TABLE 2 .
?- B) c*\ .
- "~ " FISCAL WEUTRALITY CRITERION USING
"' " PROPERTY VALUATION PER PUPIL
T *  Assessed Valuation Assessed Valuation
" Per ADA . Per TWADA
. oold . Wew 014  New. S
. (1972-73) (1973-74) (1972-73) (1973-74) .
Elementary .0939 *.0823 .0995 - .0348
" “Hagh School .0929 .0815 ..0961 * .08k .
. mit ,0578 0616 L0345 L0265 T
S ‘ﬁit w/o : ’ | -
o ghicago .0_361' 0242 .0387 g

.0506




TABLE. 3

FISCAL NEUTRALITY CRITERION USING
INCOME PER PUPIL

“\

Income Per ADA Income Per TWADA

01d New 01d - " New
(1972-3) (1993-74) (1972-73) (1973-74). '
‘Elementary > ,0984 .0859 \ L1011 L0832
. High School .0995 .0778 \\ .1029 .0818
_ Unit . .0691 .0822 v L01k2 L0183
Unit w/o . .
Chicago- 20306 0263 LObl2 .037k

hY

N
4

of analysis vwhen the Gini Index is used is the student, not tﬁe\district. Ve
\

tberefore dropped the largest \district in Illinois, Chicago, from the uni

school district dlstrlbutlon. \Je then again observed the movement toward the

goal of fiscal neutrallty in all\cases. This led us to look at the pgsition

[} ! - . - -
_of Chigago on four specifications\of fiscal capacity or wealth, vhich is shown-

in Table &4,

'

v

It is apparent that Chicago s a wealthy snhoo district in terms of

several "average' type measurements oz fiscal capa01ty. For example, Chicago
is sixth from the very top of the dlrtrlbut;on in terms_of income per ADA and
remains high on this income dlstrlbu ion even when the weighted student ccuht

(TWADA). is used. Iy is also far abov "the median in terms of. nroperty valua-

tion per ADA. It is noteworthy that he only wealth spe01flcatlon on which

Chicago will drop to near the medlan i Illln01s is the specification which

was actuallj used in the 1973 peform, _,g:, property valuation'per TWADA., It
would be a mlstake, however, to jump tola conclusion that Ch'cago is "wealth¥'
in_.some overall or absolute sense. Theinote to Table 4 also p01nts out that

" Chicago has one of -the largest concentraltions of Title X ellglble students in

~ * - -
-
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o




. . PABLE W

- WEALTH CF CHICAGO SR
(1973-74) , )
. , Total
Ce Variable Rank Units
Tncome per ADA 6 360
Income—per TWADA 22 360
Property Valuation ‘ -~ )
per ADA 1%0 L2
Property Valuation B .
‘ per TWADA ™™ - 270 . 4L2 '

-

~ Note: Concentration of Title I ello;bles in Chicago
was Sh.8%% which places Chicago in the top
10% of unit districts in the state.

—

2

_the state. Uhat we are really observing here is a phenomenon which has been
commented upon by a number of other school fiflance analysts. 15 Very large
urban cities often appear wealthy when some averabe measurement of wealth is
used, but these ,same cities appear poor when sither direct measurement of
poventy or correlates.of poverty are introduced irto the cal lculations. Large
eities do have sizeable pockeis of poverty; a simple "windshield suruey” frem
the front seat of the family car any day in the year wili leave little doubt
as to that fact. What is not seen by such an intuitive process is‘that‘large
cities also have appreciable numbers of very wealthy individﬁals and families..
The result is a highlyuskewed income distribution with large numbers_of low

income families and individyals forming one end of the distribution and a few

wealthy families and ingividuals forming the other end of the distribution.
In such a situation any measurement of ceniral tendency or, in fact, any aver-

age measurement, as all "per pupil'' measurements are, is apt to be misleading.
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.

We thus arrive at a very interesting paradox with regard to the fiscal
neutrality situvation in Illinois. The reforms of 1973 did increase tle flgb
of state funds to the Chicago school district. This was primarily due to
(a) Chicagé's concentration of Title I eligibles and (b) Chicago's relatively
high tax rate. However, since:Chicago also appeafs relatively wealthy on the
measurements of fiscal capacity or w.alth used in the Gini Index calculatioﬁs,
this new flow of state money into Chicago has the effect of moving the state
away from the goal of fiscal neutrality. The single exception to this,yit will®
be recalled,'is when assessed valuation per TWADA is uéed, and Chicagoans may
be expected to argue that this is the mostl'valid" specification of school
district wealth. To put the mattcr anothereftay, central city educators will
argue for the 'expandedl. intefpretatioﬁ of fhe fiscal neutrality concept dis~
. cussed in Chapter II. Their position will probabiy be that "poorness" can be .
measured only after differences in studént educational needs have been taken

into consideration..

We also tried one combihation of property valuation and income as a
wealth s@ecificationxprimariiy because a few states do use such combinations
cf these two variables. As can be seen from Table 5 tﬁe overall picture does
‘ﬁot change- very much when compared with the tWOiwealth specifications taken

separately. However, there are many possible combinations of the two wealth

-

TABLE 5

FISCAL NEUTRALITY CRITERION USING COMBINATION
OF PROPERTY VALUATION AND INCOMS PER PUPIL

I

Combined Wealth. Combined VWealth
Per ADA ) Per TWADA

0id New 01a © New
(1972-73) . (1973-74) (1972-73) (1973-7h)

Elementary .1051 i.09l7 .1079 .0911
High School .1056 .81 .1072 .0890
- Unit .0663 o7kl -.0340 0275
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specifications, for evample, equally weighted, weighted bylﬁome index of pre-

. dictign pover relative to a third variable, etc., etc. %;/hold no special
brief for the system used in combining the two wealth factors here and it is
quite likely thit one would get different results with other means of merging
-the two varlables\ik . <

Findinegs: Reward for Effort and Equal Dxpenditure for Equal Effort

Tables 6, 7 and 8 contain the data on the revard for effort criterion
and the equal expenditure for equal effort criterion. Table 6 contains the
’resultg of a simple linear regréssion of state and local revenue per ADA on
tax rate. Before the 1973 reform each one cent in tax rates in elementary dis-
iricts vas associated with an average of #17. 73 in state and local revenues
per ADA. ﬁiﬁﬁi the 1973 reform each one cent in tax rate in glementary dis-
tricts was rﬂxurded with $23.73 in state and local revenues per ADA. 15 Encour—
agement to raise local tax rates has tnenefore been increased by £6.00. For
unit districts the increase in the reward for effort 15 not quite asllarg.,
84,50 roughly. By contrast, there was no increase in reward for e{fort for
the hign school districts. We believe this phenomenon to be a function of
the very low tax rate céiling placed on high .scheol districts in the ''resource
equalizer," e.g., $1.05 as compared to the $41.955 and the $3.00 in the elemen-

taries anq wnits respectively. Without doubt, one of the most interesting

TABLE 6

REWARD FOR EFFORT CRITERION
USING NO TRANSFORMATIONS

01d (1972~73) ‘ New (1973-74)
- ) Intercept Slope ' Intefcept Slope
Elementary 4595 #17.733 3604 $23.735
High School 780 32.647 871 32,381

Unit 641~ 12.010 621 ©16.471

Regression: Estimated Revenue/ada = a + b (tax rate)

3%
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questions currently to be asked in Illinois school finance is whether many
local school districls will now respond to this increased reward for local

effort. .We shall comment again upon this matter at the close of the chapter.

Table 7 presents essentially the same information as Table 6._ An at-
tempt was made here to put the regression slopes in some kind of standard units
sQ these slopes could be compared from state to state. One would thenlhave
some way of comparing the reward for effort factor in one state with the rewaqd,
for effort factor in another state. Placing both variables, e.g., state and '
local revenues per pupil and tax rates in their logarithms has some advantages
.over other possible transformaiions. If one is willing to accept the position
that a one per cent change in tax rate should be associated with a one per cent
change in state and local revenues then, és was mentioned in Chapter II, the )
"ideal" slope is the sarie as the "unit elasficity” concept in economics, e.g.,
1.00. Furthermore, any movement toward 1.00 can then be interpreted as a move=
ment in the direction of the desired state educational fiscal poiicy goal.
Table 7 reinforces the results of Table 6. Movement toward the "ideal" of
1.00 has taken place in elementary districts and unit districts but no% in

high school districts. ’

TABLE 7
REWARD FOR EFFORT CRITERION USING
LOGARITHMIC TRANSFORMATIONS

01d (1972-73) New (1973-74)

.

intercept 7 Slope Intercept Slope

Elementary 7.796 . .2526 8.168 .3}37
"High School 8.621 3570 8.562 .3260
Unit 7.817 .2658 8.272 .3628

Regression: Log estimated revenue/ada = log a + b log (tax rate)




The use of regression slopes is panticulariy appropriate for the policy
énalyst if the conceptuvlization is dynamic in nature, that is, change in some-~
thing, relative to chanZe in something el_se.16 However. the notion of "equal
expenditure for equal effort" also has a static or "precision" component:

Oné is also asking what is the relationship or correlation of tax éatq to- state
-and iocal revenues per pupil. The dssumption here is not that the slope shouid
equal 1.00 but rather that the correlation should be 1.00. In other words,

one is interested in ﬁgoodness of fit" of the data to a desired function, in
this case a straight line. As was mentioned in Chapter II ore could well chal-
lenge this assumption that the "desired" function should be a straight line.
However, one would then be called upon to defend some other shaped function
and that could also be difficult. For this investigation we did accepf'the
rectilinear assumption and Table -8 contains*the information on the square of
the Pearson correlation coefficient,ﬂ As would be expected, the results are

the same in Tables 6 and 7, ‘that is, there is an increasing goodness of fit
‘between the tax rate schedule and revenues for elementary and unit districts

but not for. high school districts.

TABLE 8

EQUAL EXPENDITURE FOR EQUAL EFFORT CRITERION . |

01d (1972-73)  New (1973-74)
R Squared R Sqguared
Elementary .0745 .1201
High School .1083 0970
Unit .1048 .1692

pa

Regréséion: Estimated revenue/ada = a + b (tax rate)

/

Findings: Wealth and Tax Effort

Tables 9-A, =B, and -C do not relate directly to the evaluative criteria

established in Chapter II, but they are of considerable interest to any state




‘ - / _ b1 *
which is experimenting with the "reward for effort" notions. As can be obseyved<i—"-
in the three tables there is a consistently negative linear relationship be-
tween property valuations per pupil and tax rates. As would be expected, prop- *
perty poor districts have higher tax rates. It is this simple negative rela-
tionship that attracted a good deal of attention from Illinois l¢gislator£ since

any grant-in-aid system placing more state funds into high tax effort districts

" can then also be interpreted as a form of selective prgperty tax relief, or

‘more precisely, property tax relief for the poorer districts. However, the
rélationship between tax effort énd @ncome is consistently poéitive. That is,
at least in terms of overall linear effects, the wealthier districts as meas-
ured by income do make the greater tax effort. One‘could—speculate that this
might occur becaugé higher ihcome families place a higher value on formal edu=-

cation than do the lower income families.

The relationships seem particularly st;ogg\in'the dual districts. There
,mﬁst be a good probability in these districts of combinations such as: higﬁ
tax rate, high income, and low property valuations, or conversely: low tax
rate, low income, and high property valuations. The first combinaticn sbunds
suspiciously like a, bedroom suburban or residential subwi® while the second
sounds like an industrial concentration, also in the suburbs. We merely’note

these diverse relationships here and promise to explore them in greater detail

TABLE 9-A

WEALTH AND TAX EFFORT
SIMPLE LINEAR RFLATICNSHIPS
UNIT DISTRICTS

e
oo

N Variables ,il972-73 < 1973-7h

—oe] g,

Tax Rate and Iécome/ADA. +.2072 +.2363
Tax Rate and Income/T%WADA f.l850 +.2221
« - 'Tax Rate and Property Av./ADA ' -.3509 ~:43693

3
Tax-Rate and Property Av./TWADA 443580 -.3759
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|
also the very strong possibility of'curv1—

ffort and
j

in subsequent research. There is
linear rather than rectilinear relationships between wealth and tax e

this possibility should also be explofed in some detail.

i

l

TABLE 9-B

WEALTH AND TAX EFFORT
SIMPLE LINEAR RELATIONSHIPS
ELEMENTARY DISTRICTS

- +

Variables 1972-75 - 1973-7k

Tax Rate and Income/ADA 34773 +. 4661

= Tax Rate and Income/TWADA + 4843 +.4728
Tax Rate and Property Av./ADA -.2946 , -.aéua

TaxgRate and Property Av./TWADA =, 2820 -.2?45

B
/
- - 7 -
'
-~ . -
N 5 ; - /

. TABLE 9-C //

WEALTH AND TAX EFFORT
SIMPLE LINEAR RELATIONSHIPS' -
" HIGH SCHOOL DISTRICTS

. ) j i
-l / ' - 1
] /. , . / -
= l/ N B . - { =

Variables L4 1972-73 197374

; !
Tax Rate and Income/ADA . +,575k +.4992
Tax Rate .and Income/TWADA " +.5776 +.5055
Tax Rate and Property Ay,/ADA -.3&88 -.3379
Tax Rate and Property Av./TWADA -.3447 j -.3301

5 |




Findings: Community Type and State Aid

State aid systems are most assuredly the product of political pressures,
counter-pressures, and compromises and therefore no evaluation would be com-
plete without casting some light on that very familiar question: "Who got
what?" Tables 10, 11, and 12 are intended to do this and Tables 13, 14, 15,
and 16 provide auxiliary information bearing on this same question. In Chap~
ter II we indicated that the reforms of 1973 were intentionally urban orlented
and Tgble 10 provides evidence on that p01nt. It was 1nae§d the nine central
_city unit school districts that gained the most from the 1973 reforms while the
rural unit districts gained the-least. After the 1973 ”eforms the state of
Illinois was prov1d1ng more dollars per pupll to its central city school dis~
tricts than to any other type of community. While many school finance studies
have urged that this be done, very few states can provide evidence trat it has
been done.17 It would appear therefore that Illinois can properly take some
credit for leadership in.meeting the nee&s of students in large urban areas.

. ‘ e

The .computations in the three tables which follow &re in terms of bothﬁ
veighted ‘means and unweigh£ed meané. ‘In the unweighted situation the measure-'
ments are swmply added together and divided by the number of dlstrﬁcts.‘ Sﬁéh
a process of course gives Chicago the same Wel%Pt in the central city category
as -a much smaller city like Bloomington. To offset this the measurements were
multlplled by the ADA and then divided by the summation of the weightings.
This process would give Chicago much more effect in the central city category
than Bloomington. The differences between weighted and unweighted means weée
not quite as great as we expected but since they do make some difference both

are reported.

Tables 1). and 12 indicate . .t the other "winners" in 1973 were the
suburban high schools and the suburban elementary schools. If there are "win-
ners' then therevmust also be "losers," not in any absolute terms, since all
got more state funds, but in the relative sense that some districts profited
more than\others. The three tables make it clear that it was the rural unit
diqtricts.and, to a slightly lesser extent, the rural elementary districts,

that gained the least from the reforms of 1973. The ruril secondary districts
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TABLE 10
STATE Axi) PER ADA BY COMMUNITY TYPE '
v UNIT DISTRICTS ’
] Unweighted‘ N
Weighted Means Ratio ’ Means Ratio
Community !
Type - 72-73 73-7h 74/73 72-73 73-74 /7%
Central
City L1k $521 1.258 8426 $503 ° 1.18%
Independent )
~ City 7 L2 473 1.148 412 Lok 1.150
High Growth -
Suburbs 425 502 1.161 397 Lss 1.146
Low Growth . -
Suburbs Los5 509 1.198 356 412 1.157
Rural 387 4h2 1.142 356 405 1.138
Number of "Dis:tjricts and ADA: .
) Number ADA=73 ADA=7l:
—_— —_— -
Central City - , 9 613,348 594,619
Independent City . 15 ‘ 73,641 A 73,079
High Growth Suburbs 42 142,387 142,381
Low Growth. Suburbs Lo 81,599 T 79,619

“Rural - - 252 - 267,169 265,033

/
were, however, aided strongly, Jbut there were only 37 of this type of dlstrlc+

in the study population. The &ata on the number of districts and the ADA are
given at the bottom. of each table and help to interpret the relatlve importance
of each community type in the studj population. The data in the three tables
strongly suggest that the reforms of 1973 might well be called Naid to metro-

palitan areas," that is, aid to both central cities and their suburbs. Such
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TABLE 11
STATE AID PER ADA BY COMMUNITY TYPE . )
, ELEMENTARY DISTRICTS ) o . .
. . _ ~ Unweighted .
‘ Weighted Means ~ Ratio Means Ratio -
Community - . - —— ,
Type .72~73 73~74 74/73 72-73 75-7h4 74/73
_Independent o . . ‘
City $358 #459 1.282 - $348 $451 1.296
High Growth _ , .
Suburbs 385 470- 1.221 { 36#; - -3 L
Low Growth . " /
‘Suburbs ‘ 289 357 1.235 282 341 1.209
Rural 367 g1 1.173 326 382 1.172
Number of Districts and ADA:
Number ADA-73 ADA-7L
Independent City 9 17,70k 16,857
High Growth Suburbs ' 95 166,474 ) 166,142
Low Growth Suburbs 100, 195,071 188,529
Rural 109 k5,888 46,356

€ A .‘r
areas are, of course, where the greatest concentrations of children are to be
tound, and when one anticipates changing the system they are also where a high

conzentration of votes in the General AEsembly are to be found.

-

-

Th. three tables also make it clear that the dual districts were aided’
more than the unit districts by the reforms of 1973. This has led to some
concern throughout the state that reorganization and consolidation efforts

might be slowed by this new allocation of state funds. The relationship

1]

<3 ' ol
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TABLE 12 ‘

STATE AID PER ADA BY COMMUNITY TYPE
" HIGH SCHOOL DISTRICTS

Unweighted
Weighted Means Ratio Means Ratio
Community —
Type 72-73 73~74 /73 72-73 7%-7h /73
Independent
City 4239 $306 1..220 $249 $219 1.281
High Grthh ) )
Suburbs 239 313 1.310 2h9 325 1.305
Low Growth . .
Suburbs’ 150 189 - 1.260 158 199 1.259
 Rural 232 302 1.302 222 290 1.306
f . \
Number of Districts and ADA: ) '
Number ADA-=73 ADA-7}4
" Independent City . 6 9,487 ‘9,388
High Growth Suburbs 28 "128,537 1%2,480
Low Growth Suburbs 26 78,593 78,377
Rural 37 18,999 o 19,365

be*ween dual and unit districts is a complex one in Illlr01s and perhaps of
11m1ted interest out51de the state, Ve will therefore not elaborate on thls
relatlonshlp in this rebort We should point out, however, that the increased
aid te dyal districts rose out of an attempt to treat taxpayers equally regard-
This had not been

true prior to the reforms of 1973. i

-

less of whetner they re51ded in '.ait or dual districts.

~
@
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Table 13 provides a sllghtly different. view of state aid.

. R}

11, and 12 are in terms of dollar increases in state aid. Table 13" is’ Iq erms
of the percentage of state ald provided each of the community types a1t’%~the
reform. From these\data it is clear that while dual districts did, get larger
dollar 1ncreases in state aid the .econdary districts in partlcular 1n Il n01s
are still malnly supported by local funds. This is particularly true of 1pw
growth suburban hlgh schools which tend to §E’;ether wealthy in terms of,prpp-
erty valuation per child. In this type of community only 16 per cent of the
revenues come from state sources. We can also see that while central crﬁies

did get sizeable dollar increases in state aid the peré“ﬁtage of funds comﬁng :

from state, as opposed to local sources, is not out of line with suburban Q‘ig_
-

rural units. e :’{ ) =J -
' ' CA s
TABLL 13 . T
PERCENTAGE STATE AID BY COMMUNITY Twér : o .
£ ORGANIZATIONAL TYPE, 1973-74 ‘ AR
) . ‘v ". (S @ ) -
Community Type Unit . Elementary "~ High-School, «
Central City 46.70 - - ’
(09) - >
Independent City 49.71 50.11 | 30. 04
(15) (09) * (06)
High Growth Suburb 47.62 49, 15 ’ 25292
) Lh2) ' m“Jﬁov-w»ﬁ~4—fAQ&****‘
Low Growth Suburb k2,21 - 34.15 " 15. 273 ,
- (42) (101) (26)
Rural B C 47,26 - 25,34
(252) - - (109)° (37)
A ‘v‘ ‘,.' ¢ .

[AY

In Table 14 we begin.to see some of,the reasons for the distributien o~

of state funds to the different comuunlty types. One notes immediately the
hlgh tax effort for education exerted by the ceutral ‘Cities of Illln01s. Thls

.
I3

V‘!g)
A\ .\

-
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appears to be greater than the effort of central cities elsewhers in the United
States relative to the othe; community types.l8 'Apparently the "municipal
‘overburden”.effect that is the sometimes éohsideréd depressing effect of other
' munlclpal serviccs on educatxonal tax effort is not as great in Illinois as
? 1t is’ in other states. It would require an 1nvest1gatlon of greater scope¢ ‘than
this project to reject or confirm this- upe”ulatlon. One also notés the low tax
. effort of the rural ‘districts of IllanlS. This fact almost assures that any
type of rewar¢ for efforf provision is not going to be, oi much assistarce to
rural I1linois. Table 14 also demonstrates that taxpayers located in the dual
districts of the state are exertlng greater tax effort than laxpay rs in the

.pnlt districts of the state. This is particularly true of taxpayerss in subun—

ban dh;l districts. From this it is pparent that reward for elfort or equal _
expenditure’for equal effort notions are df considé}able inte}est to suburban
) taxpa'ers agd voters, VleWed 1n thlS llght the reforms of‘197) might be éhought
o as tax r%llef }or suburban taxpayers.

" TABLE 14
- i “ . -
» - TAX RATE BY COMMUNITY TYPE AND
ORGANIZATIONAL TYPE, 1973-7k

-

. ; —
Community Type Unit Elementary - - - - High School

_Céptral City R R
2% Independent City 2.32
Higtt Growth Suburb 2435

" -Low Growth Suburﬁp . 2\283//\7

" Rural 2.2k
J
. | X \ ‘
. Tables 15-A and -B and 16-A%and -B provide information on the Myealth!
of the duferent corr_lmum.bxnypes ang cast further light on the distribution
mm

. ;, of state a1d to these co

tions that cdhld be made hene but 1n the interests of skortening an already

1ty types. There are several interesting observa-
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lengthy report we shall comment on only one fact which has important policy
1mpllcatlons. It is apparent from these four tables that the rural dJstrlcts
_of-the state are not only not going to proflt from 'reward for effort" systems,
they are never really going to profit much from any tradltlonal system of u51ng
property valuatlon per pupil as the measure of wealth. The effect of a long
inflationary perloa on the price of farm land ;s an important part of the pic-
ture displayed in these four tables. By, contrast, it is also apparent that the-
rural districts of Illln01s would proflt and proflt handsomely, by the intro-
duction of an income measurement into the state grant—ln-ald formula. The

tables also make”Crear, however, that the rufal dlstrlcts cannot realistic-lly

v expect much assistance from urban and suburban dlstzlcts in introducing au
.t income factor since neither the 01t1es nor the suburbs have much to gain by
the introduction of these "average" type income meagurements. Suburban.legls-
lators and educators certainly gafhed from the tax effort”ppovislons of the
% . i973 reforms, and ceatral city legislators'and educators certainly gained from
: /' the.weightings for Title I eligibles. It seems only fair to us therefore for
7 //« rural legislators and educators to now be given the chance to profit from an
income factor. At this point in time, however, we are not sure vwhat the rural
interests have to offer as an inducement to get the necessary votes. The city
and suburban legislators are very quickly becoming appraised of the full extent
of their 1973 galns, and they know also that the 1ncluulon of a simple income K
; per pupil fz~tor would not be of great help-to them. We leave exercises of’
. this sort, hoWever, %o those more experienced in such "horse tradlng A1--and--
~ turn finally to the last element of the analy51s. -

&

Tables 17-A and -B, 18, 19, and 20 are restricted to the rural districts
of the state. Again, there are several items that could be commented upon here,
but we willlimit ourselves to noting the peculiar position of rural unit dis—
tricts in the central.part of the state. The complaints of rural superinten-

, dents from this geographic regi&Q;of the state that the"’Wefe'helped very little
by the reforms of 1973 receive cofisiderable support from Tables 17-A and -B.
Some: of. the reasons for this low gain in state aid in rural central T1linois
are then apparent from Tables 18 and 19. Central Illirois rural unit districts
have lower tax rates than the rural units of elther the north or the south.

In part, this low taz effort is the result of the rich tlack soil of this portion

: p1y
. .
E Q . ‘ - N

%




~ TABLE 15-A : o ,/

ASSESSED VALUATION PER PUPIL BY COMMUNITY TYPE - "k j
AND ORGANIZATIONAL TYPE,1973-74 . / .
UNWEIGHTED MEANS - /
\ v . // ‘ .
’ . Unit " Elementary Q&h School * |
Comrmunity . = d
Type ADA TWADA ADA TWADA ADA TWADA,
N i
/
- Central . - . /
- City - $2k,233 ~ $19,846 g - - -
Independent T . |
City . 21,266 19,025  $29,545 $27,375  $59,229  $46,h427
High Growth . " .
Suburb | 22,455 20,541 29,531 28,74 56,871 45,183
Low- Growth. cL s )
Rural 27,065 24,181 37,758 35,260 77,482 60,160
TABLE 15-B ;e
ASSESSED VALUATION PER PUPIL BY COMMUNITY TYBE / )
AND ORGANIZATIONAL TYPE, 1973-74 " / S
. ‘WEIGHTED MEANS : , /
7 i . ) a
e — - 2 L
Unit Elementary /*mgh School
Community — - — - - — -
Type - ADA . TWADA - ADA TWADA, / ADA TWARA
, . [ -
7 :
Central ! . :
City . $27,513 $18,755 - - V- =
Independent ‘ ) /
City ' 21,719 19,299  $29,100 $26,386 ./ $60,915  $47,619
High Growth - . il .
Suburb 19,851 18,002 27,543 26,876 | 50,259 47,100
Low Grow ‘ N / .
Suburh 21,679 18,827 41,975 39,111  85,b91 67,462
Rural 24,069 21,593 30,270 28, 74?7" 67,134 52,168

/
oila / . .




TABLE 16-A , .

" INCOME PER PUPIL BY COMMUNITY TYPE
AND ORGANIZATIONAL TYPE, 1973-74
o UNWEIGHTED MEANS

Unit Elementary High School
Cohmunity >
Type ADA TWADA ADA °~  TWADA ADA TWADA ,
Central . .
City $20,531  $16,721 - -— - _
Indépendent ’ . ‘ ) ' .
. »City 16,537  1k,754  $25,610 $23,578  $43,833 $34,280
High Growth - - i
Suburb 13,414 12,236 22,188 21,573 48,689 38,676
Low Growth . )
Suburb 13,520 11,736 37,515 35,311 65,448 51,639
\ Rural- 12,557 11,215 19,124 17,968 36,898 28,726
' . \ ) o - o ~ - _
TABLE 16-B ”
INCOME PER PUPIL BY COMMUNITY TYPE
AND ORGANIZATIONAL TYPE, 1973-7h4
WEIGHTED MEANS
- Unit Elementary ~ High School
Community - - . - — — -
Type ADA TWADA ADA TWADA . ADA TWADA
= Central o -
- City < $23,750  $16,189 - - - -
: S Indepéndent ' . .
. City, 17,084 15,180 2k, 762 22,453 L4 161 3h,522
High Growth A \
Suburb 14,455 13,108 22,736 22,187 52,009 41,338
L.ow Growth . . ~
Suburb 15,515 . . 13,483 38,693 - 36,049 73,713 58,168
Rural 12,847 ° 11,529 20,666 19,626 ° 39,486 30,683
[t I
. o X ‘




TABLE 17-A

STATE AID PER ADA (UNWEIGHTED MEANS)
FOR RURAL DISTRICTS BY GEOGRAPHIC LOCATION

rd
1 N =

.. North Ratio  Central - Ratio South Ratio

1973 1974  74/73 1973 197%  74/73 1973 197h%  7H/73

ﬁlementary 8266 $311 1.169 $254 $297 1.169 #u424 $500 1.379
High School = 152 198 1.303 156 238 1.52 349 Lz 1,7
Unit 376 428  1.138 28k 317 14416 523 1.1.9

s /

At
oY

TABLE 17-B -

STATE AID PER ADA (UEIGHT“D MEANS)| -
‘FOR RURAL DISTRICTS BY GEOGRAPHIC LOCAWION

North Ratio Ceqﬁral Ratlo .o\utx{ } Rat{/

. 1973 97k 74/73 1973 197%%  74/73 1973 1974 7?/%

,
2

— . -Elementary §314 $376  1.197 $585 $450  1.169 $450 $532 1.182
High School 179 234 °1.307 164 238 1.k51 338 428 1,266
Unit 391 LSk 1.161 320 359 1122 |, k6l 537 1.143

-

of the nation's corn belt. Note particularly the property valuatlon per pupll
figures of the ceatral part of the state in Table 19. Although data is not
vpreg/e/nt in the study on this point, the rural central part of Illinois also
has'a low concentration of Title I eligibles. Therefore, with low tax effort,

Jhigh property valuation, and low concentrations of Title I eligibles, it is
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TABLE 18
TAX RATE OF RURAL DISTRICTS BY GEOGRAPHIC LOCATION
] (1973-74)
>
Unit Elementary High School
North 2.3715 1.3684 1.3796
Central 2.1492 _1.32k0 1.3269"
South 2.2261 1.3357 "1.3269
}mBLE 19
ASSESSED- VALUATION PER ADA :
,OF RURAL DISTR™ ™3 BY GEOGRAPHIC LOCATION !
, {1973-74)
\\ Unit Elementary - High School
North $25,189 (1) 845475 (1) 38#,926 (1)
23,446 (2) 36,383 (2) 7,215 (2)
Central 3,515 (1) 50,057 (1) 84,993 (1)
e o ,054 (2) 30,151 (2) 78,955 (2)
South 8,407 (1) ) 23,371 (1) " 64,730 (1)
4 19,180 (2) 52,022 (2)

: 17,552 (2)
\ .

(1) Unweighted Mean |
(2) Weighted Mean

P
*

% gnall wonder, indeed, that rural central Illinois)educators are not quite as
enthu51ast1c about the refozms of 1973 as are thélr metropolitan colleagues
throughout the state.




The situation of the central Illinois rural districts is not at all

good in spite of their high property valuations. A continuing‘inflationaty

push ia the economy plus a continuing loss of pupils through populatibn decline

will drive the property valuations per pupil figures to even greater heights

and the tax effu.. of this part of the state will fall even further unless

school boards can convince their voters to approve tax rate increases through

referenda. The outlook for that is not good. In the first pléﬁé‘they have

never been able to do this in the past in part due to strong agricultural rep=

resentation on the local school boards; second, their high property valuationms

prevent them from making much use of the new equal expenditure for equal effort

provisions of the 1973 reforms and third, the gemeral tightening conditionms

’
-

of the U.S. economy are working against all forms of local tax rate increase.

There is, in fact, a giant scissors at work in Illinois as in many states,

oﬁe blade of which is the inflation and the other blade is the loss of pupils.

A particular combination of historical and geographic conditions makes this

scissors cut deeply into funds available in the central portion of the state.

There is perhaps a limited ray of hope for tural educators and legisla-

tors in Table.20. As was previously observed, the introduction of an income‘

factor would be helpful to rural Illinois and Table 20 indicates that this would

work to the advantage of rural educators and legislators in the southern and

central part of the state more than in thé& north. It is a "limited" hope,

however, since even if rural interests in the central and southern parts of

the state could get their less enthusiastic brethren in the north to go

along with them, they would still face considerable apathy, if not outright//
1 R

opposition from the suburbs and the central cities. 7 .

TABLE 20

INCOME PER ADA OF RURAL DISTRICTS
BY GEOGRAPHIC LOCATION (1973-74) -

'

- -— — — s A % s & WM W AN AT L s My @ U ven .

f " ° -

/ Unit Elementary _ High School
Norfh 12,472 (1) $21,009 (1) - $40-,683 gl)
, 13.350 (2) 22,478 (2) 41,920 (2)
Central 12,453 (1) 17,832 (1) 35,617 (1)
, 12,649 (2) 19,468 (2) . 37,385 (2)

South . 12,799 (1) 17,748 (1) 33,418 (1)
i 12,540 (2) 18,090 (2) . 36,608 (2)

P e I e  atlh ey

(l) "Unweighted Mean
(2). Weighted Mean yasiag
P
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In addition to the weakness of the income data which has been preV1ously
described, the second major limitation must be that the evaluation rests upon
only the first year's data from an allocation change that is planned to be phased

in over a period of four years. The full impact of the 1973 reforms can only be

known if the General Assembly elects to keep at least the major outline of the

reform in place\;fer the full four year period. This wouid of course not rule

out changes in tax ceilings, guaranteed valuatioms, c?anges in the authority
\ - . - - -

of certain types of districts to pass tax rate increases without referenda,
at least to higher levels than now possible, etc. 1In Fact, changes of this
- <

sort have already been uggested by—various individuals and groups.19

eal "unknown" in the Illinois situation is the

In our judgement the

degree to which districts will pass tax referenda under the terms of this new

allocation,system. In other words to what extent will the "reward for effort

.

actually result in addltional 1ocal effort, and more _importantly, where will

‘this incremental effort take place: the poo. - districts, in the rlcher

“

> . . .
- districts, in urban areas, suburban areas, rural areas, etc:? As Grubb and

N others have roted we know very little about the determinants of local district
4 N .

\ 20
: tax;effort, We would speculate that important tax rate changes might start
occurring in the third and fourth years of the phase;in period. It takes con-—

siderable time to lay the groundwork for referenda attempts particularly under

-

new "“rules of the game.” It is therefore important that the new allocation

system be carefully monitored, not only during the first year or two of its

.

existence but during the full four year phase-in period. Separate research

efforts should also be undertaken on the determinants of tax rate increases and

the determlnants of successful referenda 21

':‘18
Q v .
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While it is our sincere hope that studles of mndlvldual states such as

this will prove helpful to decision-makers in those states, ‘the U. S Offlce
of Education would also be well advised to invest sohe funds in projects that
would compare the allocation patterns in one state %ith those in another.

For example, a careful comparative study of Illinois versus Michigan, or per-
haps Illinois, M*chlgan Kansas, and Colorado mlght,well throw some light upon
the "reward for ef;ort” phenomena that could never be attained by going at the
task on a state by state basis. These are, of course, rather expensxve re-

‘search undertakings since .o two states are exactl%,alike in their -~ 12 alloca-

tion systems and therefore extensive consultation}and travel is n¢ r;ary to
arsure that one is not ccmparing applcs and oranges. However, if : Congruus
of the United States is really serious about somg of the statemen: concerning
equal ednoational opéortunity it has made in Pubiic Law 93-380, ac we have in-
dicated in Chapter II, then there must be much mgre work of this "comparative"

nature in school finance.

J . -
t :

i . v

School finance systems are also relativqiy open systems and they respond
rather quickly to‘changes in the general U, S. ;economy and to changes in demo-
branhlc and pupalatlon composition. We would 5peculate for example that the
response of school districts in Illinois, Mlchhgan, Colorado, and other states‘
with "dlstrlct power equalization" or ”rewardifor effort" provisions migh¥ be
quite slow indeedfif the general recession of, the last two years continugs its
dowhward plunge. Without doubt, the passage of school district referenda, so
important in thesek”equal expenditure for equal effort!" systems is strongly
affected by the general econcmic climate. I the school finance changes of
the summer of 1973 had laken place in the sutmer of 1963, under the quite dif-
ferent COndlthno of a high pupil growth and a generally favorable eoopomic
climate then we might have gotten quite different allocation patterns;than we
are apt to get in the mid-197Q's. Ve may vaer be able to do much more than
speculate about theserlarger fiscal pollcylmatters since the amount of funds

invested in empirica. school finance research is much too limited to support

! X
the long range efforts that are needed to answer questions of this_ type.

. M i i

Much more work is needed on measurable criteria for school finance re-
- i
form. Ve have had some reasouably good results with the Gini Index as a speci-

fication of 'fiscal neutrality" but this Enstrument is certainly not without

WD .
* >
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limitations. If, fqr example, the application in other states shows that the
curve does go above the line, that is, if some state systems are truly compen-
satory,.despite our suspicions to the contrary, then there would be difficul-
ties with this approach. This may also. apply if federat'funds are included

in the analysis, which they were not in the study reported here. More impor-
tantly, while we can perpaps use this apbroach to obserwe whether or not an ‘
individual state is moving either towa}d, or away from, the goal of fiscal
neutrality, we cannot tell for sure why this was the cas~?, In a situation

1ike Illinois where a major change .in the state allocati.n system has just been
made we could assumé that the séggﬁ run changes are due 0 that new a scation
1system. However, -readings on the Gini Index wouldaaiso e affected b, ‘esource
shifts due to consolidations or reorganizations or simply to changes 1 indus-

trial and commercial concentrations. The values would zlso be affected by

changes in tax effort patterns, at Jeast over longer periods of time. Perhaps
most importantly, we have -as yet no way to evaluate sta'te school finance sys;
tems in a truly multivariate perspective. Our approach at present is to take
each.-criterion, .one at artime).and measure the state systeh against that singﬁe
criterion. In the "real world," decisions must be'madels;ﬁhltaneously taking
into consideration all relevant criteria at one moment in time. Ve are'a long:
way from Seing able to simulate that situation and there is considerable work
yet to be done in these vineyards. :

1
i

Summarg_Evaluative Statement

<

The wheels of 1eg1s1at1ve progress will not ‘wait for researchers to
o ~ complete all of the above tasks, even assuming the unlikcly presence of enough
- personnel and funds to do the job. Therefore we shall attempt to summarize
o what we have discovered about the reforms of 1973 to date, bearing firmly in

mind the quallflcatlons we have insisted upon above. Omn the basis of one year s
data it does.appear to us that the state has generally moved toward the several
fiscal policy goals outllned in Chapter II.  Movement wac made toward the goal
of fiscal neutrality, variation in revenues per pupil and tax rates were re-
duced reward for effort was increased, and movement va.s made toward the goal
of equal expenditure for equal effort. Furthermore, ILlinois became one of
the leading states in the nation to at least begin to meet the expensive edu-

cational needs of studenils in its urban areas. "These ‘were, again, short run
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results of the reform of 1973. Some of these galns may be T‘eversed in the
remaining three years of the phase-in perlod. Only time and further research
can reveal whether this qua11f1catlon was necessary or not. On the debit side,
there are admittedly serious problems no@ in the rural areas of the state and
these will have to be addressed by the General Assembly. The relationship
between income and tax effbrt continues to disturb us and supﬁorts the fears

of some who speculate that the rich districts will be able to take greater ad~

vantage of the reward for effort provisions than the poor dislr® ts, "once

rhey learn the rules of the game.'. If they do this would not r - us in the’
direction o} éreater equality of educational opportunity. How. -, there is
not, at least to our knowledge, enough evlaence accumulated to W whether

+ this fear is Justllled or not.

To the limits of our resources and capacities the school finance research
group at Illirois State University is committed to- continuing the search for

knowledge and enlightenment in all these school finance matters. Ve welcome

; thé company of all those who share our several concerns.
I3 / -
P . ‘ !
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COMPUTATION OF GINI COEFFICIEN

wt ~

- APPENDIX A

4

) The districts. are sorted;iﬁ ascending oxder of wealth per pupil.
The cumulative proportions of pupils in the districts are represented
by the horizontal axis and the cumulative proportions of total operating >

exgenditures accounted for by these districts are represented by the

Yan
‘B .
Hooowg /
&
,g Yi~1{. - '
B0 l=— =
0 Xi=-1 Xt Xn
. ADA
(wealth~»)

vertical axis. The curve thus plotted would be &

TOTAL

.

EXPENDITURE

1.0

-

s
7

3

f/ (wealth —p)

*‘straight line if the

1.0

operating expenditures per pupil.were the same in all districts. A

sagyging curve represents lesser expenditure in poorer districts.

The

measure of this inequality as defined by Gini Coefficient G is,éiven

by the formula?

-~

or after further éﬁmplication

-

»

: N

G =

&
r

Axrea A

- Area ‘(A+B)

0°5 ~.Area B

05

l - 2Area B
Area B is the area under the curve and if n is the number of districts, an@
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cumulative proportlon of ADA for the ith district -’
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L<
L
a1

(x X ) (yl e )

"
M

Then Area B
» . ‘2

[y
]
[

- © . .
or 2 Area B. (xiyi-l X ¥ %Y, {i-lyi)

il
L <o W=

_ i=1
a L

H - + ’ -
Ki¥o Xo¥0 ™1 Y1 oY1
XY TR Y THRY X Yy

+X y

n n-l n lyn l ny xn ly )

(Xo¥1 =%y Yo )+ (K3yy =Koy dbeee

+6(y

n n-1l xn ly )+ y

n

Y ! = ;
) i E (x; yl 1l xl ly ) (2)

-

' . 1-

¥j1¥7F 1Y1-l)

[ <o W=

(x
2
substituting the value of area B in eq 1 o

¥




APPENDIX B

. EFFECTS OF DROPPING DISTRICTS IN THE INCOME ANALYSIS

Iz

Table 1 indicates the location and number-ef_pupils dropped;*\Table 2

indicates ti:e location and number of school dlstrlcts dropped. It can be

readily seen that the duals were more affocted by this process than thé unit

districté.
" TABLE 1 ° (
NUMBER OF PUPILS IN EACH TYPE OF SCHOOL DISTRICT 3
) S A /
. ' . _/
ST T /
1972-1973 _ 1973-1974 /
) : North Center ~ South North Center vSogﬁh
. N
Elementary - .. .
Total 471,830 37,473 43,382 k57,455 - 35,579 45,090 .
Drovout 105,046 16,790 10,807 94,692 15,626 . 8,501
% 2228 <. 4481 .2kl .2070 4392 .2120
High School ~- 7
Total 225,723 16,101 21,045 . 226,61¢ 15,880 20,210
Dropout 23,075 4,018 3,974 © 20,395 * 3,783 3,231
% . .1022 .2l95 .1888 - ..0899 .2382 .1598
Unit ' ) ‘ .
Total 796,759 290,344 198,950 789,12c 286,884 198, 350
Dropout 49,675 297552 27,592 . 58,272 30,361 30,481

.062% .10178 . .1382 L0738 .1058 .1537

t s




TABLE 2

NUMBER OF SCHOCL DISTRICTS

1972-1973 - 1973-7h
Centér South - North Center -

Elementary A
Total , 307 114 301 75
Dropout 91 53 88 36
% < ,296h JA6h9 .2924 .4800

High School ‘ - - )
Total 82 30 79 : 29
Dropout 20 10 17 13 .
% 2439 3333 »2152 L4483

t

Um.f * ~ :

Total . 12k 5 . 116 126 197
Dropout 18 25 20 3h
%- 1452 .2155 .1587 .1726

%
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. ADJUSTING FOR DIFFERENCES AMONG SCHOOL
DISTRICTS IN THE COSTS.OF EDUCATIONAL INPUTS:
A FEASIBILITY REPORT*

* : INTRODUCTION

.Anyone concerned with equalization of educational opportunity necess: .1y

\
)

focuses initially on the very wide differences in the amounts spent by school
districts on the elementary and secondary education of their pupils. Among

Miehigen districts, for example, current operating expenditures per pupil in

e

1972-73 rangeh from $1,608 in the dffluent Detroit suburb of Oak Park to $497
in the South Bo;rdman district of northern rural Kalﬁeska County,l while the
unweighted.mean for all 530 districts was $865. 2 Disregarding the eeremes,
we still find considerable varlanqe. Thus the Mount Pleasant dlstrlct, which

‘ranﬁeq at the bottom.of the top decile in terms of current operating expendi-
, )

tures per pupil, spent $1,049, and the district just c.2 decile from the

~
-

Bettpm, rural Quincy in Branch .County, near the Indiana border, spent $734.

But how much do these expenditure figures tell us? Despite the
\ 4
difference of more than $300 per pupll in current operating expenditures

=

between Quincy and Mount Pleasant, we find that composite basic skills

achievement scores for fourth and seventh graders are only modestly higher in

Mount Pleasznt than in Quincy, and the latter experience a substantially

" *Constructive critical comment is generally a scarce commodity. Rut,
fortunately, an earlier draft of this paper was reviewed by the Faculty
Seminar and the Public Finance Seminar of the Department of Economics, The
University of Michigan, as well as several other individuals. Particularly
useful were the insights and suggestions offered by Alan L. Gustman, Saul H.
. Hymaas, George E. Johnson, Robert D. Reischauer, Daniel L. Rubinfeld,
Harold. T. Shapiro, Frank P. Stafford, Lester D. Taylor, Esther O. “Tron,
Gail R. Wilensky, and two anonyiuous readers. W.H. Locke Anderson's contri-
butions were exceedingly generous and indispensable Needless to say, not
all of the advice was accepted. For all of it, however, we are deeply. grateful.

1Michigan Department of Education, Ranking of Michigan Public High School

Districts by Selected Financjal Data, 1972-73, Bulletin 1012 (Lansing, n.d.),
pp. 19 and 27. '

)/’-‘ .
2Dendszed from ibid. |The standard derivation was $144. Unless otherwise
indicated, data for Michigan school districts may be assumed to be drawn from
Bulletin 1012.

/

Harvey E. Brazer, assisted by Ann/P Anderson, University of Michigan,
Ann Arbor, Michigan. . (\{)
89 ~
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lower dropout rat:e.3 Thus in terms of performance measures sugh as these
the two school distriéks look more alike than their rankings wiFh respect

tn expenddtures would suggest. ~The two most striking differences are to be
found in the average teachers’ salary of $13,007 for Mount Pleasant and
$9,806 for Quincy, and the pupil-teacher ratios of 22 and ﬁ6, reqpectiVely.a
In combination they account for more than two-thirds of the différgnce

¢ i

between the two districts in per pupil current operating expenditures.

. s

Enough.has been said, perhaps, to illustrate the‘fact‘that observed
diﬁfgfénces among school disﬁricts in levels of expenditure per pupil may
or may n;t be associated with similar differences in"Such measures of -out-
put as Qihigvement test scores or dropout rates. But clearly they do arise
aé % consequence of differences in prices paid for major inputs séch as
teachers (aalarieg) and/or differences ﬁn the quantities of inputs used
(pupil-teacher ratio). If prices for inputs of various qualities were the
game everywhere and if educational ''needs', however défingd, were everywhere
equal, then the obvious route to equalization of educationai'in;uts per
child,would be through the assurance of equal availability of dollars pe;
child.s Under éhese circumstances, wiéh prices and doll?rs of revenue equal

. ‘
everywhere, quah%ities of inputs would also be equal.6 But to the extent

3Michigan Departnent of Education, Local District Results, The Fcurth -
Report of the 1971-72 Michigan Educational Asgessment Program (Lansing:
Michigan Department of Education, 1972), pp. 25 and 93.

AAyerage teachers' salaries are from Bulletin.1012 and pupil-teacher
ratios (reported as "State Aid members per teaching position") are from™ -
Michigan Department of Education, 1372-73 Summary of Expénditure Data for
Michigan Public Schéol, Bulletiu 10.2 (n.p., n.d.). "

{.

S"Equél availability of dollars” and equal inputs are not the same
thing, even with prices and 'néeds" constant, for_available dollars may
not be spent or may be spent differently by different districts. Emphasis
here is on equal opportunity to acquire equal inputs. .

4
6Under the simplifying assumptions that input mixes, managerial

,efficiency, and curricular programs do not vary among districts, and that
there are no economies. of scale. Py

Ny

N
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* that prices do vary, neither an equal dollar distribution of funds among
school districts nor an equal-yield per unit of tax effort can achieve
equality in terms of educationaijinputs or the capacity to acquire them.

If such approaches are to attain those objectives some means must be found

for allowing appropriately for price differences anong districts.
i

The suggestion that cost differences be taken into account in formulas
used to distribute state aid to schools or in full state finance systems has
been offéred frequent?y and sometimes implemented. 2In New York State, for

example, for purposes lof state aid high school pupils are weighted 25 per

»

cent more Heavily tﬂan\elementary pupils, éﬁ& further adjustments are

provided for "density", in the case of urban districts, and "sparsity", at
. / ’
the other end of the spectrum, for rural schools. _Adjustments such as.
© ‘ : I‘

these are aimed rather vaguely at educationai‘césts as a whole, rather than
f - s

at prices of inputs as variable cost elements.,

i
7

A recent Urban Institute study suggést# "that a fundiggugpproach'be

based on a costrof~educat£on index rather qﬁan on equal dollars per pup:_ll."7
/
The authors are not very explicit about the details of the.suggestion, but

x

it 18 clear, that they would'?ake allowances for differences in "cost-of~

1living," otherwise provid;né for unifogﬁ salary scales throughout the state
' i : )
and uniform pupil-teacher ratios. Because of the belief that teacher

;

education and experience are 'not a benefit but a fixed cost," state payments

would "reflect the actual teacher eﬁucation-experience characteristics of a
. /l - -
school district."8 As a practical matter this approach would seem to depart

i . -

17Betsy!Levin, Thomas Muller and Corazon Sandoval, The High Cost of
Education in Cities (Waéhington; D.C.: The Urban Institute, 1973), p. 71.

81b1d., p. 72. f : ©

0O
~
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Bnly modestly from an equal dollar schéme, with the principal difference

entering in the form of the "cost-of-1iving" adjustment.,

*

Even if it weré possible to define the cost-of~living, as a price-

, market-basket amalgam somehow allowed;to vary among areas of the state,
. i
measuring it for areas as small and af diveree as typical school districts

N implies a prohibitfvgly costly task.% Perhaps even mork important, however,
. ; | . |

is the implicit assumption that were;it not for regional differences inm

I

consuter prices teachers would be inﬁi%ﬁerent as to location in the absence

i Py N
of salary differences. This assumpﬁibﬁ simply will‘ﬁet stand before the
Y / . .

- {
fact of differences in salaries p?ig within states to teachers of like
H . N
education and experience. that am0u?k~to as much as a third o¢ more. 0 At
best ﬁqps:*of-living" can be seen %s,only one of several arguments we should

! . .
‘expect to find entering the supply; function for teachers ag seen by individual

~

»

|
achoq},districtsﬁll f

1

'Similé! recognition of the Fegigability of adjusting dollars distr: uted

. |
 to school districts for differences in prices or costs is*found in the Final

Report of the President's Commisiion on ScHool—Finance.lzr The Commission

recommended full state financing coupled with equal pér pupil dollar

9 N N . :
.distributions, modified by éppl%cation of proposed indexes of "cost-of-

K !

. . P i - .

9Foi a critique of the provision.for adjusting state aid in Florida
for differencés among schéol districts (counties) in "the cost-of-living",
see James N. Fox, "Cost of Living Adjustments in School Finance Refcrm:
‘Righteous Intent Wrong Techniqﬁe" (U.S. Officé of Education, processed 1974).

loIn.Michigan, for examplle, in a probabiliti sample of 177 districts,.
the range in minimum salaries jpaid to teachers with M.A., degrees in 1972-73
was $7,70Q to $10,350, and the range for the maximum for teachers with a M.A.
degree was $11,000 to $17,399. The higher figures .are greaher than the lower
ones by 34 and 58 per cent, respectively.

llSince no &ata are available for consumer prices, let alone cost-of-
1iving, it will not be possible to attempt to measure the importance °f
this factor.

12_Schools, People and Money: The Need for Educational Reform
swashidgton, D. C.: U.S. Govertment Printing Office, 1973).
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education' and "educational need".13 Specifically it called for '"Definition

.
.

of cost differentials of various aspects of education among districts within

a State and the develchment of a cost-of-education index to clarify these

’

. ' - N, L
differences among districts,' noting that "Cost of ‘education personnel,
.

facilities, services, and equipment vary from area‘to area as they do for

"14 . ~

all other public and private activities. 'Th:/Commission offers no further

gui@ance‘for the construction of the index. It implies, however, that
construction should be relatively simple, for it finds it "surpiésing" that

such an index doesAnot already exist,"énd holds that building an educational- .
N ! ) - '
need index "is a considerably more complex process."15

-

In ﬁis‘plan for full state financing of elementary and seconﬂary educa-

‘tion in Michigan; Governor William G. Milliken called for varying per pupil

v

dollar amounts in accord with observed regional differences in teacher

.salaries, taking into account education and experience. Under this
\ -

proposal basic salary levels in 1971-72 would have ranged from $12,917 in

.
i}
L

.Oakland County in the Detroit SMSA to a‘low ofx$8,832 in rural Lake Com_mty,.16
Implicit in <nis approach is the assumption that teachers! selapies in the
State in 1971-72 were in equilibrium, refleeting appfopriately market forces
of demand'and supply for teachers, and that ehe existing relationships should

. . s 4 -
be maintained, except for changes over time in education, ekperience, ''cost-

of-living", and salaries paid in other public and privéte employment in the
' 17 ’ '

regi~.-. . . /

L31bid., pp. 35-7.
141bid., p. 35. |
1
131bid. |

' .
1GSc}}ool Finance Reform in Michigan (Lansing, 1972), pp.58-63.

17"Region"is defined as Intermediate School District, which is a county

or, in the case of the less populous areas of the State, a group of two or
zore conwiguous counties. '

: N
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Governor Milliken's proposal seems especially attractive to the t

teachers in low-paying districts of each gegion or county. It ignores

»

entirely differences in such factors asthe socio-economic status of the

children in school;" amenities offered by the district or region, and so

forth. The fact 16 that in 1972-3 average teacher salaries in Oakland .

County ranged from $16,068 in 9ak Park to $9,801 in Brandon, and of 28 K=~12

districts in the county 3 paid an average of less than $11,000, while 4

?aid‘more than $14,000. Undoubtedly education and experience aecounted for

some part of the indicated variance, but so did other factors that may be

desefving of at least as much claim to recognitiom.

One might cite a number of other illustrations of calls for the
- ) I - i . . : . \!
-~ - development of a workable means of achieving eqliality in educational inputs

or wwesources through provision for adjustment in state disbursements to . _ .

school districts designed to take into account_ differences in input prices
\ . ‘ ) - - .
or costs. In contrast, however, as the President's Commission noted, it is

-

not possible to cite either examples of appropriate price or cost indexes

or of reasoned blueprints for their cgnstruction. It is, tharefore, to the

! problems relating to the development -of guidelines f3r making the desired

" adjustments and a limited "pilot" effort to develop illuatrative-ectual

°

d S

~

adjustment indexes that we npw turn.*

A
o

3

\

. QUALITY, QUANTITY, COSTS AND PRICES

Toae ok

Differences in current operating expenditunee pex}‘\pupill8 are 8

function of many factors.‘ They include difference;\}n\ngnagerial efficiency,

18Defined in Michigan to inciude the costs of inatruction and aéministra— -

tion, attendance, health, and transportation services, operation and maintenance
of plant, and "fixed charges"”. Thc latter category includes principally such

. things as employee fringe benefits. Excluded are capital outlay, debt services,
and commynity and. student gservices.. Bulletin 1012, p. 3. ) .

f";) . / T
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' " . .n quality of inputs acquired, in school programs or curricula, in quantity
of inputs, and in prices paid, including teachers' salaries. Our objective _
in attempting to develop an adjustment index 1s not to ensure that ?he use
i.§§ of that index will permit revenues realized by each school district to

N finsnce whatever level of expenditures it or other districts may chocse.

-

It is, rather, to develop a means bf compensating for differences among

K2

tricts’in the prices paid for or the costs of acquiring inputs. of like

! L3

quality. ’Thus, if our objectives were fully attained all districts in a’
- L. :

state could be provided with precisely the funds needed to finance a uniform

. %
school-program.of a given quality if each district performed at the same -
le;elfof\managerial efficiency,as every otyar district. Tbat is to‘say, .
. essentially, that each district in the state wouldvbe enabled to acquire the

same quantity of constant quality inputs per pupil: This 1s not to suggest
that each district should employ the same quantity of irputs per pupil.
- ) “ . . ' ) q. S

Obviously, perceived needs; hoﬁever defined, will vary among districts énd .

these should give rise to differences in the quantity, quality, and’ mix of

[ -

school inputs employed. The problem of how to adjust revenues forx differences

N in needs, except insofar as needs are reflected in’ factors governing the prices

.

paid for: educational inputs,'is outside the scope of this paper. -

- -

- F T~

‘Of the various school inputs teachers comprise, by any criterion, the °.

. most important category. In Michigan teachers' salaries account for approxi-~
— R s \ ) . “ -
: mdteiy 55 per cent of c rregt operating expenditures. And if we cam—obtain

»

‘“ ‘ N . . . - * ,
measureg of other relevant influences on the level of teachers' salaries, ) '
i T [N o * 4 .

A

* we ,should be able to deve'op an\Edzustment.index for this crucially important i

input price. \ . . 1 v

.
N .




“

'if adequate data were available quite the same might be eaie for the
salaries of other personnel, professional-and non-professional. But for
purposes of~this initial, preliminary study, it was not bossigle to compile
.tﬁe needed de;a. wite respect to non-personnelmprices, Michigan 1§w'prpe
Eibits the cha;éing of prices that vary among.school distyricts -and, for the
most part, differences 15 expenditures per pupil’for books, suppiies, and 80

. g
forth, may .be expected to reflect differences in quantities purchased or

\quality or 1evellof program rather than variance in prices. Thus differénce;

-

in qon-iﬁstfuctional expenditures reflect factors such as tastes‘oe prefar-
.ences, climatic orlgeographic circuestances,,behavior of the pupils as seen
in levels of vandalism, and so forth. Clearly full analysis of this wide o
array éf,sources of variance in expenditures for things other than,t:eachersi

salariee is a 1arge task that could not -be encompassed within the framework

of this stgdy. Nevertheless, it seemed unsatisfactory simply to ignore

-~ o
.entirely some 45 pet cent of current Operating expenditutes) We shall, .. .

therefore, examine that part of éxpenditures‘that makes up the difference.

19
between current operating expenditures and "total instruction expenditure, " S

or non~instructional current -operating expenditures. In Michigan in 1972-73
they accounted fon‘ad average of 27 per cent of current operating expendi-
tures- Addiﬁg teacherq? salaries to this category aceoqgﬁs for all but 13 _

per cent of current operating expenditures, a residual that may be described

vaef"instruct;onal expenditure other than teachers' salaries.”

19This category includes substantially more than teachers' salaries. b
It is defined as "The cost of activities dealing with or - Jding in the
teaching of studentg or improving the quality of teaching.” Bulletin 1012, |
p. 3.

|
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TEACHERS' SALAREES
x 4= ¢ -
{

A Review of Related Studies -

.
Y

The unionization of pub;ic school teachers, contract negotiatiom, and
frequent strikes have stimuléted substantial interest duting the past four

: E ] R ,
or five years in quantitative analysis of teachers' salaries: Th. immediate

objective ofevirtually allfof phe_resulﬁing literature has been to measure
the influence of union orgahization on salary levels. For our nurposes,

. heweVer, it remains of interest for the insights ii may provide on determi-
nants;.ig,genéral; of teachers' salaries. Thus.. we shall review;bricfly,“

-some of thefhiéhlights of ;ﬁis'literafure, ' - F

£y

There are- eight éapers thdt seem relevant in this context, -all of

which employ the standard:techniques of ordinary or two-stage least squares
M N .
¥

’regression—ahalysisﬁzq Iﬁe Kasper etudy is the least .interesting for our

purposes. It -analyzes variance among the 50 states and the District of
‘Columbia. in avergge'ieazﬁere’ salaries and thus tells us nothing about inter-

dietriéé ihfluences—onfsalaries. It findS—that average teachers'. salaries

2OLiated in order of their appearance they are: Hirschel Kasper, "The

Effects of Collective Bargaining on Public School Teachers' Salaries," Indus-
trial and Labor Relations Review, Vol. 24, No. 1, Oct., 1970; Robert J.. o
Thornton, '"The: Effects.-of Collective Negotiations on Teachers' Salaries,"
‘Quarterly Review of Economics and Business, Vol: 11, No. &, Winﬂer, 1971; ¢
John H. Landon and Robert N. Baird, "Monopsony in the Market for Public Schiool
Teachéta,” American Economic Review, Vol. LXI, No. 5, Dec., 1971; Robert N.,
Baird and John H. Landon, "The Effects of Collective Bargaining on Public l
Schcol Teachers' Salaries: Comment," Industrial and Labor Relations Review,
Vol. 25, No. 3, April 1972; W. Clayton Hall and Norman E. Carroll, "The Effects
of Teachers Organizations on Salaries and Class Size,' Industrial and Labor .
Relations Review, Vol. 26, No. 2, Jan: 1973; David B. Lipsky and John E.
Drotning, "The Influence of Collective Bargaining on Teachers' Salaries: in- New
York State," Industrial ‘and Labor Relations Review, Vol. 27, No. 1, Oct. 1973,
Donald E, Frey; "Wage Determination in Public Schools and the Effects of
Unionization," Paper presented at the Conference -on Labor in Non-Profit -
Industry -and Government May 7-8, 1973, Industrial Relations Section, Princeton-
‘University, Princeton, New Jersey; and M. O. Clement and Alan L. Gustman,

-~ YEducational Equality and Teachers' Salary Différentials," March 1974, mimec.

° ~ 97
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"communities, rather!%han central cities of SMSA’s only.

.
«
-
B :

tend to be positively associated with the level of personal income in the

;%§%E; the degree of urbanization of the population, and total current

‘¢
I

educational expenditures per pupil, and negatively related to the proportion

-

of school revenues derived from local sources: :
- r -

All of the other studies employ individual school districts as their

units of observation. Baird and Landon, Thornton, and Clement and Gustman

o

dgal’with school districts located in or comprising large cities scattered

across the ﬁnited States. On the other hand,‘Hall and Carroll {Cosk County,

.~ A - ¥

Illinois), Lipsey and. Drotning (New York State), and Frey (New Jersey)

focus on districts within oné state. Hence they avoid ‘inter-state differ-
ences in legal, institutional, traditional-and other influences péculiar to
. r - “ ) i
indiVidual'statgs; and also include a wide variety of sizes and, kinds -of

’ -

Ih—both:of,their articles Baird and Landon present results of

regressaonzanalysisrsuggestingfthat téaqhers' galariQQZI—reépond,positivgiyu

to the level of per capita incortie in the community,- the log of the number .

of school -districts in the SMSA or theioounty;'and, in some'equations, the
proportion of district revenues from local'sources. N

. -
*

=

‘fhognton,_usingadatanfotaschoolqdistrict3~in~83-lavgéHoities,*ﬁindéf -

‘that about half of ‘the variance in teachers' salarieszz is "explained" by

a measure of .union negotiating strength, the average wage rate in the city

.or surrounding county., and ‘the population size of the city containing the

~

school district. . The relationship is positive in each case.

-
- 4

" szeginning B.A. salary..

. «

22Four dependent variables are analyzed: beginning and maximum B.A.

and M. A. salaries.

el

o




In a rather more.elaborate analysis of essentially the same sample of
school districts as was uged by Thorntdn, €lement and -Gustman estimate the

influence of some two dozen independent variables on average teachers'

’

salaries. Their findings indicate a positive statistically aiénificant
relationship for a measure of opportunity cost of teacﬁing to male and female .
. 1 . ) = -
" teachers, proportion of teachers with an advanced degree, prcportion of the

—district's population that is—nonwhite, population size of the citi—f* T

-

containing the district, per capita value of taxable real property, propor-

s

tion of school revenue from state sources, and whether or not the district
s . w1

is fiscally -dependent. A,negative relationshipr on the other hand, was

PP

found for enrollment size; proportion of teachers who are- female, location

of the district in the northeast or southern reglons of the countryg‘anq
- . o Y ()E
the ‘préportion of thé SMSA population that lives in the central city. -
© * ‘Somewhat surprisingly, perhaps, such variables as educational level of the '

adult population, median family incoéme, and thefpropottion'of:public:School . -

«
.4

>

students attending high school did not meet any reasonable test of statistical
! p ) »

‘significance.. In fact, quite coutrary to expectations, the'sign fog'bothf
‘the dncome dand education coefficients was negative.

,ﬁall and -Carroll direct their analysis to a sample of 118 elementary
-school distiicte in Cook -County, I1linois. fheif dependeut variable is °
average teachers’ salaries inithe distriqt. Median family?incone,,pércéntage
of the labozaforce engaged in. white collar occupations, level of attendance ' -
in the district, proportion of "teachers who are male, whether or -not there
is a collective barggining agteement, and'pupil-teacher ratio are all found
to be positively assoc1ated with average teachers' salaries,iwbile'the n

.
R -

association with the ratio of state aid to total expenditures is negative.

-

100




The study by Lipsky and Drotning is more closely akin to our own than

- ’

any of the others reviewed thus far. The units of observaﬁion comprise 696

school districts in New York, all except the New York City district. Their

analysis involves the,salaries’paid'to teachers at three levels of education
&+

cum~expefience: beginning B.A.; B:A. plus 30 hours of credit and 7 years

of experience; and B.A. plus 60 hours of ctedit and 11 years of experience.
In addition, the district's mean salary is  treated as a fourth dependent

variable, Statistically significant in one or more of the estimating equa-

-~
.
. -

tions are pupil-teacher ratip, enrollment, percentage of tea%hers gith
-

* '

advanced degrees, proportion of teachers with less than four years of serv1ce,

‘taxable“value of propertywper pupil, debt service per pupil, the ratio of

iﬁinstructionab»costs to ‘taxable value, .and’ whether or “not the district is ,

located in one- of’the three déwnstate cohntxes, Nassa& Suffolk, or Wesﬁthester.
. r 2
Negative signs appear in the estimatirg equations only for “the pupil—teacher

-
-

ratin variable and even: its regression coefficient is strongky positive in X

’ 2 T ey - . . . .-

the case of ‘the mean salary form of thc dependent variable.. - .

-

ol
Finally, in—our*brief review, we have Frey svéipdy,of 2984sEEOol ’

i

' . - - 2 .0
districts in New Jersey. Frey regresses the starting»salary—for—beginning
ke 2 hed o
B. A teachers on enrollment, median- family income, -taxable value of property

per pupil, a meagure of opportunity cost (wages paid to industrial nurses

- r

inrprivate—employment), and:whetherfor not therg is a collective—bargaining

agreement. All of these variables turnrout—to—be_positively related to

beginning teachers'—salaries, and they succeed, jointly, in "explaining"

about 60 per cent of their variance, roughly the same proportion as in the

«

case of the one'clearly’comparable study,uthat‘hvehipskyrand Drotning.

EY =
- . . - -

4.0, : -
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¢ - .
- Taken together, these studies, all but one of whieh was concerned

primarily with weasuring the impact of uniodi)étion on ﬁeachers' salaries,

- tend to support one's aﬁpriofi views on’the inflzéhce of such variables as

a

size of the school district, median family or per capitaincome, size of

R = » »
the tax base, and education-experience of theateachers.'

i

. “salary levels,”thejlatter seen in terms either of means; or at sp ified
pqints—on salary scales. Thex seem sufficiently promieing to justify the
view'thatsit may be possible to employ a -similar approach in the effort\to
devise a practical means of developing adjustment indexés designed to

facilitate equalization of “educational inputs .among school districts.

~

:Genetal Methodology

«..._

'Gu; objective is to: measure the ihfluenee—on~teachers' salaries of

;’ : the one hand, and tthe;affectihg the'gggplz.fgnption—dn tpeoqther;A lf we
can—sucéessfulli identify~tdese factofs,rcorreCtIY—specify,the form of the
;elationships involved, and obtain estimates for the response. of salanies
tO—diffetences;among districts in the values of the relevant—factotsi then
‘we .shall be able'toicompute—tﬁerdesired adjustﬁeht index. That index is *o
be- designed in such fashion that, when applied to the initial amount of
dollars available, the ptoduct of indéx and that initial amount will be a
sum sufficient to-permit all districts to icquire'the same quantity—of

- inputs -~ in this specific instance, teachefs.i" :

'Our,apptoach:ie;oge which,.in effect, neutralizes differences in

>

faetorsrtﬁat‘may be said to be operating through the demand for tea}hers on-

demand ‘among districts and compensates for differences in supply conditions-

T
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facing these districts. 1In simplest terms, let us suppose that we;may

éfipulate the demand fungtion for teachers as_one in which salaries paid,

Sd’ are some function, d, of number of teachers employed, Q,‘mediaﬁ famiiy

income. in- the community, ¥, and tax base per pupil, B. This may be written
I i /

P

-

as: . ) . . ' Y
s, = d(Q, Y, B) , | (1)

t

-Similarly, the supply of teachers, or the salaries that must be offered

. in order to eﬁplqy various: quantities of teachers of given levels of educa-

‘tion and experience,  may be a function of such tﬁipgS—aé locaticn of the

I

district in rural, suburban, or central'giiy community, L, and.character—

7

‘ istics of the pgpiis,,pe:haps as inq;céted:by'the;:,basié'aghievg@ent,tes:

scores, R. Thus we may write the supply furction as:

s

w”

‘ %ssm,yﬁ> . @2

Assuning that the market for téachers is in equilibrium (S, = S_.= S),

we obﬁaiprghe foliéwiqg reduced form equation for -S: .

- L4
.

§ = £(Y, B, L, B o 3

The parameters of equation (3)—mayéreédily'be—esiimated using standard

regression techniques. Our actual regression model assumes linearity and
- 3 ‘

. may be expressed as:

S =a+b¥+bB+bL+bR+u, ' (4)

2 3

4

where 'a is the intercept or constant term, the bi's are regression-

coefficients, and u 4s an error term.

103
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Let us slippose that the only relevant respects in which school districts
differ is in’terms of median family income (Y), tax base per pupil (B), loca-

tion (L), and pupil achievement test scores (R), and that these four variables

fully account for all variance in_ teachers' salaries,,. Now, clearly, we
should not wish to reward riéh discrigts'witﬁ large tax bases, whose high
demand fot teachers gives rise to high salaries, in order to facilitate
their pa&ing those salaries. On the other hand, if a district, irrespective

of its taxable wealth or iﬁcoﬁe, pays high salaries in order to offset an

undesirable location, that diffetential in salaries attributable to the -
location factor ig’one which we should wish to incorporate into our adjust~ °

ment index. Thus, in general, our appréach imvolves, essentially, abstrac-
- " M - - ) ) :
» ye .
ting from differences in demand:faetogs—ahd—cghpensating for differences
aseribatlertq'supply factors. Once thez&egressioh equation, such as (4),
1

has been—eetimated, this may be done by attributing to each district the
mean value for all districtquf the—de@and Variables,—and—then—arriving,at

a constructive value forrteackefsf salaries for each district by applying
TR /
the parameters of the estimatlng -equation to -those means and the actual

valdes'of the stply—yariables;z3 The adjustment index for each district
P - » s . o~ .

is, then, thei:atio:of this ¢onstructive estimated value for -a. given district,
. / - T
i, to*thé/mean value for all districts of teachers' salaries. In terms of

"/ : L ) ) )
oa;/estimating,equatioh (4); the adjustment index for district 1 is:
. : C3

’ Sl =—a—_+‘.b§+b B +b,L, +b,R © .8, L
S WM ke e T SR SR
g u—a+rbY+b2B:+'b3L+'b43 S \

23'I'he teachers salary level so estimated for a given dlstrict may be
" defined as the level that would have obtained if income (Y) and tax base (B)
" in the district had been equal to their averages for all districts, given
the district's location. (L) -and. pupil characteristics (R).

\

i
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a In°pursuit of this methodology our prime concern is to avoid the
' [
obvious pitfalls involved in simply adjusting the availability of funds

to school districts to refiect existing diffq;entials in prices or wages
without regard to why those differentials exist. This places a heavy bur-

den on the validity of the a priori reasoniné specifying those factors that

]
may influence demand, those influencing supply, and those that pay enter on -

both sides of the.market.24 Despite this burden,.pbweyer, the effort seems
worth pursuing, partly because equal dollars simply do not produce equal
inputs -~ prices or costs do vary -- -and any alternatives of which we are

aware séém highly unpromising.

It should be entirely clear, of course, that the kind of adjustment
we are concerned with can help to insufe'only~equality of -educational
inputs -and that -differences in -costs attributable to différenges;in:

identifiable educational "needs" remain unadjusted and unaccounted for,

except to the'exfentfthat they are reflected in demand'6r,SUpplj*factors.
P . )

‘But, if one is concerned with compensating both for.disparities in input

‘prigég,énd:in needs, in order to pursue something approaching equality of

)

educational outputs rather than merely inputs, a second index designed to

measure neéd;différen;ials'mgst'be'estimated; Conce;vably, of course, the
task of éstimating such an index may not be very different iﬁ terms of
rmgthodolégy from the one undertaken here, but it is outside the purview of

this- study. '

A}
24Inevitably;,peghaps, some normative judgments may well be involved
in the speeification of variables as demand or supply factors. Sensitivity
of our results to- such choices will be tested by the presentation of several
variants -of the adjustment index.




The Regression Analysis

The Sample

The school districts making up our sample are the 177 districts in

Michigan which were included in the combined 1976 Census Fourth CountA

(Population) School District Data and the 1970 Elemeﬁtary-Secopdary General

Information Survey Tapes, known as the "Combined SDDT-ELSEGIS III (SD%LB)

Data Tapes."zs ¢

2

Salaries; the Dependent Vdriable

There are several possible forms that the variable "teachers'’

salaries" may take in the regression analysis required for construction of

" ‘the adjustment indei. In fact, of course, there is—not,feven in any given

district at any one -time, simply:ope "price", but many. Teachers' salaries

 vary with education, experience, and sometimes nature of responsibilitieB:

R -

and thére is no reason -to expect ‘that theseg factors,will—give rise :to the

samerdifferehces in -salaries in each district. It may be argued that the .

Mkey" price is the salary paid to the new, inexperienced teacher with only

the baccalaureate degree. If most new teachers are hired at this salary it i

provides the closest*reflection of current market forces. And yet,it,must

-be reéogﬁizedlthat the beginning teacher -may be asimﬁch or more influenced

by prospective increments and future benefits as by those offered in the

initial year of emplbyment. —Moreover, from the standpoiﬁt of the diStriet

25'lhe ELSEGIS III sample of 182 districts is a probability sample ) -
drawn from ‘the total of 626 Michigan school districts, including the 530
K-12 that account for 99.7 per cent of enrollment and 96 elementary dis-
tricts. The sampling ratios employed were 1. 00 for districts with enroll-
ment. in 1969-70 of 4,000 or more, .32 for 2,500-3,999, .13 for 300 to- 2,499,
_and .03 for under 300, 1In order to.-achieve comparability we dropped the 2
elementary districts and data do not appear on the Michigan SDEL3 tape for
3 others, leaving a -sample of 177 K-12 districts. v
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and its taxpayers, the overall cost of méintaining a staff of teachers com-

patible with its educational objectives may be far more important than any

'particuigr points in the salary scale, although they are clearly related.

Thus the most relevant form of the teachers' salaries variable appear to be
the mean.g6 Average teachers" salaries in the district (ATS)27 is, there-
\

foée, the dependent variable in our regression én;lysis.

Demand. Variables Y o

The demand variables in thz reduced form equation to be\esgimated
are thosé‘which are believed to represent, directly or indirec;iy, ability
and—williméness‘to'pay'for—edUcation'gnd,the_pr&feremgeslof the community.

The ability to support education is represented: by the’ state equalized

value of taxable real and personal property per pupil in the district (SEVP).

< = ¥

and by the proportion -of families in the district vhose 1969 income as

reported in:‘the 1970 Census was '$15,000- or more PRICH). In preliminary
analysis mean family (MFY) andithe~proportion,of families. with income, of

less than $4,000- (PFPOV) appeared to cpntributé less well to the,pfedictiVe

power,  of our equations. When all three variables were included in the

. 7 7 7 7 7 0g
-analysis- severeproblems of intercorrelation were -encountered. 8
A N L s : N
T —— ~ — T s 7 E—— ? — — — - — pam
26

For the sample of 177 Michigan school districts the first-order
correlation coefficients between average teachers' salaries in 1972-73

and starting B.A., maximum B.A., starting M.A., and maximum M.A., are .65,
.68, .66, and .74, respectively. .

Y

27For definiﬁizms and sources of data fo: ATS and- all other variables
used see Appendix A. .

»

28The correlation matrix for PRICH, mean family income (MFY), and

pr0portion :of families: with income of less than $4 000 (PFPOV) is as follows.

T PRICH 1.00
MFY .95 1,00 ‘
PFPOV ~ -.80  =.74 1.00
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Willingness to support education is indicated in our analysis by that

part of }he tax levy for school operations that is subject to approval by

referendum at irregular intervals, known as’"extra-voted" millage, as

distinct from "allocated" millage. The latter is the portion of the levy,
. 2 \
ranging among counties from about 6 to 11 mills, that is inposed without

voter approval. For most districts extra-voted millage (MILLV) is at ledst .

equal to allocated millage and for many it is two to three times aéxhighf

Given the system of state aid and the value of taxable propérty in the

\

. \ '
district it is the level of extra-voted millage that the community approves

<

“that largely governs the amoun{ of revenue avallable, for teachers' salaries.
? . =

a8 well as other objects of expenditure. . :

N - .

Other things equal, the larger thé -proportion pf-gﬁé Jocal tax base
that*céhsigts of residential property (RES) tﬁe=higherfis the "price" to
ihdivi&gals as taxpaye:—voéprs of‘édollar of tax revenue. This fol?.ovlvse
of course, from the assumption that school -district residents do not see

themselves as "paying" taxes levied on industrial, commercial and other

non-residential property. As this price rises we should expect supporxt for

schools to fall and with it the level of teachers' salaries.

g )
We also enter as demand variabiles three measures expected to reflect
or govern the community's preferences with respect to education. The first-
~ . ) - - . / 4 -
of these variables is the proportion'that—kindergarten'through grade 12

public school pupils represent of the total population (PPUPQOP): It gomﬁinee
) ?

a measure of the population age mix with reliance on the public, as opposed

‘to private and parochial, schools. -Our hypothesis 1is that the larger the

proportion of-the,populaﬁion that is enrolled in the public schools the

stronger will be the support for those schools, including such elements pf’—
, . . M - . * ‘\7

%

. ‘ 1818 - . .




supp\rt as teachers' salaries. The second of this group of variables Zx the
Y,

i ——

i oportion of the population of "foreign stock" (PFOR), that is, who were

I3 ‘3’

not born in the United'States or whose parents were not born here. Tradi4

.
> (Y

tionally the immigrant's entry into the "mainstream" of American society,
his route to social acceptancé and material 1 ¢ 1t, hzs been and con-

tinues to be through educa?ion, primarily public school education. He

A

expect, therefore, that the demand for educational inputs, including =

’

teachers. is in part a positive function of the relative size of the school
district's population of immigrants and children of immigrants. The thire
: characteristic believed to be related to preferences for education, and
‘hence -to déﬁ;nd,for—teachers, is the stability of—tne.district s.populationr

It is measured by the proportion of the population agedf§:and~older in 1970
. \ B
~who resided in the same- house ‘in that year as in l?65—(M©B); Our hypothesis-

is that long-term residents: identify closely with thé communityand: its

¥

‘school system,. tend to feel that they have a larger stake in its quality,
and thusrarevlikelx to ‘be more supportive of local public educdtion than

people-éhp—érefmpre,mobile; The value of ‘this variable may also reflect
inversely the‘rate of growth of thé district and, difthlyt its--age. We

believe|that slower growing, older districts capture a cleser sense of

"community' and show a greater interest in collective enterprises, including
ommunit : E 1 4
" -

3 o _ - oe— \,,,
the: public schools. We expect, therefore, that distrigts with stable popu-~

- L . : . R . 4;:,_,;‘[, . .
lations (high MOB) will, other things equal, exhibit -high average teachers'

‘salaries.

-

In summary, the demand equation suggested'isithe'following, allowing

S to represent ATS: ‘ . . \

s, = d(0, SEVP, PRICH, MILLV, RES, PFOR, OB, PPUPOP)-.  (6)-




Supply Variables -

We classify as suply variables those factors related to, or :

.

characteristic of, a school district that we should expect to influence

/

the salary level at which, other things being equal, teachers are available

for employment. For the most part these variables are assumed to influence

‘teachers perception of the school district ds one that is more or less”

-

attractive as a place to teach'than ‘available alternatives. In addition, we

anticipate that with increasing education and experience, teachers demand

higher salaries and that aVerage—salaries—reflect this.
& ;
The hypothesis that as. the size of the school -district increases

s/

salaries must rise to compensate teachers for the increasing subjective

costs ofiyorking in an environment bounded by rising levels of bureaucratic

?

red tape and irustration,imposed by additional 1ayers:oflsupervision,gnd
; . : o

regulation finds considerable support inrthe'literature,zs}gNevertheless,

having deleted "Q" or quantity in order to arrive—at.thevreduced form—equa-%
¢ -

.tion, it is clearly wrong to re-insert it for purposes of estimating that/

¢
equation, ‘And there does not appear to Be any, way, to include -a- measure

<3

IS

. P . 3
_of district siae in the estimating:equatlon:withouteconfronting that obstacle, ,
- N i N :> s . :

Like everyone -else, teachers are presumed td*have preferences regard=

ing thenﬁindsqofwcommunities in'which—they wish'to—liVeﬂandiworkﬂ ‘Thus we

3 ’ *

classified school districts accordina ‘to the nature of the predominant
A
commi nity in which they ‘are located, as- central city of a SMSE, suburb-of
[} .o *
a central city, "independent city,fand rural" A district is—classified.

as being in-an independent city if it is located in ot contains ‘a city ‘that

" 29See, for example, Lipsky and Drotning, op. cit " Hall and Carroll
Op. cit., Thornton; _p, cit ° and’ Frey,—_p_ cit.

30'l‘he app Iate solution ‘to the problem liep in estimating the

structural -demand- nd supply equatjions rather than the reduced form equation.
. ‘We ‘hope -to pursue/this’ -approach “in further work on’the subject. We are
indebted to Geo;ge E. Johnson for ¢ l}iﬁg our- attention ‘to these issues.

- -

N . ' . — ‘ et

b
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1$ not’within the boundaries of a SMSA but has a population of 4,000 or

C"more.3l This classification gives us three "dummy" or dichotomous variables.
' - [

‘A district is assigned a value of 1 if located in a central city (CE),‘b

otherwise; 1 i1f rural (RUR), O otherwisejand 1 if suburban (SUB), O other-

wise. The independent city dlass acts as the "control" group.

k]

Our hypothesis is that, other things being equal,wﬁeachers require -

extra compensation to accept and keep employment in a central-city school

<«

*district, This hypothesis stems~in,part from—observation of the exodus -of

. > : 2

with the iar%e-proportiou'of teachers who -are second earners ‘the fauilj;
. L) , - Y

‘e

makes a Sosition in the~centra1,city less attractive. Centralfcity'schooi

A

buildings tend to be older and offer less attractive teaching efwironments,

%
S

N [4 . . A 59
-anticipated slower growth may Offer'fewer opportunities for "advancement"
: men
o 4
to supervisory and administrative jobs, and ‘86 forth.

i N ¢
< ",

By the same token the‘suhurbs,would appear tofberrelatively‘attraétive,

-

¢
but in general.not, perhaps, as appealing as modest sized independent cities..
9 .. i

o

‘The—more attract%v% suburbs may be viewed as'relatively—costiy,plages to

' ¥y A z « M
live. ‘In.addition, both suburbs in SMSA's and central cities are likely to

“

have stronger, more firmly entrenched’unions than places ‘outside the metro-

politan argas,rthus again-suggesting higher ‘sal‘aries,32 ‘The reasoning

3lBy Census -definition a centrai city must have a population of
'50,000 or more: The classification “"'independent city" is limited to cities
* that do not qualify as -suburbs and whose populations range between 4,000
and 49,999. . ¥

* 1

2We ‘have not taken unionization of teachers- into account in this study
fbecause all Michigan. K~12 districts are now organized and their teachers are

'“working under ,négotiated contracts. Moreover, outside of Wayne County, where
the Amefican Federation of Teachers is strong, virtually all districts ate
—organi&ed by, the Michigan Education Assoclation. Given ‘more time and resources,
it might have been possible to derive a variable or variables reflecting -such
things as union militancy, aggress;veness, and other attributes which, -one
-easily supposes, could be important as arguments in the supply function for

‘teachers.ﬁ
s sio }




¢

leading to the expectation of higher salarjes in suburbs and central cities

%

. implies, at the same time, lower salaries -in gural and;smaller city districts.

Teachers tend to be predominantly middle class, and, having gotten
through high school and&college,lpresumably average or hetter'academic .
achievers. We assume that they are most comfortable teaching children who
. nay be similarIy characterized. Thus it is our hypothesis that teachers'
salaries are negatively related to the socio-economic _status, of the pupilse
in the dlstrict (SESP) and to their achievement levels as measured by the
diatrict 8 ﬁourth grade "Basic Skills Composite Achievement" scores (SKCF)

That is, the higher ‘the socio-economic status_and—achievement scores of

the pupils, the lower will be the salary required to,bring'forth the~desired

‘number pf,teacherSaof a given education-experience lev,el.—33 —

R f
-Similar reasoning suggests that'teachers’;iew:nonewhiﬁegpupils and

‘ - .. ) ‘ 4 I
parénts,with less: favor than they do whites{ Hence we .expect that the

level of teachers" salaries'rises<vith,the,proportion of thé community's
* population that is non-white (PNW).3§:
Furthermore, we. expect that the drop out rate for pupils in .grades

9 through 12 (DROP) igean additional indicator of the attractiveness -of a v

school district as an employer of teachers. It is.our hypothesis that as

33Throughout this paper we e avoid the attempt ‘to define’ teacher "quality
for we have no means of measuring it. Education and experience are generally
v built into salary -scales and by inference may be assumed to say something )
.about "quality But it is, perhaps, equally plausible to believe that higher
: salaries for teachers: with more formal higher education credit hours or degrees
- and more years of teaching experience may merely reflect schopl ‘boards' and
administrators' -~ indeed even almost everyone's ~- “‘views with respect to
"fairness" in the salary ‘structure.

34PNW is.-actually the proportion of the school district's population
that is black and Spanish surname. Data by school district on other Census-
recognized minorities are not available. -

* . [
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this rate increases, higher salaries may be expected as compensation for

-
-

thisa"disamenity"?s’ ,
: . y “\ :
Next we consider as arguments in our supply function two teacher

’

N o - -
characteristics that universally tend to be associited with higher salaries.

¢

. They are proportion of teachers in the district who hold master's or other

it

advanced deg;ees—(PTECM),vand-the'mead—number of years of teaching experience

(AYTE). Once inexperienced téadhers with B.A.—degreeS'hayg'beeh&hired and-

¢ - - i

granted tenure, if we assume the salary scale to be givéh*in.terms of revards

" for longevity and furcher degrees or degree~credits, district offiqiais can~ /

not control the movement of these-teachers along that salary scale«f.56 But

*
" -

they can control or at least megotiate- about the structure of the scale.

. .
And- it 1g.thig fact1hat'ﬁakg§.us,sqdewhét,ugeaSyrabout'counting,PIﬁCHiand'
AYTE as ;upply variables the parameters of which are to be ai;qwedttb—dnter
into- our adjus;méh; index. Having—failed td—fiﬁdiau acceptable means of

, ’
resolving—thefissug,—we:Sbéll—présent,aiternatiVe'estihétes;of'thg,gdjusté

3

ment index, 1% one -of which these variables are treated as supply factpga,.

while ;h,;he othér; ;heir'mean_Qélﬁes,are assigned: to é%l districts, thus-

enabling us to- "control for' these measures of teacher quality.

Thus we -count ‘nine variables in our supply equation. It -may be-

s L]

expreaé%?asfollows:‘.
®

‘;:’ N 5, = 8(Q, CE, SUB, RUR, SESP, SKCF, PNW, ,

£ 'DROP, PTECM, AYTE) , N ¢)]

P

3ﬁ 351n -an earlier draft we included the pupil-teacher ratio as a supply
variable. 1It.-seems clear, however, that ‘this ratio is likely itself to be

ffa function of the same.factors that enter into the determination of teachers'
salaries. Thus, we encounter problems of simultaneity ‘that introduce ‘bias
into our estimates and require that ‘this variable be dropped.

36For discussion of this point, see Levin et al, op. cit., pp- 22 and

12.3
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Intuitive logic, coupled with our review of the litera~ure, suggests

»

other variables that might have been added to‘our,demand‘or supply functions.

”

One of these, clearly, is a measure of district monopsony power. Following

‘the suggestion of Landon and Baird 37.we considered the use of this variable'

in the form of the logarithm of’the‘number of school districts in the county.

We decided after some preliminary analysis, however, vhat as the value of

this variable increases so does the likelihood that we are dealing with suh- ’
urban districts. It is only in SMSA counties in Michigan that the number,; T
of districts tends to exceed five -or six, while it reaches a pea& of 36- in Iv : J,

waynerCountyz(Detroit). Thus it 1s- difficult to interpret any relationship

—

that ‘may be estimated— ‘Other variables, such—as proportion—of teachers:who

are female and a measure of ‘the opportunity cost of, teaching, in- the form

g
¥ e B

" of -salaries or wages paid in competing occupations, are not immediately

-~ P

available. Among those which were~consldered and' then dropped after -some- -

I [ - ~ P-4
.

analysis, either because they presented problems -of multi-collinearity with

: other vsriables or because they proved to be unrelated to teachers salaries _
i -

in terms of‘average—or'beginniug,or maximum@salaries forsg,A;:s and n,A)—S,
" - o . -
' are proportion of revenue from local sources,38fmean'family income,—proporé

tion of the population of school age,. proportion -of the population aged 25

“e.

;' i —snd'over who*have attended college for at least,one year,‘and-the percentage'
-of employed persong aged 16 -and over who are employed in’ managerial pror'

fessional and technical occupations. o - ‘ .;.'i s

S——— El——— = B - - S

<F

;—« .37_2-0 cita h

38Which, as expected, is ‘Highly correlated with State equalized value
of taxable property per pupil. ‘Appendix B. presents a- correlation matrix
for the variables considered in our ana1y31s

a
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: - " 'Regression Results ) T Ty

Putting together equations (6) and (7)_gives—us the reduced form

N
» .
TS .-

~ equation to be. estimated directly by means of ordianry least squares for

-

average_teachers salaries‘(ATS). The form of the regreSSion equation is

-

ya

assumed to beé lineaf.agr Its estimatedwparameters are~presented in Table I,
~ &long with,other rélevant statistics...- ws o P
= < M N - . N e e R

»Qe.have'lS;demand'and supplf'variables that account-together for
- 72 per cent of the'variance émong school districts in average ‘teachers'
csalaries. As -éxpected, AYTE PTECM, DROP, CE and RUR -enter as major

-

influences frqm,the supply Side. . The regression coefficients for-§K6F;

4 I. Lt *

SUB, and PNW have ‘the expected Signs, but they are not statistically sig-

nificant.4q SEVP PRICHr”PPUPOP,,PFOR MOB, and MILLV,as ‘demand’ factors

7 contribute Significantly to explaining variance in -average teachers

salaries. The one variable in the equation for which the- regreSSion

,,‘g' A -

- coefficient does not take on- the expected sign rs the proportion of the

,ﬁ“ -~ El

; ‘tax base that is in the form:of reSidential property (RLS) ‘Our hypotheSis

s L .

4«

suggesté; a‘negative influence on. salary levels, whereas ‘the estimated

-

-.A b - >

- coefficiept/is positive, although not statistically Significant.

T, - T »"

’ The interpretation of the regression equation is fairly straightforward

&

’
E

Thus, for example each additional mill of extra—voted millage (MILLV) adds

,’ - -

$3l 86 to average teachers' salaries of ‘the district (ATS) while each .

ﬂ-"\"ﬂ

oy s

39The regression equation was also estimated in a log-linear form, With
no--substantial differencein results., S )

-

.‘.-—» <-A.-,

40That is, -the probability is higher than .10 that their true values‘
are equal ‘to zero. . ) )

-
<

41This result may be due to the multicollinearity between RES and such
other variables as‘PRICH and ‘SUB. See Appendix B. .

-

1,.1.)
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. Table 1. fRegréssion Results, Average Teachers' Salaries (ATS) in 177

Michigan K-12 School Districts, 1972-73

~

) ’ Regression ¥ . Mean .
Independent Variables . Coefficient . (Unweighted)
Demand Variables . ATS- & $11,811
T -MILLY 31.86% ‘ 16.36
\ *" (1.821). '
'SEVP , - . 20243%% 20,150
A . (2.157) \ :
" RES. . . 3.531 49.2
‘ .. i (.5918) :
PFOR - . : 27.35%% - . =17,7 U —
L S : (2.506) T
MOB . 17.86%* : © 55,9 g
. b (1.984) ,
PRICH : T 26.99kkx & 26,7 -
. . . - '(2.972)— 5 . )
PPUPOP . . e ¢ 62,50%k% 25,5
. - (2.679) . - SR %
Supply Variables : _ -’/‘ :
A{TE \ 155, 3x 8.8
t , ‘ -(3.900) ]
‘PTECM ' Lo 3T.24%k% -+ .. 29,6
i ’ . ' (4.316) ,
"DROP ' 42,98% 5.2 7
) : (1.692) :
SKCF ° ¢ -58,22 51.1
> » (_1'490) ‘ ) S
CE , PN T 752,7%% ) .
o S (2.287). .
RUR . \ . y =429, 3% —
- v (~1.774)- :
© SUB R 136.4- ; A :
. . - (.5918) i
 PNW. -1.729 4.6 :
. * o (8457) ‘ r
" Constant Term ) 7004 -
R2 ‘ , S . ‘ ‘
S.E. ) 818.4 0 =1476.7 & ..

"c'zétaﬁiatics‘éré 1ﬁ:pargntheses
. k%% gignificant at p ¢ .01

** gignificant at p ¢ .05 . . L
* gignificant: at p ¢ .10

N =177 .

W
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>

additional dollar of state equaiized value of taxable propérty per pupil

Ee

(SEVP), is associated with an addition of-§$. 024 to ATS. 1In the case of
\

the "dummy variables such as CE and RUR, we find that the district being
!

located in a central city rather than in an independent smaller city adds
§753 to average salaries,,while location in,a rural area subtracts $429.

/ >

Salary Adjustment Indexes

’
A

Following the methodology outlined'above,ag and using the estimated
coefficients presented in Tableé 1; we have -constructed adjustment indexes
Y o

for a selected group of Michigan school distticts for average'teachers

-salaries. These indexe;ésre ;eprodgced,ih:Table 2..
/

The first co;gﬁn:og;Teble—Z,oresents'therobserved:averege'teachers"'
salaries for each/of 35 -districts selected from our samolefexptessed,as:a
ratio to the mean value of average teachers' salaries for all districts in
the eample; The selected districts include ‘the- six largest cef%ral cities,
two’' or mote residential andzindustrial suburbs of each,of,them,_a*group of
four/independent cities, and- six rural districts. 'The—ratio of ‘ATS in the
district to- the mean ATS for the sample may be viewed as -one possible
,iedjustnent index. It would be the appropriate one if, onr:objectiverwere'to
compensate school districts directly- and otoportionately with variation in

the level of salaries actually paid. Since -our objective is, rather, to-

compensate for those differences,attributable~only to- variance in supply

factors in teéchet labor markets—as:opposed,to'differenceslinidemsnd factors,

-clearly a ratio that reflects both demand and -supply infiuences,is,not

appropriate. Nevertheless, it is useful as an indicator of the extent to

42338 ppv \13-16_o
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Table 2. Illustrative Salary Adjustment Indexes, Selected Michigan
| School Districts:
\ Adjustment Index for Average Teachers' Salaries (ATS)--
. ATS, o 4
' ===  Variant Variant Variant Variant
District _ ATS . 18 11b I11c 1vd
Detroit (CE) ’ 1.086 - - 1.194 1.151 " 1.145 1.102
Birmingtam (SUB) 1.209 1.061 0.966 1.061 0.966
Dearboxn (SUB). . 1.220 1.171 0.982° . 71,085 0,897
Bcorlc (SUB) 1.306 1.214 1.059 .1.305 . 1.150
Bi;hllnd Park (SUB) - 1.041 1.072 - 1.078 1:118 1.125
: Livonia (suB) 1.232 1.006 0.994 1.157 1.145
L Oak Fark (SUB): . 1.360" - 1.087_ 0.976 ©1.183 1.072
L Walled Lake (SUB) 1.059 1.003" 1.007 1.017 - - 1.021
© Pliat (cE)-—- . . B 1.114 1.132 1.099 - 1.140 1.108
‘Beacher (SUB).- S 1,009 1.039 . - -1.053 1.037 . . 1.05L
- Lake Penton (SUB) 0.854 0.914 - 0. 994 0.825 -0,905 .
Svartz Creek (SUB) 0.989 . 0:945 - 0.990 - 0.987 - 1.032
‘Grand Rapids :(CE)- 1.079  1.066 - 1.088" “1.115 R T Ky AR
" Porest Hills (SUB) 0.933  0.964 0 980 0,905~ 0.910- . . .
Kentwood (SUB) 0.904 * 0.933 - *0.988. 0.,918: 0.972 .
:,nyonins (SUB) . 0,960 0,994 1,009 .. .- 0.967 0. 982
<~ Ann-Arbor (CE) 1.324 1,168 . 10049 1.325 1.206 - Lo
_ ‘Willow Run (SUB). 0.908 1,032 - 1.033 0,919 0.920 T T T
. Ypsilanti (SUB) 1,082  1.127 1.056 1.171 1110 -
" ‘Lansing. (CE) 1.141°  1.158 1. 090, 1.173 1.106 -~
. Lansing (SUB) 0.908  1.132 0.988 0.983- .. - 0.839 '
Waverly (SUB) 0.913  1.029 0,982 -0.878 0.831 -
‘Saginaw (CE)- © 1,118 1.153 1.113 1.147 1,107
Bridgeport (SUB). 0.882  0.969 -  1.015. 0.903 0.949
_Swan.Valley (SUB) 0.825  0.891 0.988 - 0.857 0.954
Adrian- (INDC) 0.990 1.015- " 0,991 1.045 -0:975
Iron Mountain (INDC)- 1,016 1.034 0. 9461 }41;932 0.944
Marquette -(INDC) 0.939  1.014 0.984 © . 0,984 0.954
Midland (INDC) . 1.093  1.027 0.968" 1.062. ©  1.003 L
" Au.Gres-Sims (RUR) 0.721 ° .0.873 0.942 0,782 . 0.851 ° ~
Deckerville *(RUR) 0,845  0.964 0.964 0. 901 0.901 . :
Forest Park (RUR) - 0.921 1.039 ‘0.924 —0 878 0.763
Harbor Springs (RUR) 0,948 0.959: 02947 1.005 0.993:
Litchfield (RUR) 0.822  0.890. 0.963 0.891 0.964
Rapid River (RUR) 0.815  -0.901 0.959 0.873 0,931
aBalgd—on—éatinh;ing equation assuming AYTE and PCTEM: are supply factors.
bn;oed:on'qstimating eQua;iontgssuping'AXTE and PICTEMia:e:deménd . "
“variables. ' o L

,’ Based on observed value of ATS :corrected for differences from means. of
observed values of demand variables. :

*%% antiant1IIIrgmgndcdrto—include—AYTE and PCTEM -as demand variables.
113 ’
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which our ‘methodology leads to results that depart from compensation

. \
according, to actual divergence of district salaries from the mean for

all districts.

In column 2, labeled "Variant I," we have the salary adjustmeht
indeges calculated from the regression coefficients shown in Table 1,
the mean values of the demand variables, and the observed values of

the supply variables, in accordance with the methodology described

-

“———.__earlier. The values of the index ranée from 1.194 for Detroit and 1.214

-

for Ecorse, -one of its—industriai suburbs, to .8Z§'and 890 for the

-

‘.rural districts of Au Gres-Sims and Litchfield. All of the central

7

cities except Grand Rapids ‘have 1ndexes well above 1.1, while'the

f rural districts and some suburbs, those that are primarily residential
== . 4in function, outside, the 6etroit SMSA, tend to-have low indexes.
- - - The ihterpretatioh—of'%he—ihdex—valueS—and:their:suggested— )

: application are simple and. straightforward. If school districts in
“Michigan are ‘to be compensatedxfor differences in supply factors

=affecting their teachers average salaries,,then the base amount made .

. .

;’available to each district would ‘be multiplied by the district s index

value. Suppose, for example, ‘that the State undertakes to provide to

each district in. support of teachers' salaries an amount ‘equal to $600

‘per pupil adjusted for cost differences attributable to differences

in supply factors. Then the actual amount for Detroit—wouldibe

»

$716.40 ($6900 x 1.194), for Flint, $679 20, Grand Rapids, $639.60C,

T

- Livonia, $603.60, Au Gres-Sims, $523.80, and so forth. Thus,,rather’

i

- ‘than. each district receiving a uniform $600 per pupil, for the selected
- |

vt

B i

2 “ i

LA !
£ e

-
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group of 35 districts, the amount distributed would range from $728.46

Vo for Ecorse to $523.90 for Au Gres-Sims, a difference of $204.50.

Assuming a pupil-teacher ratio of 24, this would amount to a difference

. E=
. of $4,908 per teaching position.
) Referring back to Table 1, we find that high index values are
ascribable to high drop-out rates, lowiachievement scores (SKCF) ‘high '

v

"proportign of non-whites in'the'population, location in a central city o
L * > - o
as oppoied to a rural area or independent city, and high values for .

average years “of teacher experience (AYTE) and percentage cf teachers

:haVing'degreeg,beyond‘the baccalaureate (PTECM). Contrary to the view

e 7 - o A . ) 7
cited..earlier, however, it may be argued that.school districts can, and

do, exért substantial control ovér AYTE and PTCEM. To the extent that ]

this is'so3 the Variant I adjustment index unjustifiably (in terms of

~ - - -

our obJectives) rewards districts like Adrian and Ann ArBor where the .

AYTE's -are, respectively, 11.1 and 9.9 years, compared'to an average Tl

for .the sample3'of:8;8v and*Ann—Arbor does wellrwith'respect,fb PCTEM;

with a value of 62.6-per.cent, relative to the sample mean of" 29 6. ) o .

— -

pér cent. . : ’ oo > BN
: ) . ) -

In response to- this argument we have conStructed the Variant II
radjustment index. It diﬁfers from. Variant Iin that the mean values i

of AYTE and PTCEM are assigned to each district rather than the observed . , :
- > _’ _ 7‘7
values. The effect is to contrcl for“ these'characteristics;pﬁQteachefs,, :

i

characteristics whichnsome wouId'labei quality indicators. The generaI

T SN "

- =

effect is, of -course, to narrow the range and variance ‘in -the adjustment N

- e

index. But the general pattern of differences tends to remain basically

unchanged. The principal "lqsers ‘are relatively high income suhurban

— -
-




[

-

-
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4

districts such as Birmingham, Dearborn, and Oak Park, the independent

cities, and Ann Arbor among the central cities. . “ W
Thus far, in the construction of our cost adjustment indexes we °
- have ignored the fact that our regression equation fails to explain some

28 per cert of variance among school districts in the sample in average

teachers' salaries. Our,methgagiqu involves expressing the constructively

eo———estimated value of ATS for each district as a ratio to its mean value N

[N

for all districts (equation.(§)).4’This é;écedure may be said to sweep

under the rug the existence of substantial résiduals, that is, differences
bet&een thé%pbséryed values of ATS and the values given by the regression
-equation of Table 1. -An alternative ap?*oach Fhat,permits tpese residuals

_to be reflected in the adjustment indexes inVolveé,adeStihgptﬁe actual =

- -.observed values of ATS for the differences between the obsérﬁéd and the

L4

mean values of’thesdemggg—variables.f The -effect is to obtain: an index

value that reflects both the meaSured'influencé of supply variables

-

and the influgnﬁe of vatigbfes omitted from our estimating equation.

€

In terms of the vériables actually employed in coméuting the Variant TII

=

index values, the adjustment index for 'districf i isz

El

ATS. - b, (MILLV, - MILLV - b, (SEVP, - SEVE) ~- b, (RES_ - RES)
1 T 1 17 2 17" 3. i
- b, (PFOR, - PFOR) - b, (0B, - FOB) - b (PRICH, - PRICH) -

b, (PPUPdP; '~ ‘PPUPOP)

divided by ATS ' - )

Again, Variant III, like Variant I, permits teachers' experience and

advanced degrees to-influence the adjust@ef%gindex. 6é§ianq IV adds to

4
= -
M 14

A
l‘-,-A-
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the variables in eipression (8) AYTE and PCTEM and, like V-riant II, it

£y

holds these factors constant: The choice between Variant II and IV
is not self-evident. Clearly the preferred course to follow is one that,

by including the presently omitted variables in the analysis, would‘

\ . . [y

bring Variants I and II}‘and II,and IV irto equality or near-equality.
- ¢

_As the proportion of explained variance approachess 1, obviously, the . S

size and, therefore, the relevance, of the residuals diminishes.

Thus the results presented in Table 2 and their basis in the

-~

- regression equations of Table 1 obviously could profit from further

efforts to refine them: They are presented here not as finished products

- . rh, ’ : - ., -
\1
but, rather, as means of 1llustrating ‘with some -precision the way in . vl

which the metbodology suggested in this paper could be applied in tke

N

effort to attain equality'cﬁ educatlonal inphts. Thus furEber

‘. 9 ‘;
experimentation with several dlmen51ons of the empirical portions of the o .

) : e . o —r i - ) - 4
paper seem warranted:. As already 1ndicated, several additional.or T -

alternative variables‘might'%e‘obtained and employed in- the analysis; S f“
,alternative specifications of the demand and supply equations miéht be - 'Hﬂ .

- & s
developed and it is likely that some problems encountered through the_

use of ordinary least squares to estlmate a reducedx{)rm of -the demand

¢

and—supply equations could be'resolved,by meansrof two»stage leastggguanes

estimation of the structural equations. .

Against the background of -the foregoing caveats, distlaimers, and
s & . )
suggestions, we turn now to brief treatment of non-instructional -current
N . 'k ’

#.. . . _operating expenditures -(NIXCP). i . A 3

-~

P ~Hy
s . ‘ WA




’ 1in the diétrict who are culturally or eddbationally deprived, particularly

1

. 1972-73 for the 177 Michigan districts in our sample, with considerable”

. of input purchases it does not appear sensihle tb,attempt’to,defidéfg;;IIEit

NON-INSTRUCTIONAL EXPENDITURES

Teachers' salaries constitute a price or set of prices in a manner for *

which we have no analog with respect -tu non-instructional current éperating

l -~
expenditures (NIXCP). \EMese expenditures averaged $278 per pupil in ¢ ’t:\\

-

variénce,'as evidenced by a sténdard deviation of $54. They comprisgﬁé

wide range, of kinds of expenditure, for such things as transportation,’ ;
. : ?

j .
and-so on. Since we are dealing with a brcad composite of diffetent kinds

fuel, power, repairs to and maintenance of buildiﬁgs, books; sppﬁiies;

s

t ;‘\
S 2
2 ®

-
)

demand ?nd supply functions. We can, however, attempt to ideﬁtifygfacgsts
< .

‘which/appear,‘op g_p;iofi:grouhds,etp'be related to- variance in this '
exéeé;ftufeicategofy. i

o i;Lé?ger scheol qi;;ricts tend to be iﬁ'urban—IOCations—whereAtranSp;r:?
tation. -costs aré—less beéauée,fewerrpupils are tfangg?rtéd; They may also )
ehjoy{gconomies of scale and may -be able to obtain lower utility rﬁées.
Thus we expect that increasing size,,asgme33ured,by the Ioga:ithm of the
nuéger gf—teachingipés}tions—(LTEACi, is accompanied by falling levels of

L3

By
“« < ¥

NIXCP. . ;

An increasingly costly element of non—insﬁiuctional expenditures=

consists: of outlays for security and repairing the damages wrougﬁt by

vandals.  Such costs may be assbcigﬁed withfthe proportion of the children
. Ok2

P ¢ *

in the central cities of SMSA's. Thus ourahypothégisvis that NIXCP is P
> . - oot L L .
positively associated with location of the district in a central city (CE)

=1 3 1

=
*

. ,o-

P ) 122 <
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‘and with the propértion‘of school age childrén in families with 1969

income of less rhan§$3 000 (PCHPOV) . « We, expect, on the other hand, R
D- 1 =

a negative association with composite basic skills achievement scores

(SKCF).\;By,the same token, we anticipate that the more stable the

reSidents—of the district,,measure§'b?athe propor tion: of pebple aged

5 and over who lived&in the same hé;;é in 1970 as in lgﬁS {(MOB), and

. . ’ e

the larger the pfoportion of families mithout children (PFNCH), the - B
) smaller will NIXCP be.
G N .
Finally, we haVe the indicators of willingness and ability to -
support échdhl expenditures, in’the:fbrm of MILLV and SEVP, reSpectively, .
«. n
;and MILLD debt—service millage, as o measure of activity in- the -
" acquisition of new buildingsfand land We expect that all three of, ?
these'vaéiables—exert an—upwardiinfluence'on NFXC?. . \\\
. ’The,estimated.regreQEion equationmis as follows (with 't' statistics é
7 r > o . . 7 ' :
i parentheses): ) e . -
.. i :_Q o . N\
- " NIKCP- =7302.6 - 20.99 LTEAC + 31.33 CE'+ 2.755 BCHPOV - ,“
ﬂrﬂ tfg (2 52) ) (2.67) (2.61) .
-3, 072“SKCF + 83 748 PFNCH ~ .9792 MOB + .0037 SEVP
(2.70y ° @li2) (3.31) (11.72) -
"'n [ . ; 0 .
+5.452 MIELV + 4.870 MILLD  ~ (R? = .67; SiE. = $31.90)

~

(9577 f@om

' ‘ Thus, in the case of“all variables except. PFNCH for which the sign
‘) r
of the regc\§sion coefficient is’ positive rather than negative,43 ouf

1

hypotheses—find support. As in the case of teachers salaries, in -seeking

-

= a — - - - - . |

43This .is the only regression coefficient that is not significant at
the p<.05 ievel 'or better. Other variables tested in preliminary analysis.
—but,which added; nothing to explained variance are PUPT, AYTE, PTECM, SESP,
DROP RUR SUB, RES; PNW, PFOR ‘PPP, PRICH, PPUPOP and. POP.
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an adjustment index for NIXCP, one which is far less unambiguously a’

"price" adjustment, we assign to each district the mean values of

MILLV, MILLD and SEVP. The index for .each district is then obtained

in the manner ‘described for the index for salaries, the numerator in .

this instanfe being the construcrive estimate for the i h district,

-
L4 ~

while the denominator is ‘the mean value of NIXCP for the sample of

districts as a whole.

t

For some of the districts listed in Table 2, the following\adjust-
* - t

ment indexes for NiiCP were computed:
Detroit, 1.15
' Dearborn, 0:89 .
. ' Oak,Park,IO;QS |
e - Flint, 1.12 .
ﬂnn:Artor, 1.13- . 4
Adrian, 1.0l N v
] s
Au Gres-~Sims, 1.19
N - . Harbor Springs, l:lé

Marquette, 1.03

fhis index is relatively high for centrai cities such aeretroit and _

Flint and alSO—for the rural—districts of*Harbor Springs and*Au,Cres—Sims.

?he'yalues for Detroit suburbs are ‘ow, while smaller city district

indexes are close to 1. Thé indei.appears to reflect need,for inputs

such as those used in transnortation—in the case of the rural districts,,

and pe~haps- security and maintenance and repairs of older building

,subject to heavy vandalism in the larger central cities. In any event,

+ '

its use cannot be ,seen in the same, light as the indexes for teachers.' salaries:




y

At best, it may combine the impacts of differences in prices or costs B,

and differences in needs as given by the circumstances, societal and

~ =

geographic, surrounding the *schéol district.

.

' CONCLUSIONS

For the more than half of school operating expenditures that is

- accounted for by teachers' salaries, we are confident that the

’

methodology suggested in this paper is capable of providing appropriate

guidelines for adjusting dollars pér pupil so as to compensate for price

.
-

-differencas confronting, school districts. The estimates of adjustment

*

indexes herein presented, while offered only as first approximations, have,

" to us, a "reasonable" Iook about them,‘in the sense that -they vary in
directions and magnitudes_that %ppear'to be conant with'obseriéd experience ,
. .. . . ..

and circumstances in the State. - g . o

In the area of sdlaries we are much closer, we ‘believe, to the
-objective we set -out to attain than i3 ‘the case with respect to ‘non-salary R

expenditures. Here ‘the available data are much less satisfdctory, and it

is not entirely—clearrthatréne can identify and distinguish among elements-
, : )

" of demand and -supply in a manner that permits differentiating between

. N .

expenditure differences due to bricé.variance and those due to circumstances

of geugraphy, climate, age of structures, and so forth. Perhaps, however, -

what is wanted is really an index that is- a composite pfice-need'index.

-~
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s

If 'school finance systems are ultimately to move toward the goal

" not simply of equalify among districts in educational inputs, but

«

equality in meeting educational needs, then what is wanted for all

_parts of school outlays are adjustment indexes that reflect both price

~—— .

and need .differences. Much oﬁviéusly'ré@aius—to be done. This paper

- is offered as a vehicle for carrying one set of suggestions as to the
r
direction that might be taken by larger efforts.

-
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Appendix A

~

‘Definitions of Variables and Sources. of Data

Average teachers' salaries. Michigan Department of
Education, Ranking of Michigan Public High School
Districts by Selected Financial Data, 1972-73,
Bulletin 1012 -(Lansing, n.d.). Hereinafter cited
as Bulletin 1012.

.Difference between 'current operating expenditure”

and "total instruction expenditure" per pupil.
Bulletin 1012.

Average years of teaching experience. Michigan.
Department of Education, Local District Results,
““The Fourth Report of the 1971-72 Michigan
Edacational Assessment Program (Lansing, 1972).
Hereinafter cited’as?LocalfDistrict Resultsr

Dummy variable, 1 if the district is located in the
central city of a Standard Metropolitan Statistical
Area, -as -defined by the 1970 Census of Population,
and the City of Pontiac, O -otherwise.

—Drop-out rate; grades 9-12. Local District Results.
s o A

Districts other than those clagsified -as CE, SUB,

- or RUR..

‘Common: Logarithm of whe*number of teaching -positions
in ‘the schoéol district. Michigan Department of
Education, 1972~-73 -Summary: of Expenditure Data for
‘Michigan Public Schools, Bulletin 1013 (n.p., n.de).
Hereinafter cited as Bullétin 1013,

Number of mills (dollars -per $1,000) levied by the
school district for debt service. Bulletin 1012.

. Number of extra-voted mills approved by electorate i
of the school district for operatioms, Bulletin 1012
Proportion-of population in 'the school district aged

5 and over who lived in -the same house in 1970 as in
1965. National ‘Center for Educational Statistics,
U.S. Office of Education, -Combined SDDT-ELSEGIS TII
(SDEL 3) Data _Tapes, Michigan Tape. ‘Hereinafter cited:
as- SDEL 3 3 !




-

Proportion of children aged 5-17 in families with
income of less than $3,000. SDEL3. -

Proportion of families with no children under 18.

SDEL3.

Proportion of the population not born in the United
States or whose parents were not born in the United
States. SDEL3. \ . ' .

Proportion -of the—populacioﬁ black or Negro and-Spanish-
surname. SDEL3. ‘

[

" Total population. SDEL 3.

-

Propdrtiqn of “total K-12 enrollment in private and
parochial schools. SDEL3. £

K-12 enrollment in the public schools as a ﬁroportion
of the total -population. SDEL3:. ¢

Proportion of families with income in 1969 of $15,000-
-and over. SDEL3.. '

<

'Proportiqn,of’tgaghefsAin—the S@hpol*distiicﬁ with

M.A: degree., Local District Résults.

Number of pupils pei'tgaghing position.. Bul%étiq_;Qli,

Proportion of taxable value of property real rgsidenqﬁﬁi'

in major municipality in the school district, in 1968.

The value for the county used where municipal or town— |
ship-data not-available. A.P. Snyder and: J. Lepczyk,
1968 Value of Taxable Property in Michigan: (East Lansing:
Institute for Community Development and Services,
Michigan State University, 1969)-.

A

Dummy variable, 1 if the district is- located outside
of a SMSA and does not contain a city with a population

of 4,000 or more, 0 otherwise.
Socic-economic status of pupils as- measured by the
Michigan Educational Assessment, 1971-72. Local
District Results. S

State -equalized value -of property per pupil. This
is the effective local tax base per pupil. Bulletin
1012. -~ .. AT
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SKCF

SUB.

’

Basic skills composite achievement test scqres'fo:

fourth grade pupils in- the district. Local District
Results. - ' '

Dummy variable, 1 if the district is located -outside
of the central city but within the boundaries of a
SMSA, 0 otherwise. <(Pontiac.is classified as.a - -
central city rather than a’suburb of Detroit on the-
basis of the author's arbitrary judgment).

-~

%




APPENDIX B
" .CORRELATION-MATRIX . A }

A} » Y

Kalp)
ey




‘panuI3uwo) ,
Q00°T 6SZ°= €90°= SYI'= OLE® 809°~ [TI¥' .T6T° 1ze"  ¢ST~ 8zE*  wUI*  spO'- 82" 0£0°  §91°- MNd
000°T LSE* f2z°- sc1'- 1820 Ovee- 6£0°  S9T°~ 6TIT° oy~ Bre"~ (TT" €91 z9€°  ziz° STd
- 000°T 48— B8SET- €ET"  9LT°- 04 S T AL wwﬂ% wo,.o,. SE0°  T00* wm,N.. Lie*  9ge" ans
. 000°T 8ET°- 9S0°— [80°- ZI¥*~ 8L0'= TOS'~ €ST*- STI'~ Ov0'~ T8&"= TLy*= SIT*- und
. , 900°T <82°- OSY" 9ST°  LTe” : o9z zee! 96T+ vEO'- cey 2ot 0LT - ao
. L 000°T osy"  6€T° 8S0* . L€0° 9S0'= TOZ® TET‘— 2HO'-  Tei- N,wo.,, aD04S
! . o 000°T 060° O0€T* TLT* LT~ 160 ZLI® 9EZ%  9%0°= E€yI'=_ do¥a_
'000°T €S¥°  T1ZL* wwi 6SS*  9ST°*~ 00S°  %i%° 0TI°- WOALL
, | ’ ‘ “ s Q00T “€8€* TOZ* 696t  €TG° 0OT* ~ Si0°- y5Z°- TLXV
: 000°T 6LE° €L%° S80° 8Z9° 08%*  090°- S1iv
. 000°T 98S°  €9€°~ .\md STy 6L0°- dOXIN
. ‘ 000°T '8IE°- 0ST*  €£0° OTE"= aaas-
| - ] : : 000°T 8Z0°  O%Z'- <ZET° zana
. N i 000°T Z9%* S20°~ °  OVAIl
) _ ‘ ) 000°T 920° ATIIH
. 000°T QTIIR
T sawprazess wrawasioh ,A ,f p—
= "' 89[qETivA TIV *S3USFOF73I300 UOFIVTIII0) JO XFIITK  “T°€ Qe , '
: . -

O

IC

P A i Text Provided by ERIC




, - 4 *BaTqeTIeA um,uuoﬂwﬂcﬂuum 203 v xypuaddy 995, 930N, :
- A d0d0dd AOIHOZ HIINA”  dad . €O ¥04d HONAZ
« , Lol %6I°~ %2T° [SC* 2ST" 0S0°- %01 02T - dod!
: : : S : 000°T 96T°- 86d* 6§v°~ 980"  €Lz°-  §y9°-  d0andd
R . ' R 000°T 8L5°- 68T°= [80°  Z61°'— 69%° A0JRDdA
000°T 682% 60Z°- 6€%’  boy'-.  OISa
000°T 092°  8EY"  €00°~ aaa -
5 . . 000°T s8¢t et HOR
M ) . ' . . N ~ . ,? [ ' AN *S - :
) . : ' e 000°T THT* 4044 €
. 000'T  #oNza <
‘ 5. -
MNJ sT¥  €0s g - 49 40ds  d0¥d RWoFL4. ALAV'  SIV JOXIN dAgs. 1dfd OVELT ATIIR QTR .
Z9€  €70°- S60°- 4ZT'= $I¥°  £LT' - WNN,.‘.onﬁ., 760° €6T° 660° %90° 0TI  96%° 620°~ 180°< a0d
LLT'~ 880° 2Z9E*  ¥SO® 6Ty - 9LO'- LST'- 9Op*- BTIp°- 96T'- 9EE’- OLE'- 99T'  8ST'- 8ZT - €62° doandd
Abve €EE'~ Oyy'- OEE*  6LT* ZSY'- 66T° O6T'-= 6yl 88T'= €91° g00¢ 0L0°- 08Z°= 96Z°- §9Z°~. AOGHOA
09T'- €€b° L85  wey-.260°— ZIy'  8LT'- T6E’ €0Z'- 6Lyt TTCT 94T 690°  €es* 0zt 91T BO1¥Z
€20°~ (LyT* 9yT° 06E°= 9ST* TOZ® ¢LO'-— TTE®  €TT* “69€*  zs0*  STT wuo, yEE"  €€2°  ETI'~ dad
680°~ £90°~ SEO° T90°° S¥Z'- O¥O'- 6L0° 9SO°— O6T" 0L0° SYI°'= Thno,. 6L0° 902'~ 601°~ 990°- . 90K
: 3 b o . " ! ' , | |
cyT'- 2z9z° T9Z° €8T°= BLO°- 6SE"  ¥ye'— Ty° 80T* Oyy" 6ST* SOE" €8T'-~ 892Z*  62€  SYO° yoda
. A . B o
65T* 692°~ 89S°- OFE*  6£Z°  yZO'- 680" E€ET*  08y" 9¥0'— 85T’ v1Z* - 89T°- z€T*- T9T"= LE£€°- HONdQ
, auauauﬁwuuou” no.,BWHu,umom BEEERER e ,wswﬂuw?
. « . }/ - . . .
. . . ¢ponuTIuod) °1°§ 9192l
. L - R . . oB
" - - \Ul W
. - . . . .% , . . ., . ) Lo Eym




STATE EDUCATION AID AND SCHOOL TAX
s, : * EFFORTS IN LARCGE CITIES

a
ro -

’

PREFACE

.

This—repott relies on standard,'pﬁblished statistical sources, )

to provide data that are/coﬁparable among States. and cities. -

e ™

There are two-costs({in such an approach: first, the data are

not.the latest that mfay be available in some States or cities

¥

but'éa?her the‘earlier data\aJailaBle"for all étates and cities; -

and' -second, some of the:quantitative,comparisons—neceesatil?'

. o .
abstral& from circumstances--specific to a given: State, Thus, a

,feader’in'that Stéte may find this report souriding at times '
< I’y N ) N
both dated and unrealistic. However, the purpose-of this

report is- to deal with a set of school finance problems common

-

" to a number of cities and Statées, not to. design a school

finance system for any one State. For the latter purpose, there:

is no substitute for ihtenaive ootk—on—the scene, armed'with;
the latest—data that can be produced locally. In this repott,"
‘the data -are illustrative -of the problems and possible solutions,

[

Tnot precise quantitative formul ns: for immediate policy

) application. . o

o




INTRODUCTION

~,

This fepoft‘deals with one of the\most intractable of policy

. . .

problems in school finance'currently: the prospect that

-
» b B -

génerally—applicable systems for equalizing school financial

resources within a state -~ a highly desirable objectiv: of !

public policy ~- seem likely. to increase tax burdens in large

cities, which conflicts with another fréquent public policy

- . ,

objective, alleviation of the evident fiscal difficulties §§
: .
. which many large cities have found themselves for atdecade
or more. This conflict among objectives, and the various :

fiscal difficulties, are by no wmeans universal. among large \ .

cities, but the problems are widespread énd seem most commcn

among the old large cities in the Northeast and North Central

Tegions. .
= . Y < -

Therefore, the subject of the report is the circumstances of -

> . .

‘éight large cities in these tws regions: Baltimore, Boston,
Chicago, Cleveland, Detroit, New York, Philadelphia—aﬁd* ,
St. Louis. All eight became large cities decades ago and were

o

: 7 7 .
mature in both physical and economic characteristics well before

the onset of the depressiom of the 1930's. All are the central
cities of much larger metropolitan areas. to the rest of which

these cities have been losing both population and economic

. acfivity; With the exception of New York whose total*bopulation

N
I D

® « - - ~
B . .
- -
” - . .

B -
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has been stable since 1950,

‘population in the past twentyﬁfive years, declines which

fis followed by’ a section in which the fiscal impact of various

‘hypothetical school finance alternatives is examined as well as

'section presents recommendations for appropriate resolution

* . .

3

all have had absoluteﬂloéses=fn

s *

seem to_be accelera%ing, rather than decelerating Most have s

<

also been suffering absolute lossés in employment recently.

The plan of the—report is, an follows. The’ next-section

examines the general ndture of -the problem facing these cities,

.

~ ~

that is, -the relative fiscal circumstances in which legislatures

© %
!

-

. *

consideringischool finance equalization plans find‘them. This

-

3 . *

LA ?‘,.7

“

the. impact on the citieq .of general tax relief plans. The: final

: 5
1
.

.

of the difficultles found to be real, not merely.apparent.:’
1 .. ) ® ’

-~ - - » \

-~
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t
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THE - PROBLEM
’n e

- - '

Put»éside, for "the moment, a1l the,many real-world cemplications

" that must be consideredfin designing school finance legislation,
’
including the measurement of attendance (or enrQllment/, the
a
weighting of pupils by grade level or degree of handicap, inteér-
Z

district differ, tials in program costs, the ewvident need for

. -

¢ i -
- some types of categorical aid' and many more such issues. Assume

]
T gﬁghat these problems have been resolved. and that, the sole remaining
§ aagﬁ~
*issue is edualigation of&resoux 3 among districte} pure/and
g

Y

Vsimﬁle. In this abstract‘world, -the only variableﬁis\the taxable

1t (?
capacity of a district relative to- that of all districts in its -~
M) I .

state. -Compared to the existing situation, a comprehensive and

° faréreaching_equalization plan is likely to”increase—tax:burdens
ke - e,
in -districts with taxable resources per pupil well above the state-~
wide average, and'Vice versa. Simply put large cities face a K

problem that amounts to a scissors; one blade of which is the

*sipple fact -that, as” conventionally measured, most large citics
have taxable resources per pupil that are in fact above the state
7 3

wide averages~

The conventional measure is, offézurse, the value of taxable

property per pupil -since the property tax remains _the overwhelming
local tax source for the'financing of schools. In five of ovt eight 3’
cities, the "full value" of taxable property per pupil is well

«

above ‘the statewide average, one-third above, that average ‘'in the
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. for our other{

139

i i

" case of .Cleveland and New York and 10-15 percent higher in Boston,

Chicago and Philadelphia. Indeed, in New York'and Chicago, central

‘ city per pupil property valugg?g}e a good deal ‘higher than in their

generally -affluent suburbs, taken as a class (the reverse is true
~ - - -

six cities).. Baltimore is' well below the statewide

v

average in thié respect, while Detroit and St. Louis are close to
) [ 4

the statewide averages.l Thus , holding other things equal, a

comprehensive school finance equalization plan almost surely will

' ,ralse tax burdehs in five of our eight cities.

The ij.scal Circumstances 8f the Cities

The other blade-of the scissors éonsis;s of the overall fiscal
situétion of these cities, notably ' the existihg relatively high

taxes collected from residents and businesses in the cities. Some

1
-

summary comparisons éte presenféd in Table 1 (the sources of the

'undérlying data arérqescribed in Appendix A). In this éablg, the ¢
value of éhé variable for the central city is set at 100, wggh the
statewide average ghd the averageffor'the rest of -the metropoi&tan

area expressed as percentages of“thg central city value. The data

.
o

-

Y

lIfﬁeéé ber:pupil valuation comparisons are 3s of 1971-72; they are

estimates, based on U.S. Census data, of 'what would result from

_ a system of completely uniform assessment within each- state and
" reflect the estimated current market: v..iue of taxable property. No

state has this degree-of assessment equalization in practice; thus,
none ‘of these comparisons match the data to be found in conventional
school finance sources. They are—abstractions;,designed to high-
1igh§‘phe\fundamencal economic situation.

\ i
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Harerfor 1971-72, the latest year for which compfehenéive and

-

—

comparable data are available,-from Federal sources; as of

mid-October 1974, there were only very partial data in these sources

~
-

for 1972-73 and none for, 1973<74. -

Income and Wwealth., Personal income per capita séatewidewis higher
than in seven of éur eight cities, by frqm ; to 20 percént (New York ,
is the,excgption, with per capita bersonal'income 7 }ercent above

the New York State average). The. disparities would be. even largérkj

in Lhis as in all the pther measures, if'the.central city had .
been' removed from the statewide aQerages. It should be noted that

the phenomenon of relatively low per capita income in. central cities

is rather new: twenty years ago?:average.ihc@@é$7Were above the

'stateﬁide—averages in nearly all cities with populations of 100,000
or ‘more. The conventional image of a relatively poor central city

-surrounded by—relatively’welL;off—suburbé—is'supported‘by data: for

our cities: in all cases, per éépita—income in: the parts of the

" SMSA -outside the central city is well above that in- the central city,

by from 16 to 46 percent: ‘The diSparif& is 25 -percent or more in

five of the eight cases.

1 -

In addition, central .city property values per capita are relatively

f oM

e

low in most cases. fﬁq‘estimated,market value of'lpcally-as§essed

taxa¥le real‘propetty per capita (line 2 of Table 1) in 8ix of our

\ i
—eighﬁ states is higher on a~sg§tewide4basis than in the -central

A
\A

g
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s

cities; by from 3 to iO percent; in Cleveland and New York, the
central city and statewide averages are about equal. Per capita
real property values in the metropolitan area outside the central
-city are'above the central city, figure in all cases, by from 30

to 122 percent, with the disparity 50 percent or more in four of

.‘i‘

the eight cases. These property value estimates do not include

locally-assessed personal property or state-assessed. property, but »

-

when. thosé excIuded classes of property are taken into account in

the crude way permitted'by'tbe available data, the relationships
do not'éhange, excéﬁt for Cleveland, where %érsonal pggﬁerty .
compriges -a large- fraction of the property tax base. Using this

more-éomp:ehensfve definition of property values, Cleveland appears

to ‘have substantially -more property per capita than its suburbs and
slightly more than the statewide average.

. In all cases, the per -capita market value of residential real

property is at least 66 percent greater in the suburban areas than , .
in the,centfaizci;igs, with;a disparity’of 100 percént or more in

four of the eight éa,ses.2 This of course is not surprising; per

capita residential property values -have always: been relatively high:

in suburban areas and -central city residential disinvestment in

recent years has widened the gap. However, as in.-the case -of per .

L

“There  are no statewide comparisons in the table for this variable,

although very crude -ones are possible—U§ing,publiShéd Census Bureau

data. However, the resulting statewide figures would not be .
‘precisely comg -.able to the rather more refined -estimates made for .
the central cities studied here. : '




+

) valugs‘pér capita represent a reversal of a situation that pre-
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i

capita income, the relatively low centrél city total property

-

vailed for many years. Historically, low central city residential

property values have been more than offset by high commeréial and

»

industrial property values; this clearly is no longer the case.

Fa r -
LY

Local taxes. Local government tax collections per capita on a

a
&tatewide basis are below local tax collections in the central

cities in all'cases, by from 8 to 37 percent; the disparity is 25

percent or more in five of the eight ‘cases. Local taxes per capita
in the outside-central-city*parts of metropolitan areaé exhibit -

less—diéparity;'but nonetheféss are below central city levels in

seven of the eight cases, by from 2é;9/27 percent; the -exception

is Chicago, where -suburban tax colléctions per capita are 4 percent

< ~

'abbve thé central city level.

P

The -combination of relatively high per capita tax collections in

~ the central cities with relatively low;pe}—capita income and property

¢ -

values means, of course, that ‘there are very large disparities in
taxes expressed as -percentages of income or wealth, which are
I - )

measures of apparent tax bUrden.3’—On:a statewide basis, total local

taxes as percentages of personal income are less: than in the respective

-

3The word "apparent" is- used here because it is not reasonable to
assume that all of*-the locally-imposed taxes are economically
‘borne within the jurisdiction in which- the taxes are collected;
sée tha discussion below. '

AR

B L
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cities in all cases, by from 10 to 40 percent; the disparity
-exceeds 20 percent everywhere except New York and Chicago. The

= N ,//
outside-céntral-city parts of metropolitan areas are even further

/

below the central cities in:tgis respect, with a disparity in
/ 1

excess of 25 percent in all/ﬁases except New York and Chicago.

/
/
’

/

Because central cities ;é%d to be heavier users of nonproperty

/
/ ’

. /+ )
taxes than are suburban local governments, there are extremely

sharp differences iy’the apparent burden of nonproperty taxes,
/ .
but these differgﬁces are not always meaningful. Even so, the
/ e
central cities>/apparent property tax burdens are relatively high

/ )
in-all cases éxcept New York and Philadelphia. In these two
// - .
instances, ,'the céntral cities rely very heavily indeed on.

/
‘nonproperty taxes; while local governments elsewhere in their
states and metropolitan areas remailn heavily dependent upon

propéfty taxes.

I

14

Résidential property taxes as a percentage of personal income,
I >

~on the other hand, are higher in- suburban areas than in central

l—cities, except in the Baltimore area. At first'giaﬁcé,,tﬁis
‘might seem surprising, since the table shows that effective tax
rates on residential property (the tax divided by the’estimated

market value) are lower in suburbs than in central cities, exéepé

-
ot L)




oo - R

for Chicago, New York and Philadelphia; Ey from'7 to 51 percent.4
Homever, ae,previously noted, residential property values per
‘capita- are much lower in central cities thdn in suburbs; moreover,
the central city property tax base includes relativeiy more
nonresidential property and the total central city tax base includes
more nonproperty%taxes, in most cases, which suggests that, however

hard-pressed they may—Be, central cities can get by with residential

property taxes that are low relative to personal income.

This outcome can best be amplified by an flluétration,,which is
presented in Table 2 for the Cleveland SMSA. 1In 1971-72, residential

property taxes provided only about 19 -percent of all local taxes

R ’

in the central .city; the corresponding figufe'for the rest -of the

SMSA was :#43*pércent. This meant that although .the total apparent

»

tax burden -~ relative to personai income -~ vas very much higher

in the -central city (8.4 percent versus 5.3 percent), ‘the residential
property tax burden so measur¥d had a reverse=relationship.
* Y

4There are no statewide comparisons in Table 1 for residential
property taxes, as percentages of either personal income or
market value. A proper calculation -of the numerators of these
fractions would require datg; on the: composition of the tax
base -of all,jurisdictions in the state and their tax levies,
with separate c31Culations for each before summing. This
method would recognize the wide vatriations in tax base
composition, tax rates and assessment. ratios, -variations that
are rarely correlated with each cther. However, this set of ’ -
calculations would be inordinately expensive, -even if all the )

raw data were at hand (which they are not). :
- // N M;




~

Table 2

‘Residential property as percent
of total property tax base

. ‘Property taxes as percent of

total local taxes
Residential propérty ‘taxes as- -
percent of total local taxes

_Local taxes as percent of personal
income: ° .

" All local taxes - o
Residential property taxes

Estimated:-market value of resideatial
-property per capita

Estimated market value of residential
property -as -a percent of personal

income

Estimated effective rate, residential
property--taxes

Central

RESIDENTIAL PROPERTY TAX BURDENS AND RA
CLEVELAND, 1971-72

!
i

City Rest of"SMéA—
2.9 50.9
77.3 " 85.1
19.2 43.3
78,.4 5.3
1.6 2.3
$3,045 $7,204
83 134"
2.0 'Io7

Source: Derived from Census data—as—described in'Appendix A,

~

*
1
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Yet, because the value of residential property per capita or in

relation to personal income was so very much higher in the

’

suburbs, the tax burden result was consistent with lower

éf?eéfiﬁé”féi"rﬁteS'og“suburban~residentialAbroperty.

- -

Returning to Table 1, we find~thét overall effective property

tax rates statewide are well below those in the central cities,

by from 19 to 46 percent, except for.New York and Philadelphia.

With the same exceptions, the outside-central—cify areas have
effective .property tax rates well below those of their respective

central cities, by from 8 tc 35 percent. New York and Philadelphia

are exceptions because of the very great importance of local
i
nonproperty taxes in these two cities, ag: previously notéd.- To

telegraph a message more fully presented below, one can draw the

implication that any school finance equalization plan based mainly
on ‘the property tax, such as full state funding with a statewide
property tax, is likely to affect New York and Ehiladelphiarwith
particular severity simply because their heaVy:reliaﬁcé on othér

taxes results in relatively low property-tax rates if these cities;

a relationship that surely does not suggest that these cities are

&= .
fiscally well off.

LY J

-One way of summarizing these comparisons of apparent tax burden
is ‘to indicate the percentage change in local tax collections ~—~-
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presumably caused by increases or decreases in state aid -- that
/ would have been required in 1971-72, if local taxes as percentages

of personal income had been equalized to the statewide average in

each of our metropolitan areas. The following are the;calculated >

percentage changes, or indicators of "excessive" or 'sub=normal® --—— - —

%

; tax burdens:
-.Central City Rest of SMSA
-&«f~~$;ABaltimore.44*wm N - =22 +5 . .
- Boston - - =28 B
Chicago -16 =2
Cleveland ] -39 -3
.Detroit =24 +7 -
New York N -10 +6 . s
‘Philadelphia -31. +6: - N

St. -Louis . =40 +9

+ required'percéntage incréase .
(=) required.percentage reduction 4 - -

N

This. summary suggests that an apparent tax burden problem of the#
central city vis-a-vis the state at large exists in all eight cases,

Bu; is most severe in St. Louis and Cleveland and- least serious. in

4

‘New- York and Chicégo. In most—cgsesg—outside-centraleciéy areas

AN

seem under—burdeped relative to fﬁgq§tatewide aQerages,:but onlf
by modest amounts. Such areaé are underrburdéhedrrelative—to the
éent?al cities in all cases, and heévily soeeg;éht iniﬁew Yor@ and
iéhicago. In this regardé St. Louis and Cleveland again appear wégst E
. off, Witg Philadelphia a close runner-up. Relati&e,to the metro-

politan areas and states surrounding them, St. Louis and Cleveland

could be described as fiscal baupers.
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The Schools' Role in the Fiscal Problems
It is widely perceived that the existing systems of school
finance play a relatively minor role in creating the differ-

entially heavy apparent central city tax burdens. This'i

perception is supported by the data for our eight cities.

First,—ésmIableMB_showsd_th4ggxcentagg“of 1oca11y—rai§ed : .

revenue devoted to the schools in central cities is well

below that for all local governments in their respective

states and even further below that for the outside-central-

city parté of their respective metropolitan areas.5 Were T
‘the central city data removed from the statewide averages in ' .

the third columm of Table 3, those percen}gges would befmore' oA
~ than 50 in nearly all cases, far—ébovg,the ceqﬁ?Eicit&levels. :
'Cféar;y,rthe'heaviesf éré‘sjrgléﬁfﬁhé relativ;iy low central
city tax bases —- income and wgalth -= cgmegﬁ?;om non-school
expenditure requiremen;s: )

£

«

Another approach is.to examine per capita locally-financed expen-
diture. In seven of our eight cases, total locally-financed

-expenditure ber capita is substantially higher in the central city

3 -

5Thc data inm Table 3 are for 196970, utilized because Sacks and .
Callahan had already performed the elaborate calculations

necessary, for that year. There is no reason to believe that . .
more recent data would reverse any of these relationships.

Indeed recent changes in school aid formulas have no doubt

reduced the central city percentages relative to those of the

states and outside-central-city areas, in a number of cases. .




Table 3. LOCALLY-FINANCED SCHOOL EXPENDITURE’AS A PERCENTAGE
: . . OF ALL LOCALLY-FINANCED GENERAL EXPENDITURE, 1969-702

- o

: béntral Rest of
Area __City ) SMSA Statewide

Baltimore 46 ~ . ' 57 53
BostonP - 37, 47 - 43
Chicag 27 53 A
Clevelur 39, 52 7 44
Detroit 27 49 - - 48
New York 19 44 - 28
Philadelphia® - .21 57 45 °
St. Louis 27 "54 43

8dapted from data in Seymour Sacks and—John Callahan, "Central City
- Suturban Fiscal Disparity,” Appendix B of Advisory Commission on
Intergove. mental Relations, City Financi..i.Emergencies: _The Inter-—
goverrmental Dimension, Commission Report A-42, July 1973. The
principal adaptation by the author has been to remove expenditure
and aid for higher education from the Sacks and Callahan "education"
classification. '"Locally-financed" .expenditure istotal expenditure
less Federal and State aid.

-

’bofficial SMSA definition, which differs from that used in Table 1.

=

©

L.V
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than it is statewide (there is virtually no difference’ for

-

Dettroit). ‘But only in Ciéveland.is locally-financéd'schbol N

expenditure per capita above the statewide average. Ig all v \\

»

3
cases, locally-financed ndn-school expenditure per capita is .

considerably above the st;atewide% average in the central cikies.

’

' 0y N A b . - \

- _ ‘he central®city figure is 20-40 percent above the statewide \

average in Baltimore, Boston and Detroit; it is 40-75 pércéan7\\

higher in Chicago, Cleveland and New York; and .it.is double or //// :

3
2

- more the statewide average in St. Louis and Philadelphii., The

, ., central cities are also far above the (mtside—tengral—c't§ parts
of the SMSA's in this respect. : : L

-

) . — W'Y L £
gt is, of course, possible that evensif locally—E??%hcgd school ;

’ o -

expenditure 1s relatively small on a per capita basis,.it may oo ’ .
- burden a relatively poor central city disproportionhtely. However, '

.

. b

this is not the general situation in-our cities. Recall that in
\/ : z .
‘all cases total local tax collections as a percentage of personal . '
<, o I : B
. income in the central cities are significantly .above the .statewide

aver;ges. But local scﬁool taxes relative to persbnaLcincome‘are
aque,the statewide average iq only four cases -- q}ével?nd, 7 . .-
Baltimore, }-3ton and St. Louis -- and in the latter\ggs cases, , ) .

the difference is tfigial. In Cleveland, s noted abdﬁe, locally-
’ Ve

financed, school expenditure per capita is higher than the statewide ,?
-~

average; school finance arrangements explain about one~-half of the

differentially high central city tax bturden. In Baltimdre, }océlly;
?f‘ ) 2 . ve N

4 ~

-
i .

ERI

- T ‘ . °
= 3 -
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finarced school expenditure per capita is on a par with the state- )
A ' ‘ - ' ‘
wide average and the school finance arrangemengs‘account for about

two—fifths of the total tax burden differential.’ ‘ TN R

.
-

It is worth repeeting at this point that the analysis so far
. . - W

focuses entirely on fiscal and economic differentials; it says

. nothing about the appropriate levels of school .support in terms

.of educational needs. School finance reforms helping the central AN :

city may be needed in order to cope more adequately with program .
. O h ‘ ‘ ) . ‘ P
R mirequir-ement:s, But, with the exceptions of Cleveland and Baltimore, A
*. ~ . * s ~—— ' - - M

the overall fiscal difficultiés of thé central cities do not .
originate:h1¥§hool finance problems. kather, éhosedifficulties‘

.

. arise from the financial requirements of non-school services. .

- \ .

1{1 ; via the adoption of a school finance equalization plan that hurts | ' : ) \
B * & - * i ’ ': \\
. large Cltles, which as the concern of this report. Nor does the ) o RN _7j

. - re . i

\ . A
Lo . - .
: - That, of course, does,not warrant exacerbation of the difficulties ‘“//// ‘\

. - . \

“conclusion that school finance per se is” not the, large city fisc A ' . R

-..\ . ’
problem conflict wiﬁh the presumption underlying the municipal .

overburden argument, that the %;rée—city non-school fiscal diffi— _ \
8 . LS
culties eﬁfectively sterilize part df the taxpaying capacity that . " -4/

¢+, \.‘ . . (

¥

might otherwise be available to finance schools, thus calling for - ’ , .-

\ b » - : ‘,,

a more sui“ebie definition of taxable capacity for school finance . '
—ﬂ) purposes. . ;h‘ v ; ) X =T B . . o ) g

EMC o . ‘ R . " . ' \. .

;T v ) o
. .
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_~taxation cannot be confined within the boundaries of individual

' Real and Apparent Tax. Burdens

A
s

The bottom line of Table 1 shows a variable described as ''locally

" borne" local taxes as a percent of personal income. Those figures

s

represent the end—result‘of an elaborate series of calculations,

R

based on partial data and arguable assumpticns, that were made in ’
)

order to deal with a basic difficulty in conventlonal tax burden

calculations, the fact that the economic consequences of“local

“ o . M

jurisdictions 'imposing taxes. To put it more directly, it is not
appropriate to define, as the "resident tax burden,' total local
taxes collected per capita or relative to resident personal income.

~

To some not ineonsiderable extent, the burden of locally-imposed

. taxes can be "exported" to people resident in other jurisdictions

- -

and there is ebery reason to believe that the exporting possibiliiies

differ significantly between. central cities and suburbs. Exporting

,p0551b111t1es depend upon ‘the relatlve importance of the different

1oca1—taxes utilized, the comp051tion of the bases for the individual

types of tax and the speC1fic economic characteristics of individual

- cities and metropolitan areas. . -t

. _ - T
~ i >
- - - M

For most taxes, there is some real possibility that part or all of
the bundeﬂ of the tax can be shifted backward to the factors of
4

production that combine to give rise to the taxable event —-— labor
L*.
and owners of land and capital, or forward to those who consume gocds
e .

K

and services whose produetion, distribution and/or consumption gives

-

B . -t “ . A
rise to tax. If there is shifting, there wil}l also be exporting of .

. ] « h
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A

tax burdens to the .extent that the owners of land, labor and capital
are not residents of the taxing jurisdiction, or if éonsumers of

the taxed product are not residents. And éven if there is no shifting '

of the burden from theé taxpaye£ having legdl liability §§r éhe tax,” -
there will be exporting if the initial taxpayers are non-residents.
(;oy example, owners of inner-—city rental resideﬁtial,property may

J . be unable to shift property taxes at all,.but if they live in the

. suburbs, these taxes are exported from the central city.) ) .

é R R
Economists are by no means agreed on the extent to which shifting

occurs in general, as well as in specific'Cities;’and the data on

nqnéqesident ownership of productive inputs and non-resident
! 4
consumption of taxed outputs are anything but adequate. .Therefoge, .

there is ho way to deal with tax exp%rting,inra-maﬁner that is at
all precise. Nonetheless, some rézognition of the iésue‘is?neceéséry,

if -only because there is a,présdmp;ion that, ‘the heavy, central city:

>
.

’3 - g < -
tax burdens, when.tax exporting possibilities areignored, overstate

- - - A M ‘<

Mtrue" -economic burdens to a greater extent than do data on tax =

- burdens outside the large centtral:cities. This presumption rests on,

L

Y -

fIrStf,the relatively greater extent to which ‘the central city

property tax base consists of bysiness property and, second, the

reiativgly greater use by central cities of local non—property -taxes,

somé of which seem amenable to a fair amount of exporting.
. Lo -

Appendix B sets out the methods and assumptions used to estimate
- " Y B " .
exporting of local tax burdens, and some details of the results.
£ ) "

-
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important than these estimate$ suggest.

Y

&

156

/

Both conceptual and data difficulties preclude making estimates

on a statewide basis in which one can have even the limited
| LN
confidence that inheres in the estimates for .central cities and the

outside-central=city areas found in Appendix B., The Appendix shows

-

. . ! N N
that central cities do indeed export larger percentages of their

taxes.than suburban areas,.although in Baltimore and Detroit the

.

differences are‘trivial ones. They are quite large for Philadelphia,

Boston and St. Louis, and sincé the. methods used tend to understate the

. extent of central city tax exporting for cities with relatively

- .

;flourishing central business .districts (like Boston, Chicago and

New York), the differences for New York and Chicago'may—be—mpre

4 :

v

In Table 4, we compare tax burdens, expfessed as percentages of
personal income, for all local taxes and -only those local taxes

-

estimated to be locally borne, that is, after the -allowance for

exporting. The first thing ‘that is evident from this table is that
,alldﬁiné‘fqr tax exporting not_ only reduces the level of .apparent
‘tax bufdens, but also the very large differences among metropolitan’

areas.. More to the point here, such allowance reduces -thé differentials.

in tax burdehs within:metropolitan areas. It virtually eliminates fhe

e

central city-sﬁburbaﬁ differential for Boston and Chicago: and comes

¢lose to doing so for New York. Given the bias noted above, it is

3 . —

possiblé to conclude that thetrue outside-central-city tax burden
-t .

may well be higher than the central city tax burden in these three

cases. Central city tax burdens continue to be well -above suburban ones

. ! s
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e : Table 4. LOCAL TAXES AS PERCENT OF PERSONAL INCOME, 1971-72
/
All Local - Estinfated ]
\\\ . Taxes "Locally Borne" 2
N\
Baltimore x\ “
Central city.. N © 6.73 - - 4.51
Rest of SMSA ‘ 4,98 361
Bos ton A
Central city . 9.96 5.52
‘Rest of SMSA o 6.99 5.39
Chicago °
Central city . 6.84 3.88
Rest of SMSA 5.88 3.78
éleveland' : . . )
Central city 8.44 449
Rest of SHSA - 5.28 3.49
Detrolit - o ~
Central city 6.99 4,00 ..
Rest of SMSA 4.98 3.01
‘New York . ) .
Central city © 9,05 . 5.65
Rest -of SMSA H7'.66- - 5.21
.
Philadelphia N .
Central city . 7.10 4,84
~ Rest of SMSA ) 4,58 3.89
St. Louis . .
Central tity 8.65 | 5.25

“Rest -of SMSA - 4,74 ] 3.53

'a]Local taxes after adjustment for exp.rting. <

e

o
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_in the other five areas, and spectacularly so in St. Louis.

Y

[y

. “As noted earlier, it would be a huge and questionable under-
taking to attempt similar estimates on a statewide basis. However,
economic reasoning suggests that in most cases allowance for tax

- exporting would reduce the central city versus statewide tax

. .
(S i

burden differential somewhat more than such allowance does for the

-

central city versus suburban differential. It is a reasonable guess
that the true statewide average tax burden is equal to or greater

than that of Boston, Chicago and New York 80 90 percent -of the

7 ’

central city burden in Baltlmore Detroit and Phlladelphla Cleveland

. and St. Louis remain seriously overburdened, especially the latter.
These differences are important to keep in mind din reading the

- following section: the serious nature of the overburden problem in
- ) . . F] N i .
two cities, its marginal nature in three, others and the possibility

»

that the real situation may be one of municipal EBQEEQEEQEH in
{Boston, Chicago.and1New‘¥prk,‘the cries of their mayors to the

-contrary notwithstanding. IS

‘HoweVer, 'one caveat is in order. A city may design its tax system

so as to maximize the ektent of tax’eXpo;ting at the time tax
7changes are made, and this is frequently, if not usually, done.

But there can be long— ern adverse consgquences of this strategy:

T e 4

differentially hi“h ‘taxes- onmbusiness property, retail sales or

e
g
e _

nonreésident earnings which initially are exported in time can

1Y

trigger shifts in the location of economic activity, undermining

LY

. [ e ®
1\.-?‘
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the city's tax base and resulting in more of the tax burden falling

on residents. Moreover, the long-term trend toward decentralization

of economic activity away from the inner parts of large metropolitan

L2

areas means that central cities over time will be less able to

export tax burdens. This caveat does mnot imply that the present
tax exporting situation should be ignored, but rather that fiscal

reforms designed in the light of the existing relative tax burdens

will need re-examination in time, since those relative tax burdens

will surely change,

>




SCHOOL FINANCE ALTERNATIVES

In -this section, we diséuss the impact of the more commonly
.discussed school finance reforms on the eight cities‘in duestion.
To set the stage, thefé is need to gxamine the_existiné school
finance situation. Once again, the éxaminationzig in terms of
1971-72 ahta, to provide for maximuin comparability. Th&s, the
sitqat;ién described are not really the "existih/g" ones, for almost
" all states (qo% just the -eight ones ;onside;éd here) 'have changed
their state school support programs to some e#tent’éinte theh;
There-were major changes iA,Miqhigan and Illinois enacted in 1973
and more modest -one in our other sﬁatgs—(such as those enacted

in 1974 in New York and Massachusetts), with an impact on the
large cities. The comparisons that félqu"thusraccurafely describe
the existing situation a@d the impact of school finance reforms-
only i~ states that continue to have schooI—finanbe systems that _

are more or less conventional.

P

Because the data for 1971-72, while comparable, are somewhat

dated, aﬁ'ekamination in terms of'ﬁregise magnitudes would be

pointleésh Instead, we rely here on looser characterizations of the
R

relationship of the large central city to the average for its state.

14 ‘ - »
The four sections of Table 5 each contain a comparison of twoischabl
" finance variables. Table 5A deals with relative -property values

and the percentage of s;agg-lbqa; revenue for schools provided—byi/

state aid.

160 ijS()
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A Thisris'shown in Table 5B. Only two citles, PhiIadelphia and

161

:

In threevcities—jPhiladelphia, Boston and Baltimore--the state
school aid percentage for the cities was above the statewide
average; in;Detfcit, the perceﬁtages were about equal. In the
other four cities, the state aid percentage for the large city was
below the statewide average. The relative size of the property

»

‘tax base by itself can explain these differences, for the most

-

part. All four cities with below~average state aid percentages

had above-average property values per pupil.
with relatively high state aid percentages, had below-average
property values. Detroit was closerto the statewide averages on
both—counts. Philadelphia -was- the ‘'only sport in the system with ;
- !

both moderately high relative property values and a high state |

aid percentage. . , . /

/
/-
[ 2 N

How -did differences in the relative state aid percentages affect
financial resources per.pupil, relative to the staté;ide averageé’
¢
New: York ‘had above-average révenﬁepéf‘pﬁpii:?_TﬁfPﬁilaaelpFiajLA‘
state aid is clearly an. explanatory factor{/éince the state aid‘
percentage was relatively very»high, but/éais was not the'casef;n
New York. 1In Baltimore and”Boston, even a—felati&eiy‘highfstate
. i . ;
aidapercentage was iﬁsufficient to taise revenue per pcpii to Fhe
statewide average, especially in the Baltimore case. In Detrgit,
an average state aid percentage 1eft revenué per pupil well below

the statewide average.  In St: Louis, Chicago andCleveland,Zthe

e aid

‘two variables combine in an expected way-—ielatively low-sta

Boston and Baltimore,
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164 ’ N .
bercentages and relativély low revenue per pupil. : *

The other main element in school finance, aside from state aid,

7

is local tax‘effopt.r Table 5C deals with local.school ta¥
rates and revenue per pupil. Above-average revenue per pupil in

New York and Philadelphia was associated with relatively low,

- -

noi high, school tax rates, in Philadelphia in good part because

of the favorable state aid percentage. Only in Boston was the

[

_city's school tax rate above the statewide average (and only

~

slightly so, at that), but it left revenue per pupil below average.
. “ ’ ’ i
In-the five, other gities, both school tax rates and revenue per

pupil were below the statewide averages, which tends to support
’ /
‘the municipal overburden argument, in the sense that non-school

- claims on the tax base may lead to seemingly low school tax rates

A *

. A
which in turn result in below-average resources. However, as noted

in ‘the preceding section, the faéts appear to deny -that municipal
,.7‘ . ' N
5§erburdenrtruly exists in Chicago.

To complete the circle, consider the relation between relative B

‘tax -base, that is,'per puﬁil property values; and relative school
tax rates., shown in Table 5D. Five of the cities had both ° .
relatively high values and relatively low tax rates,.an expected
relggiﬁnship. But Detroit and Baltimore had very low relative “

., school ta. rates ;n gpmbina;ion with below-average values. As fhe

preceding discussion indicates, for these two cities, even a

relat{vely favorable state aid percentage was not sufficient under
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_conditions that exist; and second, additional revenue per pupil

"ERIC
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N

such circumstances to yield per pupil.revenue anywhere near the
\g .&‘J ¢ \
sthteyide average. Finally, Boston had a not surprising com-

binaticn of relatively low property values ard a relatively high

school tax rate. But that high tax.rate, eve: in combination

with a favorable state aid percentage, was not adequate to bring

its fevenue per pupil to the statewide average.

These comparisons lead to some sumzusy evaluation of the overall

)
~

directions of school finance reform Zor our cities, based on
two additional assumpticus: first, large cities surely require

*

relatively high revenue per pupil to cope with all the handicapping

should not be generated by increased local school taxe§‘tﬁgt
would bring larg?—ci;y school rates to levels that are above
those in the surroundi;g areas {in view of the low incomes and
relative economic deteri%Fation,in the:::htral cities). In this
light, the situation of Philadeiphia—in 1971~72 was the most
nearly‘samisfactory: In New York and Chicago, as of 1971-72,

: LY
improvement seemed to call for both more local tax effort and a

higher state aid percentage.. In Detroit and Baltimore, it would

.o

have been possible to argue for mcre local “tax efforg, but the .
real case was for a higher state aid percentage deépffe the |

fact that the staté aid° petcentage was already r;iatively favorable.
A,similar argument would ?pyly,to Clevélénd and St. Louis, especially

in view of the discussion in the preceding section of this report,

showing that these two cities can be considered fiscal paupers .
- ¢ e -
{

-

@
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In Beston, where the school tex effort was above average in

1971-72 and tax base below average, the argument must be for

a state aid percentage even more favorable than that existing
™~

- \ v

in 1971-72. 1

Svecial Urbaa Aid’

These comﬁé?iéohs suggest an implicit answer to the question, to
what extent did the provisions for special urban school aid existing
in 1971-72 offset the presumptive depressant effects of municipal

overburden on the level of big-city school expenditure? The

relative state aid percentages shown i; Parts A and, B of Table 5

includé_gll state aid, general and categorical, among which is any
special aid for‘largé—c*ty school systems that existed in 1971-72.
The answer, from Table .2,

is Ehat only in the case of Philadelphia

does a high state aid percentage succeed in raising per pupil

resources to levels that are high relative to the statewide average.

In 1971=72, five of our eight states had features in t'eir state

v

school support svstems tnat provided significant extra state aid

to large—ci%y school systems; Illinois, Massachusetts and Missouri

were the exceptions. Of the five states, only Ohip labelled its
special aid explicitly as money designed to deal with municipal
overburden, although the "density'" aid in Maéyland and Pennsylvania
presumably was so designed. However, it is possible to treat any

speciél school aid to large cities, however labelled, as having

Aid that is called

2

something to do with nonschool fiscal problems.

’ L]
.
v
3
Y
1
-
.
» »
.
-
+
. :
*k.“'f,
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Q
's .




»

'ERIC

L compénsatorx, calculated on the basis of _the numbers of pupils in ,
st - - 7, ) ’

. . 4 A *
e povert} “or w;th poor academic achfevement can be 1nterpreted as

\
- . ” \ s

1
.\»deSLgnedito prov1de the extra schoolizunds that the cities ﬁre

/ . .
unable to raise .themselves because of those nonsqﬁool fiscal °

problems."‘ﬁnre generally, both compensatory aid and dengity, aid -

’ ©

(or municipal overburden aid, rn/Ohlo) cad _be construed.as
.’—\ .y

,.

having to .o with either hlgh -cost puplls or the hlgh nonschodl -

municipal costs related %o the heavy incidence of -poverty in
. . § i

large cities, or some combination of these two conceptyally

. LI i

distinct rationales. . - . ' -

o

4

Compensatory aid is often (although fiot always) in the form of a

L% ) .
categorical .grant financing a specified package of additional (/ -

e

school services. When compensatory aid does in fact result in f} .

l N :

‘ spending that would be elimfnated if the compensatory aid were

'ywitbdrazn, such aid does not reduce local fiscal burdens, although
! : N )
it does partly overcome one result of excess large—C1ty frscal !

-

burdens, the gresumably depressing ‘effects on the quality of school

- programs. In two of the f1ve citiés with special urban aid programs .

in 1971-72, Baltimore and Philadelphia, the aid was virtually -
LA | PN *
e;} explicitly directed at municipal overburden. In Detroit and

New York, the aid was designated compensatory, but it 1s not clear

that the special aid was really closely tied to services whose

J‘?brovlsion depended upon those specific dollars of aid. In Cleveland,

part 6f the a1d was for municipal overburden, but most was N
'l . . -
coneensatory and tied to special services. Téisome extent therefore, .- L
« : _
. ) . .l"
o / . ]
4 o
r 4 Ii :‘) s N
. L
> ) .
" . ’
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. best available measure of municipal overburden, namely the higher
- / * 2

converted to a dollar dmount. In line (2) of Table b, the /1

168

4

~
-

the special uerT aid received by Cleveland did not provide fiscal
. P y
relief. ; .

-
-

However, because it is impossible to disentangle purposes and

difficult to determine whether compensatory aid'reallﬁ finances

services that would be.elimipated if the aid were withdrawn,

7 -
We have calculated the dollar amount of special urban i?d to

”

thg five large cities in 1971-72, however that aég,is labelled.

N -
- -

This can be compared to what in this report is considered the

B P M rd -
gércentages of personal income tabsorbed. by 'locally-borne"
/ - . ' » .

local taxes in central cities than in the rest of their_ SMSA's,

-as shown in Table 4, above. Those excess percentages can be
A ‘ :

—dollér}amoqnt of spec}al urban school aid is compared to the -

dollar amount of this excess taf burden, for the five cities

=

with significant special urban school aid programs (however

labelled) in 1971-72. .As Table 6 shows, special urban school - -
. ) )
aid was in fact substantial relative to the excess local tax

burdens, exceeding one—fourth of the qmali excess burden- in

y

New York, 30 percent of more substantial excess burdens in

i <

Baltimoré and Detroit and two~thirds of the excess in Cleveland;

in Philadelphia, the special urban aid equalled the excess local

_e
Al

tax burden.

*]
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-

However, it is important to recall that the excess local tax

L

burdens of the central city residents calculated fof 1971~72

v alréadx reflect the impact of the special urban schdq; aid pro--
cial programs, the excess tax

grams. - This is, without the spe
burdens would have been even higher, had the city schools spent
/

~
the same amount by raising local taxes even more. The.effect

o

4s shown quantitatively in line (3)‘of Table 6; the estimates
\ .

there assume that the degree of tax exporting estimated in

'Appendix B would also apply to any additional city tax efforts.

P~

-~ As indicated, municipal.oGérburdbn_ypuld have contiﬁueh to be a
b N . -
minor (if at all real) problem in New York, even after the

*adjustment. But in the 6thér citfes,—thg-excess‘10c§l tax
-

» . -
burden wauld -have increased significantly, bringing the tax
L 3 N

k£
Burden on residents to a level appfbxfmateiy 40 percent above

-

that on residents of the surrounding metropolitan areas in

]

Cleveland, Detroit and Philadelphia.

Earlier in this report, it was suggested that true residén;
\ . . /
nd Philadelphia may beﬁonl#

1
/!

== _taxX purder in Baltimore, Detroit a
\

‘marginally -above the statgw{aé*aﬁéfages and ‘that serious
!

excess tax Burden broblems may be confined to Cleveland and/
Table 6 suggests that special urban School~aid/“
. , /

in all this. Sgate\

St. Louis.
has been a significant alleviating factor

school finance reforms that significantly increase relat#&e

-
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" should not be neglected in reading- the subsequént passages of this

171

e
;o n

central city tax burdens, for example by sfripping away the special

urban aid in the reforming process., could make a problem that seems

- only matginal in some of our cities a serious one, a point that

report.

<

Full State Funding

The first; and simplest, school finance .equalizing plan considered

-

hereiis full,state funding, in éhe first instance financed by a
statewide praperty tax. A relatively pure full state funding plan is
Qésu4§i, with all existing state-locdl-school—funds pooled-;nd
teplaéea by a uniform per pupil diséributioq,ghd,é unifééﬁ state-
. <
Owi'dc;,’;p';-operty tax. The level of program assumed is the egisting
statewide average, in terms of state-local revenue per,%upi%,—where 4

‘the central city:in 1971—727wa$ belaw that average. In;the two cases

-

] - , . .
in which the ¢ity was above the statewide -average in this respect--

¢ .

New York and Philadelphia—;it—was assumed that the statewide average

‘would increase by ‘the modest amourit necessary to maiﬁkaih'éﬂe existing-

N /¢ *
central city per pupil revenue level; the Whole»exergise necessarily

lacks. Tealism, but to base a simulation on an -assumed teduction in city

t

. < 6 -
per pupil revenue seems even more unrealistic. -

)
i oe
I

e

‘o -

61n this, and some of the other, simulations, the metﬁod\ used par?alleled’
that used in John J: Callahan, William H. Wilken and M.\Tracy Sillermah,
Urban School and School Finance Reform: Promise and Reality, Nationmal
Urban Coalition, 1974. Some, but not all, ¢f the nresent quantitative
results are identical with those in the Cgllahén,,ﬁ‘;ken'and S;llerman

study. . ‘//// .

-
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: \\\\\ Table 7 shows the simulated effects of such a plan, as of 1971-72.

It would have made little difference in either tax bu;dens or

revenue ber pupil in Bostop and Cleveland. In Balitmore, Chicago,

Detroit and St. Louis, per pupil revenue wouid have incfeased, but

’ '

at the’ price of a larger percentage increase in school tax rates,
espeéiglly in Chicago. Chicago might be relatively rich enough
to afford such'a plan, but it would be a poor buy for Chicagé -

residents. In Baltimore and Detroit, all the increases are big

* *
-

.

ones; the policy choice posed by the simulation is whether a size-

able increase in per pupil resources is wofth.so large an increasg

e -

in tax burdens (the policy .choice, of course, is moot for Detroit,

~

in view -of the August 1973 Michigan school tax reform which in

fact caused an .increase in both ™ ..mit's school resources and its

-school tax rate). Given the very poor fiscal condition of St. Louls,

\

it may be questioned whether any increase in tax burdens would have
] . . . .

*

been: a- sensible policy\;hoice. Both- New York.and PHilédeitha ’

would- have experienced t\x increases without .additional school

™ - - v

Eesources; for Philadelpgia,,the tax_increase "would have been very

-
v

~—~Jarge, a reflection of th"largé magnitude of the existing urban
. * . . * ) ¢ >, .
school aid,program, wiped out iim this simulition. o g

~
.

Full state funding of schools of course could be financed from

. \ , -

traditional state government revenue sources, rather thap a sZatewide

)
7
LI a

property tax; after all, none of our eight states currently reliés T i

.

, ‘ , \

. S i )
i > MY »»




Table 7. SIMULATED EFFECT Of FULL STATE FUNDING FINANCED BY
- A STATEWIDE PROPERTY TAX, AS OF 1971 - 722

city
Baltimore
‘Boston
Chicago
Cleveland
Detroit

New York

Philadelphia

St. Louis

Percent Change
in State~Local
Revenue Per Pupil

Percent Change
in Local

+27
+ 3
+13

+ 1

+30

+ 9

‘School Tax Rate

+34
-2
+46
+3
+39
+24
+73

+16° "

Percent Change
in Total Llocal
Taxes

+17
-1
+18
+1
©+12
+ 5
+20

+ 4

a%isumes ‘that full state funding w1l1 ‘take place at the actual 1971-72
vel of statewide state-local per, pupll revenue,; where this exceeds
‘the: central city level, or at the central -city level where the latter
. exceeds the statewide average.
their state's averages in 1971-72, and therefore they show no changé

in the first célumn of thls table.

A

~—

Only New York and Philadelphla exceeded:

i
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. estimation problem appears in Table 8. There we assume that all

174

significantly on the property tax as a source of state government
revenue.’ It is rather difficult to estimate the .consequences
for central city resident tax burdens of full state funding so ° .

financed. A simplified--and therefore unrealistic--approach to the

local school taxes are replaced by additional state kaxes
‘necessafy to finance the program levels assumed in Table 7. Then
the geographic‘locu of the édded stéte taxes is.eétimat$d on two
aiternaéive bases, fitst, in proportion to the city's share of°
‘statewide peréonal income ahd second, in proportion to the
Adéiséry C;mmission on Intergovernmental Relations estimates of

%

‘non-property revenue capacity, a concept that reflects the ¢

income): taxes.

)

As Table 8 shows, on either basis, taxes ¢olle.’ 1 in the city

of Boston would decline somewhat under this plan; taxes

5 —

collected in Cleveland would decline on one basis and be

N
roughly unchanged on the other. Tax collections in Baltimore

would- decline if the plan were financed mainly by increadsed
personal income taxation, but otherwise would increase and

perhaps substantially. It is thus conceivable that taxpayers in these

———— o m—rn e S——rrm———

‘In no case does the property tax provide more than 3 percent of \
./ _
state government tax revenue nor do state~collected prdperty
taxes amount to more than 5 percent of total state-local property

tax collection'in any'of the eight states.

*

275 R




Table 8. FULL STATE FUNDING FINANCED BY NONPROPERTY TAXES
AND CENTRAL CITY SCHOOL TAXES, AS OF 1971 - 7}&"’ - .

Additional State Taxes Imposed to Finance Schools
Collected in City as Percent of[Existing'City
Local School Taxes, with Distribution of State

’ Taxes Estimated on the Basis ofi:
L \f
: . Personal Igcome Reyenﬁg Capacity *
City . Shares } Shares® .
- ’ -

Baltimore:  _ - 92 .1155
Boston ‘ . 85 - 87
Shicago , 116 L 141 -
Cleveland 69 : 101
Detroit = . 143 176

Néw York . 163 I 7. - ,

Philadelphia ' 129. . 168 ST -

St. Louis 114 } ’241‘ . B i
! et
.ZaSee footnote -(a), Table 7, for description of a%SUmed leve;‘of‘bfogiam. B
bThat isa,as;umes—that incremental §tate,taxesvw{ii be proportional to | : ‘
-personal income in the-city and.dts state. o . ] “ / d

. ‘e .
: CThat is, assumes that incremental statg -taxeg will be propor tional
o to the revenue capacity (excluding property taxes) of ‘the city and /
its state,. as estimated'in~AdvisorY—Cbmmis$;oﬁ on Intergovernmental
Relations, Measuring the Fiscal Capacity and Effort of State and Local -
Areas (Information Report M-58, March: 1971). JDetroit revenue capacity J . .
estimated by the-iauthor of this report. /.
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three cities might benefit significantly from full state funding
so financed; as noted éérlieé; full state funding financed by a 1
statewide property tax would have had only trivial or equivocal

results in these same cities.

] 1

iax collections would increase in all the othér citieés ho&éver

full state funding:yas financed. Taxpayers in bhicago éﬁa

Philadelphia would be ?ettef of £ with‘pohproperty tax financing

thén with a statéwide property tax, although they would be hurt .
badly in either case. The statewide property éax is a bgtter heak

for Detroit and New York taxpayers. In .St. Louis, the outcome

depends on which nonproperty taxes are used.

‘o

Two.impprtant—cautionary obsepvagidns-are in order at -this. point.
_Firstgxthére is no-system of additional state, government . .
financing of schools that will fail to involve tax collections in
thé large citijes that amount ot size;ble fractions of the

»

- - « o
additional amounts to be raised. Thus, for example, if [the state-

‘financed share of school.finange is increased in ILllinois, . ////
taxpayers in Chicago are likely to face’ tax inhreases, not re--

- LY
ductions, -unless the Chicago City School District receéives, as

school aid, considerably more éhan one-third of the total -t

ddditional funds distributed. It is misguided to believe that

state:government financing by itself--without regard -to the way /
“w —3 -

¢ R -,

A LN -

" - .
The figure for St. Louis in the second column of Table 8 is
suspect, for a number of reasons, including the rapidity of
the central city's economic decline ip the years since the

-dates to which the ACIR estim2tes apply. . .




177

in which the funds are distributed--must be advantageous or

detrimental to the cities.

Second, and to some extent contradicting the firsc point as well
as the implications of Tables 7 and &, there can be long-term
advantages to central city economies even if statewide finéncdng

produces short-term increases in the taxes ¢ollected from -central

-

city taxpayers. Over ‘time, central city economies have been

declining relative to the rest of their states and, moreover,

2

uniform statewide taxes, even if high ones, are less daﬁaging to

!

the competitive position of central cities than differential taxes.

-
]

Power Equalizing

A pure power equalizing plan assures that a given local school
& * -
tax rate will yield a specified amount uf revenue per -pupil,

regardless of the size og th? Iocal tax base. The simplified
plan simulated: here, shown ;nfTéblg 9,=iﬁdi¢ates, first, what
would have happéngd under the plan to revenue per pupil if the
iocal'school tax rates existiﬁg in 1971-72 hagAbeen ma@ntained.
‘Only in Boston is there an increase, and a small one at ‘that.

\ [
There would have been- small declines-in Clevéland, Baltimore,

St. Louis and Detroit énd.iarge declines in New York, Fhicagé
and Phiiadelphia; in PFlhiladelphia, the decline would have been 42

percent. The second column indicates the percent -change in tax

rate required to have kept per pupil revenue at precisely the

] «

+

™
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Table 9. SIMULATED EFFECT OF POWER EQUALIZING FINANCE
PLAN, AS OF.1971-722

. ¢ ! “
e\‘ -
0 o Percent Change in Percent Change in
State-Local Revenue » Local School
: Per Pupil, Holding Tax Rate Required
Existing LocalaSchool to Maintain Existing
City Tax Rates Constant Revenue Per Pupil Level
Baltimore -5 . ‘ +5 .
Bos ton . © 45 ’ -5 .
i * > .
Chicago : -23 . +29
Cleveland 13 L ) . +2 (/
7Detnoit -7 - +7 -
. New York - _ -17 i +21 - i
Philadelphia =42 +72 i
St. Louis . -6 +7
1 : IS %
2This is a pure proporéional power equalizing plan, without.con— . ‘[ ;
- straints, ceilings Or ."saveSharmless' provisions,> that simply -~ ;

redistributes the entire exg§€ing pool of funds.
bpyt in other terms,Qah' 1colqmn shows the ~tate-local revenue
per pupil guaranteet by the actual 1971-72 local school tax . :
., rate under the plan, divided by the actual revenue per pupil
(expressed %3,gfrcen£), less 100. .
* 4 . .
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level qgtually existing in‘197l-72. The results are, of course, the

obverse of those in the first column, with highe® tax rates everywhere

except in Boston and’ a hu_e percentage increase in Philadelphia.

r

| Suppose now that legislatures, whether for reasons of political
Vo -

necessity or si.,.. concern for tne big cities, provided for special
urban aid to the large city schools from .state funds that were outside

the power equalizing plan. _We show the consequences of this revised

. -

scheme in Table 10. The urban aid specified in that table s the amount
Aactually p£3vided by the urban aid érograms included in Table 6, above,
\ .

and discussed in the text earlier, or $50 per pupil, which ever is the

[ AN -

larger amuunt.g Undér\this plan, Boston and Cleveland gain significantly, -
.- éompaféd to actuql 1971—72~gxperieﬁ§e: Detroit, St. Louis and Baltimore

gain, but to a very modest degfqg; Chicago, New York and Philadelphia

continue to be substantial lpsers,,aibeit to a lesser degree than under

- .

the plan depicted in Table 9, with either sizeable revenue declines at

3 B X - » »
existing tax rates or sizeable tai rate increases required .t6 maintain
v < -~
\)
existing revenue levels. .

A / i
It may be presumed that states adopting power e?ualizing plans in the ‘\\\
@ f '

future will emulate to some extent the Michigan program adopted in 1973.

-
.

1f, as in Mici'igan, they provi7e5a high guarantee level (per pupil

revenue yielded by a given tax rate), such plans are likely to result
4

in significantly increaséd per/pupil ra2venue in large cities because

what econohists-refer to. as tﬁe "tax-pricé" of a dollar of school

-~ . . . -~

' ® T
3 * . . )
Obviously, different levels of urban_aid could be used in this simulation.
The ones chp?en.seem reasonable in the light of existing practices in
1971-72. I ) :

] B 1

1790

i . . M

. h, .
[}




Table 10. SIMULATED EFFECT OF POWER EQUALIZING FINANCE PLAN
WITH SPECIAL URBAN AID PROVISIONJ, AS OF 1971-728

2
« ¥

Percent Change in .Percent Change ,
. State-Local Revenue in Local School '
Per Pupil, Holding =~  Tax Rate Required to o ) .
I \ , Existing -Local School Maintain Existing
City \ Tax Ratés Constant? . Revenue Per Pupil Levels®
Baltimore ‘ * -1 e
> Boston ' ) +10 -10 ,
. . 8
Chicago =17 S +22 i
- * . L4 .
~ S -~ s - I, 1
Cleveland . +16 . . -16 o
. - 2
Detroit . ‘ +2 ‘ , -2 .
New York -14 +17 \ e

Philadelphia . -16 +28

- St. Louis ' +1 -1

< =
*
Less than 0.5 percent.

aThis is the plan.depicted in Table 9, except that from sources
outside the plan the state government provides special urban aid
(of the types included in Table 6) at the levels ex1bting in
o . 1971-72 or $50 per pupil, whichever is the greater.

- A
brevenue per pupil guaranteed by the actyal 1971 72 local school tax
rate, plus the special urban aid noted in (a), above, -compared to

actual 1971-72 revenue per pupil.

CLocal school tax rate required to maintain 1971-72 revenue per pupil
levels excluding the special urban aid amounts noted in (a), above,
compared to the'actual 1971-72 local school tax rate.

[y
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revenue will be lowéréd-—that is, local tax effort for schools will
* ! s o ’

be a better buy than it has beemn, at least in most cases. But as ’

v
*

*Table 1Q .implies--and as the actual experience of Detroit under

the 1973 law demonstrates--large increases in revenue per pupil

v

are likely to require significant increases in local school tax

rates, =zven in the presence reasonably generous spéFié urban

aid provisions. None of our cities could have achieved an increase

in per pupil vevenue in 1971-72 of more than 1l. percent, under the

.
-

povwer equalizing plan depicted in Table 10, without increasing

L}

local school tax effort.

v

. * Percentage Equalizing

Percentage equalizing plans explicitly distribute state aid in

v

inverse proportion to per pupil property values in the districts

within the state. The pure form simulated here is a simplified one

N

that differs from any existing state system (such as that in

New York) in excluding all sorts of special features and exceptions,

including minimum-level flat grants (among other things). The

calculations in Table 1l simply redistribute the pool in inverse ~

>

N
relation to property values, holding constant the state share in

the averagé wealth district and recognizing for aiq calculations

t

only expenditure (defined here as state-local reverue per pupil)

Y'up to the e%isting statewide average in 1971-72., The first column

of Table 1l shows the impact on revenue per pupil, holding local

Q

school tax rates cor -t ant, had such a plan been in effect in 1971-72,

Aruitoxt provided by Eic:

=




Table 11. SIMULATED EFFECT OF CONVENTIONAL PERCENTACE
TEQUALIZING FINANCE PLAN, AS OF 1971-723
I .

% Percent Change in Percent Change in
State-Local Revenue Local School Tax
Per Pupil, Holding Rate Required t». -
. Existing Local School Maintain Existing Revenue

City . Tax Rates Constant Per Pupil Levels

Baltimore +22 ° -36

Beston - +3 - -5

s ¢

Chicago - -11 ’ w17

Cleveland +5 . =5

Detroit * ’ -2

New York -6 +11

Philadelphia -12 ) +29

St. Louis -3 +5 .

*1ess than 0.5 percent.

{ aThis is a percentage equalizing plan that redistributes the entire
+  existing pool of funds, with the state share of revenue in -the average
wealth district maintained at existing levels and city revenue per
pupil constzdined to the average statewide level, for calculation of
state aid. _ ) :
L
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'
t

and the second column shows the obverse, the impact on tax rates

Rad existing revenue levels'been held constant.

' /
Baltimoré%would have had a substantial increase in revenue or
reductioﬁ in tax ;ates. Cleveland, Boston and Detroit also would
have gained, but to a small extent. St. Louis would have lost . }/
‘modestly, while New York, Chicago and Philaﬂélphia would have been
heavier losers.' But, comparing Table 11 with Table 9, seven of the

eight cities would have been bigger gaiﬁers or -small losers under

percentage equalization than under power equaliietion (Boston fares '/ '

, - N /
roughly ‘the same in both &chemes). The most stri&?ng change is in

: S
the position of Baltimore, a loser under power equalization, but

a heavy gainer from percentage equalization. ' /// -
t -~
' . . . /

The fact éhat, even without the special urban aid features that

* - . .
-already .exist ‘(much less expanded ones), percentage equalizing is
lesé‘damaginé or' more beneficial than either of the uther reforms

-

simulated suggests that adding special urban aid to a percentage
eqqéiizihg plaﬁ-ma% create a system that will,ﬁenefit large cities.
This is borne out éy Table 12, where once again we add special;,

urban aid of the types included previously, either, he urban aid

’ existing in 1971-72 or $50 -per pupil, whichever is the greater._

Doing-this makes all of our cities, except Chicago and New York,

gainers. Some of/them gain hagdsomely. It should be noted that

T




Table 12. SIMULATED EFFECT OF CONVENTIONAL PERCENTAGE ‘
EQUALIZING FINANCE PLAN WITH SPECIAL URBAN ,
.AID 'PROVISIONS, AS OF 1971-722 .
: LN
Percent Change in Percent Change in
. ’ State-Local Revenue Local-School Tax Rate
Per Pupil, Holding Required to Maintain
. ) Existing Local School Existing Revenue Per
City ’ . Tax Rates ConstaitP Pupil Levels©
Baltimore +28 -52°
Boston + 9 -13
Chicago i -6 ° . +10 .
Cleveland +22° -, © =25 : .,
Detroit " +10 -18
New York -3 + 6
Philadelphia +14 -47
St. Louis . .+ 4 ’ -5

-

8This is the plap depicted in Table 11, -except that ‘from-sources outside
the plan the state government. provides *special urban aid (of the .ypes
included in Table ) -at the levels- existing in-1971-72 or $50 per pupil,
whichever is thé greater. ;

~

’bRevenue per pupil guaranteed by the -actual 1971-72 local school tax
rate .plus the special -urban aid noted in (a), above, compared to actual
11971-72 revenue per pupil. ’

Clocual school tax rate required to maintain 1971-72 revenue per pupil
levels excluding the special urban aid amounts noted in (a), above,
compared to the actual 1971-72 local school tax rate.
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“~

for the three cities that gain the most, Baltimore, Cleveland-and
- X ] . . * ?‘ . f‘
Philadelphia, the Table 12 calculations reflect the impact of* -

actually ex;sting urban aid in 1971-72. That is, hgd those three
states had a simple percentage equalizing system in 1971-72
together with the existing urban aid programs; these cities ;ould
have improved their posifions greatly. Thas improvement alone .
would have virtually eliminated any real’excess local.tak gﬁ;dep

in Baltimore and close to one~half of the true excess tax burden

i [+
in Philadelphia and Cleveland.

The improvement provided by such a plan would have“been ;Eﬁher

modest in St. Louis, which.is disappointing in the (light of the
1

-extremely poor relative fiscal position of that city revealed by

Table 1, above. Its very large excess tax burden would have been

X ¥

negligibly reduced by ‘this school finance plan. ’Indeed, it is

doubtful that ary conceivable school fifidnce system can have much

-of an impact on the excess tax burden.in St. Louis. Percentage

equalﬁiing combination with;;becial urban aid of $350 per pupil,
sév%h times larger than is assumed in Table 12 and faf above any
existing urban'aid program, would have reduceq the St. Louis
excess tax burden by only about one-third.

g % .

As noted, Chicaé% and New York fo lecse moderately in Table 1Z.

However, we have concluded previously that there is no real excess

Lo
(&
¢l




186

>
- r

tax burden problem in those two cities. :&onsequently, the plan
‘ simulatia in Table'lé seems-seriously at fault in our group of
cities only for St. Louis, and even in St. Louis the problem is

not one of lOSing out, But rather not ‘gaining enough.

% : * - * .
- ’ .

"Circuit-Breaker" Property Tax Relief , - =

. «

Another avenue to resolution of ‘the problems with which this rgport

’
- LY

- is concerned is the introduction of measures to relieve high cen-

‘tral city tax burdens directly, rather than through adjustments in

=

- ‘ : L4 x «
. -’theqﬁgstem of school finance. Altérnatively, if equalizing school -

.finance systems that will increase Earge-city tax levels are being.

considered, general property tax relief échemies adopted at the

same time in- a given state might serve\to ‘minimize ~ae damage done

- F ol
by such school fimance reforfs.

~

-

@ ’

_of the "circuit~breaker" scheme for residential property tax relief.

Y
,

e Most of these apply solel& to the elderly, but in a few states,
@ L -

A

+ E

. including Michigan, the plan extends to all age.groups. The essence

oﬁ the circuit-breaker is that the state government provides ‘rebates

where there is any income ‘tax liability) of property tax payments

that are deemed to be excessive in relation to hohsehold income.

' Usually, a threshhold is deﬁined..a percentage of?income above

which property_ taxes are considered excessive (the threshhold may

Within a verx‘few years, about half the states have adopted a variant.

\
(in cash or as a credit agafnst state personal ipcome tax liability,.

£y
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Y !

decline as income increases); in most cases, only a percentage of
- ?

the excess payment is rspated and there is a dollar ceiling on the
/) rebate, designeﬂ both to hold down program costs and keep from

Gy paying large rébates to high-income ....seholds that happen to own

property with extraordinarily high ‘tax liability. In most cases,
renters as well.as home owners are eligible for rebate. This is

haﬁdleq by‘aséuming that some spe%ified percentage of rental pay-

‘ments consists of property taxes borne by renters.

7

In Appendix C, we present a detailed discussion of the calculation

~ L -

of estimates of the value of a circtuit-breaker. rebate plan modélled,

on the Michigan law in each of our eight cities and surrounding.

’

metropolitan areas, as of 1971-72. That discussion (and Table C-1

4

< . of the Appendix) shows that the plan:can)indeed'proxide signifiéant

tax relief: thne rebates in the aggregate amount to 20 percent cr

¥

more -of total residential property tax payments in four central
N cities ?Béltimore, Eoston, Detroit and Philadelphia) and between
13 and 16 percent in the other four cities. The aggregate rebates
range from 6 to 17 percent of residential property tax payments in
;he—qqtside—central—city parts of‘tﬂe SMSA's. The relative size of

. -
the rebate thus dpes‘tend to be qonsiderably'higher in central cities
:thgn in subu?Ps, a cousequence of both lower incomes and h;gﬁér

effectire property tax rates in central citieg in most.(but not all)

cases.,

&

&

»
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Nonetheless, the rebated'sums are substantial in tbe outside- .
central-city areas.
First, if a circuit-bregkeg_progrém is urged primarily as a devise
to relieve central city tax buruens, such relief will costs state
governments substantial additizéel sums for the relief of tax
burdens .outside the central cities. In short, it may not strike state
governments as a costJeffectipe way of heiping central oity tax- y
payers. Second% a circu;t;breaker program of the dimensions

'explored here dpes not do much to reduce differentially high

central city ta

" to the differen

are themselves minor), and the rebate amounts do not -differ enough

among. city and suburbs to make much dent in the problem. Iddeed,

<

x burdens:

u'

in most of our SNS&?s, the dollar amounts of rebate total more in

the suburbs than in the central city.

This is illustrated by our two worst-off central ‘cities. For
St. Louis, a reduction of roughly $39 million in l?cally-borne

local taxes wou;d have been neéessary to bring central city tax

>

levels in 1971~

- .
-

reduged the central, city tax burden by less than $6 million; ' -

moreover, it would have reduced the outside~central city tax burden

by. $19 million.

burdens relative torpérsonal income down to outside-central-city
. , ]

This has two implications for this report.

tial in burdens (except where those differentials-

72. The.circuit~breaker plan used here would have

n Cleveland, the circuit-breaker similarly would

- ~p

-

N

the size of the rebate is small relative ’

v
x
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have w;dened, not narrowed, the tax vurden differentials.. There
was an estimated central cityiexcess téﬁ burden: of* $27 million

| N . i
in 1971-72. The circuit-breaker would hav{'provided $7 million ..

in Fébates for central city residents‘qhd $10 millidn‘outside the -

-central city. Baltimore provides.the énly case in which the

. AN

circuit-breaker would do a significant/part of the job of reducing

- tax burden dfffﬁrentﬁgisdfséﬁéﬁhat ov%% one~third).
' ]
Even if the circuit-breaker offers 1i§tle help on this score, it
- f s ™ ; »
mighé be considered desirable as a meéjﬁlto help lower-income
] &

central city hcuseholds with pérticu%ariy high tax burdens. It is f

of some use in this regard. In all of our central cities, more
- ' ) j

- than half the tax relief goes to hoqéeholds,with incomes of less
‘than $10,000, although there are oniy three cases iIn which two-thirds
! - 4

or more goes to such households. Héwever, most of the outside- '
N\ . . ;
central-city rebates generally goeé to -over—$10,000-income households.

j
!

Moreover, the higher the aggregatejamount of rebage relative to

. | .
, residential property tax collectiops, the higher the proportion of
| ‘ >

- aggregate rebate received by.bettérsoff households. Thus, even as

a means of helping the least well%off, the circuit-breaker is flawed
: !

-- it does so only at the price q% devoging substantial state funds

L+

e Lo tax relief for éﬁove—medign—iﬁcome households. A moce restric—

tively designed circuit-breaker Ksug@?as that existiﬁg inh Vermont)

:

could concentrate the religf moje on lower-income households, but

such a plan would provide even

iess aggregate tax relief for the
%‘_. .. N
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\ .
central cities. 4

s
[

Finally, the circuit-breaker can be considered largely.as éomeqhing

to be introduced along with school finance reforms, to offset the

tax rate increases that such reforms 'might produce in the central

cities. Because of the threshhold for eligibility, circuit-breaker .
rebates under a given plan increase Qerx'rapidly when effective

tax rates rise.lo Thus, in most cases, introduction of a circuit-
N N .

breaker like the Michigan one would more than offset the tax

increases indicated in Tables 7, 9 and 11. But it would take.a

large amount of state money to do so, because so much of'the rebate
= ‘ * N
would go to raxpayers outside the central -cities.

Ed

¢ In summary, the circuit-breaker is a costly:anq not necessérily— . RN
effective way of c;ping with the general p;oblem of high central .
city tax burdens. 'A éarefully designed png\rela;iv;l; restrictive:
B circuit-breaker can be eﬁfective in reducing the very high resi- I
- dential property tax burdens that some low-income households

confront, of particular utility in places like Baltimore where
there are many low—incomevhomeowners occupying grossly—overasseséed—
properties which therefore bear high effective’property tax rates.

Also, intreduction of a circuit~breaker can p?ovide absolute tax

relief for city residents, even if not relative tax relief, and

.

107he calculated elasticity of the aggregate rebate as a percent of
total residential property tax collections with respect to. the
effective rate in this plan is 0.8, which suggests, fogﬁgxample
that a rise in effective property tax rates from 2.50 to 2.75

. percent would increase the rebate percentage from 15.0 to 16.2
percent. - . -

150 ‘ -
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. -
. .

measures are being instituted. ) ) . .

Homestead Exemptions‘

- + .

Homestead exemptions, usually taking the form of an exemption of

a specified dolIar amount of the assessed value of an owner-oc—

¥

cupied house from property tan, have existed for many years in
'thiS—country. At present, about half the states, including some

of those with circuit-breakers, provide some type of homestead

A

exemption. They are'mixed hag. Some are restricted to the
elderly and/or have income ceilings. Some have companion provi-
sions applying to renters, although most do not. In some cases;

N

the state makes up the tax revenue lost by the exemption, while

in others, the exemption simply reduces the local tax base, period.

3

i
In most states, the nominal value of the exemption is small but

- L ~ ,&
in some the average ratio of assessed to.market value is so low

‘that the exemption, expressed in assessed value‘terms, is a laLge

fraction of the market value of the average owner—occupied~house.

.
. N ‘4
x
* - Ad

It does not seem worthwhile to make elaborate city-by—cit} calcu~

lations of the quantitative impact of homestead exemptions. Instead,\
we consider the issue here in looser terms, since the impact of a
homestead, exemption of a given form will be similar among the cities;

the variations in form are perhaps the more important » ariablev
. 7 N . \ . ; )
- - \ \ s

Ag the base case, consider a homestead exemptibn set at a level below

. A%

-
«
L4
.
~—
»

\ s
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. the assessed value of nearly all housing units, so that the dollar‘
value of the exemption differs amon§ households onéy to the ex&ent

that property tax rat.s differ. The base case is further defiped

>

4 \ : | -
E to be a state-financed exemption (with nonproperty taxes used for

#F |
P \& this purpose) that extends to all ages and income groups, and

L formally treats homeowners and reaters equally. That is, if owners

- " <«

»  receive a $1,000 exemption, rentérs are paid a rebate during't e

a

year equal to the tax rate times $1,000 in property value. In
R \this case, the ¥tate is in effect‘paying totgach household in the

. state gégrant that differs only by the variation in property tax

: rates. _ Because in six of our eight cities, property ‘tax rates

A .

are above the respective statewide averages, ,the berefit per .
household will be higher in the cencial city than elséwhere in the

. state: . Because centrgl citiesrhave\relatively small_household

Y
] -

sizes, the behefit per capita will be even more differentially

)

high in the central cities. Because per capita incoﬁe is 10wer in

-

the central .cities than statewide in most of our cities, the bene-
- o" ‘ -

v fit as a percentage of per capita is likely to be very high indeed,

relatively, in the centraf cities. In fact, the exe;;kion program

. described here as the base case amounts to a percentage of personal
. -3

! income above the statewide average in all our cities, even in"

. : =4
ity with 4its below-average property tax rates. "

, New Yor

N

-
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is entirely distributed in proportion to the number of households,

which means that low-income households will get a sizeable frac-

w N .
x .

tion of the total benefit and, since the benefit amount is equal
aﬁong all households, it will be a declining fraction of income
as income rises. This then is a pro-poor program, even without

imposing income limits.

The picture changes radically if the program is restricted to
owner—occupants, as is done in most of the states with homestead
-exemptions. Because renters are more important in the central
cities than statewide, a considerablx,gmaller fraction of the total

L . . o o
benefit accures to central city taxpayers; the extreme case is
i /

New York, where the city's sharg;of the total benéfit drops from

;
/

42 percent in the base case—gé—Zl;percenc in this: case. And
‘because renters are on the—éVeéageﬁpbbrér,thaﬁfownerzogéuPants3,1owé
income households will get a faifiy modest shéré éf'the:total
‘benefit -and -the ,program will be only slightly pro-poor (although it
will remain highly favorable to poot owner-occupants, -especially
those living in high-tax areas within a state; Baltimore is again

a case in point).

)

While it is discriminatory to exclude renters entirely from property
tax relief benefits, there is little economic justification for

.assuming that all taxes on rentedfhousiﬁg afecborne—by teénants. 1If

=
-

‘these economic realities are recognized in the program design- and
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:moreover,—the—gonsequgnc@s—witl also be to-shift the tax burden

where the ‘high-value ‘housing is relativély -under-assessed. ‘However,

some lesser tax relief is ;rovided for renters, then the resdlts
are intermediate between those of the base case and those in the
homeowner-only case. That is, the tax relief benefit,yer capita
and relative to p rsonal income in most of our cities &ill not )

exceed the statewide averages, but only in New York will thc e S

measures fall well below the statewide averages. The incidence of

the benefits will be pro-poor oﬁ'balance almost everywhere. -

These observations apply to a state—-financed- program. The more
common .approach is for the state to authorize or require homestead
exemptions, without any provision for state financing. Such a

program does not reduce central cityataxibufdens,;bgt,mgfer~§hifts

them among properties.ll The shift will be to business property,

if all housing qualifies forzthezhomestéad:exempéion3 a- shift which-

'onfbalénéé—may'be:bfased—ip favor -of lower-income -householdsy ;

within the residential: property class from lower=value -to ‘higher-

E—

i

value?housing,:which,mayrbe considered an- advantage--especially

if the homestead -exemption is:éonfineq:to~owner+6ccupiedihOUSing,
the shift in lbcal—tax'burdéns,én—central city -will increase -taxes
% -

.
on renter-occupied housing, which is -on -balance a regressive shift.

llTo be sure, the shifts may increase the possibility of tax

exporting, at least in- the short-rur but it is doubtful ‘whether
any observer would ‘treat such a :program-as providing significant
‘help with whatever municipal overburden problem: is -thought to-

exist.

AT A
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that differeﬁtially‘benefits central cities and is pro-poor inh its
effect. But the morc conventional design can easily have opposite

effects on both counts. There is a more general question, however:

>

is any homestead exemption the most suitable way to achieve any of
rthe,éoais soughz? Unlike ‘the circuit-breaker, in which there is
at least an attempt to scale the tax relief offéred to the level of
indiviéual tax—@urdeﬁs rélative to household income, the homestead
exemption does not ﬂirectly reflect relative burdens. The ideal
form, the base case, amounts largely to a flat state grant per

-

household that is independent o6f both. income and housing consumption.

13

1t fs'difiicuitéﬁé,ﬁﬁdéistandzwhyxa staté*shoqldagOJEhfouéh:the
elaboréteZHO@eéxéadfexemptiéﬂzﬁfééedufe:in order to disburse--what
.amounts- to a flét:giaqf;per1hbusehpIﬂé-it'w6uld*be:far—simpler—to
make such a grant directly, through a state's personal income ‘tax
‘system. if:thegﬁufpésg is. to shift ‘the .property tax away from
residential property, then that too can be done more directly -and
—with'surer’béﬁeficial'copsequénggs,,at least for ‘the residential
:hoqsi@g stock in -central cigiés. And: if the purpose is to shift
19caI:g6vérnmenc'costsxto<the state; then -there are -tried -and -true
methods. for -doing so, namely increased state aid to loéakigdvernment
for general or specified purposes. iﬁe:conclgdé'that—the homestead
exemptibq—at'ﬁes; is an inferior substitute for more direct and

purposeful means -of achieving public policy goals.

35075




CONCLUSION: POSSIBLE SOLUTIONS &

It is best to—begiﬁ this section with the negative findings of
the p;eceding discussion: 1 L

1. Not all large cities in ;ﬁe,Northeast and chth—Central
regions presentif confront seriously excessive Jocal tax bhfdéns,
relative to the rest .of their states, although most of—them—do.
(apbaie;tly including -most of -the large cities in these regions
not examthd’here, like Buffalo, Newark and:Pittsburgﬁ). Boston,
New York and -Chicago stand out as central -cities in which this
problem is more épparent -than real -under present conditions,
ralthough—¢§htihu¢d?iélétivégécdnpmig—égtefibiatipn:of—@hé,cehtéai
Cities'C§ﬁzand—§i§b851?iwili:théhgeithis in time. Moreover, the
overburden problem is no- justification: for -school finance reforms

that produce large increases: if--city school -taxes:, relative to

‘school :taxes elsewhere in a:state, for -such refcrms can-create

-

-an -excess tax burden problem where -none now exists. R
2. 'Furi—stafe~fundihg in a fairly -pure form is, from ‘the large=-

city point of vigwaifhé—ieas;fattéactive:qf—thé'majpr—schéof .
finance reform plans -examined, but it'Seéms>éébec1éliyf@h;ttzagtiVé

when financed by nonproperty -taxes rather -than a -statewide property

tax. This conclusion stems- from: both :the, quantitative material

196

brd
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examined earlier and another reason not mentioned heretofore:
;he!disruptive effect of so massive a change in a state-~local
tax system as abolition of all school property taxes. There

is -something to the maxim that an old tax is a good tax. Most
of the economic adjustments to it have loqg'since been made;

its replﬁtééent by a collection of large new taxes will give
;ise to the need for a whole set of new adjustments, not all of
themrirediétable and,mgny of them unfavorable. 'Rgpéal'of school
property taxes will provide major windfall ‘gains to some property
—oéhefs, many of whbm‘aée unlikely beneficiaries of deliberate
‘public -subsidy. & StatéwiﬂétprbﬁEIéY*CEX:WithL;Qitébie reforms
:andareliéff?r9V1S16h§g»ﬂtqviéihgiséme—degr?éééf statewide equali=
zation of éffectiv%aptoﬁet;yrtax rates, seems Very mﬁgh¥pie£e£ébie
to- abolition:of school property taxes. and their abrupt replacement
iby%highet'stafe?céxesrOQacgnsdﬁntioh-eXééﬁdituré1andlbr:buéiheSs

o

-and: -personal incéﬁe» ThiSfié=ﬁot—to<atgue=thatLtheeprépggtyrﬁax'
is a superior tax instrument, but rather thit its abrupt replaces'
zmeﬁt would be bad policy. A gradual diminution of its role in
-American public finéncgg,éQntihuiﬁgEche';bng;te?@'tréndiihffhéc

o

:direégion3~1s~qgite—anbtheitmattéf1

3. Thé,prpbié%—of—excess 13rgee¢ityctaxibufdéns:canﬁo;:bexrésbived—'

by. ‘the” popular property ‘tax relief devices, Like the circuit-breaker

P

-and: ‘homestead -exemptions; simply ‘because ‘these measures -do not

s
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\\\\ .
neceSsari1y'éid central city tax payers\aifferentially. A X

AN

carefully designedicircuit-breaker may be u;egqi in dealing with
‘high property tax burdens confronted by individua%\low-income1
‘households, wherever they live in the state, but tﬁét is the only
Sénsibie public policy objective to -be sought vfeth:\éiicuit-
‘breaker. Homestead -exemptions seem a poor choicg as ameghi\of
aghieving—ggx,public'poIicy objective.- ) ‘ \\\ . g
Turning to.the—positive'finAings, it is clear that any,;ureeform
school finance equalitati;n,plan will be.unéquivOcally beneficial )
in a fiscal sense --.only for large cities with per pupil property
values below ‘the statewide average and school —t-a;_t -effort above
Ethé——sﬁtatéwidé—éverége. ‘Among -our eight:citiesy—oﬁlyaBOétohzhgi
these- characteristics, ‘but there .are other cities that would qualify,

notably Newark. It is also clear that -adding snef;ial -urban- school ‘
-aid: to- any -of pure-fora -school finance equalization; plans will make \1
it—fisgaliy,mére:attrgctive,:anglthefmbrg:genefgusythe special aid;
" the more this will be ‘the case. For example 5. 'gvérli"oﬁe'fof -our

eight -cities would be a xsi';gnfficént; net -gainer if -a--pure-form-
percentage ze'dqal:iziﬁg: plan. were combined with- special urban- aid- as
-generous Kbn:a;pef:pupilibasis)—as-thatiperidea—thIadelhhia in:

1971=72% As noted -earlier, even with :the far less :generous pro-

*

—visi0ns—simuIatedtih;Tapie:125:aii:thg cities excéptzChigggo'ang

New York are gainers..
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*“There is.a fundamental pblicy,pfqblem,—however, with special

urban aid designed to deai with whatever municipal overburdén
mgf‘exist in ‘the large cities. -In a very real sense, such state
aid is not school aid at all, but rather aid occasioned by and
designed to help finance non-school public services. This is
obvious for cities, like New Y;fk,;BosEon and Baltimore, without
independent school éistgicts; in,éhch—placés,,ggx,exteinal aid
that is: not expliéitly,granted as reimbursement er part or all of
‘the costs of narfowly—défi@ed catego;icaprrpgr;ms in reality goes
into a central pool and serves to alleviate overall fiscal problems
{(the leakage problem:-exists even for narrowly-defined categorical
rprogré@sazt0~sqme—exﬁent¥s ‘But -éven-where .the éshooeriscﬁicﬁ is
independent, -a lowering of thé"s¢h66¥'t@g*fété?P@rmittedbe=§?ecfal

-urban- aid: may -not result in -high school -outlays, -only -a réeduction
in>dvgiarl'té;éburdéﬁsy Indeed;,. reduced taxation for schools may
do- -no--more- -than: permit ihcigaséd:té?atioﬁéﬁbfzothef P@tpbgése

Since the special urban: aid is in fact caused by non-school burdens,
ingﬁé”offthis*@éyib@”°bjé¢tidﬁab1E%toe§fébgnent51 'NohegheI§§§aI§hefe
—érg—objgcciéns.f The first is a political -one: -how receptive“are
legislators ‘to school aid:proposals seen: by them as doing no-more

than: inflating large-city non-school payrolls? Second;. it is

:seIddm:gogd>pdricy,to»tfy—;o~do=good¥by stealth, which in.-effect

‘this form-.of échoqt—gid:dOes; all too often, round-about approaches

-




-

to the solution of a given public problem produce entirely unin-
tended toxic side-effects in -the -course of the necessary and

. inevitable legislative compromises. Third, once we depart from
school costs and school resources as measures of school aid, there

are no rationales on which -to-‘hinge school aid formulas: why a

>

$50 per pupil "density correction" in Baltimore? Whyfnot $10,

. - ! -
or $2507 To be sure, an apparent rationalization can be offered

in an elaboraté multi-factor formula, each factor of which has

something to do with the éxisting fiscal situation. But there

. o
is no obvious reason why more, rather than fewer, factors ghould

be eﬁ515§§dszn9t any obvious reason for -the. specific formulations

of ‘the factors or their weighting. One must suspect ‘that such

»

formulas afé:reéily,desigﬁéd?gggpost} to provide the dollars of

-a1d: that ‘have been more or less arbitrarily fixed in advance.

In short; the conclusion here is that analysis cannot support

special urban aid as any kind of reasoned solution: to the bagic

problem addressed. However, ‘this conclusion -does mot imply that

the only possible outcome of -equalizing SCate—SCDooIffiﬁéngg
refofm:iSfthe:worsehigg;Qfrtﬂerfiscgt,pos1t10n~qféthése—large
cities that have sgriousve29§ss'tgx%burdéhS'é?éﬁ<QBWa The
similations. earlier ih*thfs—fep@ft:Wéiezbased=©nfth¢1ﬁaﬁbér5s6f

v ipypils,—Dure;ah§?51m§le, implicity assuming -either that program-

-costs -per pupil are,equaI%thfoughqgt,afs;ate—orzthatzthe=state




is indifferent to differences

in program costs. Once it is

accepted that the state school finance syémem should recognize

cost differences, the outcome of an- equalization pfén can change

radically,

The conceptual distinction be

.

P Bl

T

Y =

tween municipal overburden aid and

aid to compensate for cost differentialé was alluded to earlier ,
in this report. This distinction is muddy in practice, althougﬁ
ﬂit—néed'ﬁ;t be.. One way oﬁxillustféting—the pote;tiéi impact

of combining }ecoghition of cost differentials with eéqaliza;ion
plans is to consider the Natignal Eduéation Finance Project
"needs wéight—iné—g’" admittedly a rather extreme set of estimates
:gfithefhigher costs--of schoblingrin—lgrgezc%ﬁiég.,:Qe§h§ve
applied these weights to five of our eight cities -and adjusted
;pei;?upi1 pf6;értyAya1Qés:(;hgt is,,in@réasédrghgzhumber—of
.pupils by which values wzrerdivideéa;atcordiﬁgly;:fOﬁégfthisfis
:dOhe'iéﬁdvthe'S§étQWfdéﬁnr0péfty-value'a?etagesra@propiiatély
adjusted), it makes both power equalizing and percentage equali-

zation highly favorable ‘to all five cities.

-

For -example, in: Table 9, it was shown that :power equalizing in-a

[4

pure, -simplified form-would have resulted in school :tax increases.

- -

fomodératE—bt@pontiohs—inﬂClevéléﬁds:Detrbit and St. Louis, ‘to

-

fgéarantee the same level of revenue as -existed in 1971-72, a:

b4




large school tax increase in Citicago and a small decline in
Boston. *Wich the NEFP weights, there would have been large
_ school tax reductions to yield the same ;eugnue in all five

cities, ranging from 19 percent in Chicago to 34—pefcent'in
Cleveland. Similarly, Table 11 shows that simple p?rcentage
equalization would have reduced school taxes, holding revenue
constant, -by small amounts in Boéton,?%leveland and Detroit,
with a small increase in St. Louis and a large one ih—Chicago.
With the NEFP weights, there would have been very large school
tax reductions, ranging from 25 percent in St. Louis to 38 per- ’
-cent iniéleVéténd} Indeed; the NEFP -weights .do-a lot -more- for

in Tables- 10 and- 12.

P . . 7
This weighting for cost -differentials also-has a powerful -effect

A
-on ‘the outcome -of full state funding. Recall -that in%Tab%e'?s

full state funding produced school tax increases in: four -of -these ~

PR
i

five cities, and .a-small reduction iﬁgﬁéstbharwifh:teveﬁugfﬁef
pupil increases in all cases. Adding ‘the NEFP weights ‘to the
—galgﬁlagiogs:resglts in:-school ‘tax reductions in four -of the-
cities tand a ;irtually—unchahged é@hbol'tag—pggg—infpégrgitéé
‘but Detroftireceiveswnearly—AO*pergeﬂt more revenue -per pupil at

‘this constant tax rate.

)
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’

On‘Balance; a rather conventional set of measures is attractive
as the preferred solution for the problem addressed hére: or~
)‘dinery perceptage equalization combined wifh a set of 3eights
‘that fully reflect eost—differentiels. Both concepts, percentage
eqqelizatibn arid cost differentials, have wide acceptance, are
readily understood and, however difficult, can be expressed in

non-arbitrary quantitative terms.

. ,/“/y

Although the arithmetic of percentage equalization seems advan-—

tageous to. our group of cities =-- comparéd'to power equaliéing

and full state funding - it is appropriate to write a few words

&

_ i defense -of ‘both these alternatives. Both represent rigorously

logical ways to achieve goals dictated by alternative value
‘systefs,. goals -that ine}ude a -substantial -degree of equalizdtion

-of gchool fesources-and; if cost differentials are recognized,

,attentieﬁ=ﬁo:the'oveiéi% fiscal problems -of ‘the large cities.

'The—Vélue—SyStemeuﬁgerlying;powerzequaiizing'arrg@ge@eﬁts:is that

recognitlon of differences in Jdocal preferences regarding educa-

%féﬁdérediindépendent—o£:tax—base:dlfferent;als:by appropriate .

-

:stéteréuaiéntees»ef the yield of a specified tax rate (or rates)-.

If it is agreed that local preferences should be permitted to

/ o ‘.

affect_sch°91—finanCe—ouccdméSafthen:pbwer-qualizing is a highly

;:éfﬁicfehﬁ—meggs -~ in the economist's broad definition of

»
3
[

Pt
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ffictency -~ of doing this. It provides for rather direct . - ’

rgcording of voter preferences. |,

¥

- \
. N : £ ..

- v
(// I thedry, percentage equalization can be designed to work in a
(ﬂway similar to powet—equalizing in reflecting local preferences,
« 4 - ’ g;béit somewhat less directly. , However, a percentage equalization (

oo N pian‘{l::h a low ceiling on the school expenditure per pupil recog-

< * N \\x ¢
- nized for state aid calculations and/or a high minimum grant to o

gt

- rictt districts will be highly inetficient/fglativé to¢most power

€ » _ =
eqﬁhlizing,plans éqnsid?rgd'or adopted. Thus, provided that the

[ %

large ciQiesTbé;\BEfﬁfoﬁgctea from actual fiscal damage by re- - .

=T A, W s ] N
.cognition of*cost differentials, a: strong advocate -of local

. . .—éhoice—§héu1d;§igfer—pgwgf equalizing, even:-though- it {s not . )
‘quite as ‘beneéfieial ‘to large cities‘as is percentage -equalization.

L~ N _ - *

The value system- underlying full state fuhgingfholdsz;hatfeduga- s

[

tion is simply -too 1mpbt£aht:toﬁpefmit:mUChwgeinxpé local choice
- within a state. If this belief predominates, ‘then'full state

funding. with éppropria;é~re¢ogﬁit10nlof:cOst giffefehtials is ;he‘

o

- right system, -despite :the fact :that the large cities do:not fare

-as well as under other systems. Moreover, it is.possible to-
argue -that the ﬁiécal diSadvantages:tb;the—largezc};yrupder full-
o state funding are illusory. ,K'rigoroﬁérfuii state—fundingzpiaﬂf

in time sﬁéuld}prbVideszr S0 mych‘uhifdgmi;y—;ha; the whole

$ j S,
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system of schgq;,finaﬁéé*becomes a state -one and is no longer

any -element of local government finance.

The analysis in this report and in nearly all 1ission of

s . /} 3y
, school finance reform trgéfs the fiscal arrangecw.tts within a

state as consisting of two systems: (1) the existing state;

foos

financed services; and'k2) therexisting locally-financed services,

with the latter divided into two sub-sy;tems,:local schools and
» ) * .

-

local non-school services. We then -consider the impacE of pro-
posed changes in schjool finance on the tax rates required to

F2 - .
support the local ggve;q@énl sysceﬁ. Full state funding perhaps

should: be considered in. a: rather different way, as transferring
. \ -
the -entire school syb-system from the 16cal—512?nce,syégem'to
H
‘the stite finance system. It has been noted at several points

in this report that'gniforﬁlyfhigh—sgatewidéftaXesﬁére;less

= ! - -
:dgmagiﬁgrto:gentfal éities,ﬁhéh—dffferentfat local taxes. The
fact ‘that some centrélﬁcitxftaxpayersfbayéhigher'tgxgs,than at

present under full state funding.thus may be an irrelevant

(RS I
3

‘»cég§idefati@ﬁ,insthe,prg§ent—¢6ntex;.

Thege are analogous situations -outside the schools. It is rarely
—atgﬁed>that'la:ge~céptrél—tf;ies are worse off when a state
-government assumes'fuIIZQiscalrtésponsibility”fof a public ;érvice

xtaditionally,financed—partiy or wholiyfﬁrpm local government

x

-
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t
revenue sources; recent examples of this in northeastern states

include state takeovers of community colleges, categorical
,public assistance proérams, local‘courts and local correcticnal
institutions. Instead, the conclusion is usually that the _ _.

~

central city benefits from reductions in local tax rate differen-

" tials, despite the fact that some central city taxpayers end up

f
paying more in .combined state and local taxes than they did
before the state takeover. If full state funding of the -schools
really amounts to a state fiscal takeover, then the central cities

are no more disadvantaged by this reform than they are when other

state takeovers.-occur, ‘

s

o

If full state funding is rejected on:the grounds :that more local
t(:hoi;ce—shouljdxbg:pefii}it;ted}; there: is one feature in the -alternative

plans that could be designed to help some large cities substan-

N
3

tially. This feature concerns the geographic basis for -calculatich. "
of state aids In'most7StaEeS>ogtside"th§’§§;ﬁﬁ,~and,iﬁfaIk:oﬁéoﬁ? °
. !
Stateg,é8cept'Maryland;ithe:géographyqof}schQOIforgaﬁikation:;r and
: A

‘the basis for calculation of aid: -- -can be described- as a handful ) \
A ‘ >
of wvery large central city school districts ‘that are islands in a

sea of very small districts, In our metropolitan areas other -than

~

-Baltimore, the -mean size -of outsidéécentgat4cityrschpol—distftcts

Gin—terms—oﬁzpupil enrolimehtiltaﬁges fxomﬁO;S,pgrcent (inkz

New York and ‘Chicago) to 5 percent [(in Boston: and St. Louls) of

N D L e i e
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sthe central city system.

If there is a percentage equalization plan with a minimum level
of state aid per pupil or a power equalizing plan with no

recapture of revenue in excess of the state guarantee level, no

N

matter how rich the district, then the schqol finance system
o treats the central cities differentiallyrséiely by virtue -of

their size. In the central cities, poékets of high-value taxable

e

resources are averaged into the overall tax base for aid calcula-
7
¢ tion. Outside ‘the central cities, individual small districts

that amount to such pockets are not so averaged, but rather

-

benefit fiscally £rom: the mipimum -grant (under percentage
-equalization) -or the lack -of recapture (undetr power equalizing).
It would be entirely appropriate to divide the central city into

small districts for aid calculation purposes, thus providing

< ¢ -
;pafaIlelrtregtmeﬁt, As a tesult, ‘high central ‘business district
2

values or high residential values in a few neighborhoods would-

ot be~yéshediout;,anthey'are—uﬁdér—the:coﬁventionai rules.

1

An iIlustration of this-approach: is found in the- New York
-experience (in ‘the mid=1960's. At tgatrtimgy,thezbasis of -calcu-
lation-was changed from citywide to borough-wide. ‘Previously,

. ‘the very high central :business digtrigt—préperty'vélues had ‘made

the -entire city a~minimum7gtant—d15trict under the .percentage

i

=}
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éﬁualizing plan. After the change, two of the boroughs remained
‘minimum-grant districts, but the other three, with lower per

pupil property values, had higher state aid percentages; two of

them were far above the statéwide average aid percentage. State
, school aid to New York City increased by about one-fifth as a.

result of the change in the geographic basis for calculating aid.

This does not necessarily argue for decentralized management of

% central city schools, although the change in state aid in.

New York was associated with decentralization shortly- thereafter.
7

-Rather, the argument is for parallel fiscal treatment, if the

‘basic state'School'finangefﬁiaé~céﬁtaihsithé "impurities' that

nearly -all such plans .do--have in practice. 1

A final note. It -was -noted -early iﬁwghisxréﬁqrt:;ha;'sﬁme large:
cities are -dreadfuliy poor in fiscal tegms relative to their

states and ‘metvopolitan areas. -Cleveland and St. Louis.among our

cities fall into this category, -but there .are others not studied

‘here.. State schooI'fiﬁgnce'refomzSh@@idftreat'sﬁcm—Citfés

==

genetously, but there is no sensible way for the school finance

,system:td—rémeﬂy,all,sor evegaa—large;part,,of:théiﬁisgglzdiStrgSS

of the :pauper -cities. ingt@ada—reliéfzmqstfgbmeifro@—outsfdélthé——

-school finance systém;:ffom—noﬁéséhpoi'fiééal:me33q§es'explicigiy

tailored to ‘the specific circumstances of-the -¢ities. More

- generally, we”shpuldiavoid'loadihngnththé—éChbgirffhapgg;S?étemi

703

.
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all the fiscal problems of local government, just as we should

avoid loading onto the schools themselves &ll the social problems

of our countrny.

Py
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. APPENDIX A :
DERIVATION OF DATA IN TABLE 1 .

It was noted in the Preface that this report is based, wherever ‘ .

possible,onsEandgrdpublisﬂ;dstatist%galséurcesthat permit v
comparison amdng;pléqes (ghd*cdmpériégh ambng variables, for

any -given pIaée)z Comparability is maximized by heavy reliance e
on CensusrBureauzda;a; and otﬁér'Federal statié;ical sodrcés

linked to Census -definitions. Some Census data for years beyond,
IQii;ZZ'are available, but not a cdmple;é set;’éndiéhepefpré the

béSiSiQQ@P§fi$QQ§'éEQ’fQF 1971-72. As will be seen, some of the v

estifiates for 1971=72 are based on relationships revealed:by data

- e
L3

Mettopolitan area definition. Five of the metropolitan -afeas: -
etropo  tar area e )

_ “follow: the official Federal designation as that designation was:

. -when fiscal~data for 1971-72 were being tabulated: by the Census:

-

“Bureau: (the definitions: for Detroit and:New York ‘have -changed

~

—Subsequeﬁglylé For Philadelphia and:St. Louis; ‘the New Jersey .

and- TI1inois portions, respectively,. of the SMSA'S ‘have been - °

oY

.excluded; ‘since thisstudy -deals with-state sechool finance

arrangements,. it makes little sense to include the out=of-state

parts. of an SMSA. ifi the analysic. For Boston, the area is not.
tthe ‘SMSA per se, but Tathef Massachusetts State-Economic Area 3;.

‘the "central city" is not Boston, but Suffolk County. This area

*
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-definition stems from the availability of Census data on local

finance and property values in New England only on-.an SEA basis;

similarly, Department of Commerce personal income data: are an

SEA basis in New England.

-?efs9nal,ihcomer The personal income concept used here is that
developed by ‘the Department of Commerce for the national income

accounts. State and- metropolitan ar'ea'personal'income—egt:imat;es;§

are published annually in the Survey of Current Business. To

- - N - T N T - N I ) L3
distinguish between central cities and the OUtéideec%htralécity

>

areas and to adjust for -the boundary differences noted .above,

the money income per capita relationships in- the 1970-Census of

Population were used, thus assuming that the fatio-of -central

city to SMSA morey income per capita in 1969 also applied to
personal income per capita in 1971, for -example. '

- e

Property values. Fxcept for New York, -the basic source here was:

— T - y

.the 1972 Census of Governments, Volume II. -Assessed values were
.converted: -to -estimated:market values on ‘the ‘basis -of assess-

ment-salesrat105publ;§hedinthe 1972 -Census, .in some cases.

‘supplemented by -unpublished: assessment ratio-data and/or -data’

fromftﬁgﬁpreiiQQSfCeQSQS, in- 1967. The residential component was.

‘broken::out in- a- similar fashion. In-a iew:casgskjthé,authoréﬁad

" ‘Census -data. For New York, local, not :Census, data were -used:as

-

* _ _ T
DAy
O e A -
L
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. : the basis, with substantial adaptation by the author. The 1972

Census of Governments does not provide assessment ratio -estimates

. . . for "high-value" property; the cut-off excludes a very large

» - -

fraction of all New York City real propetty,Aincluding a sub—

startial proportion -of the Housing stock. State government data
do provide coverage of the entire universe, in contrast,

.
Ve t

;pcai,tax,éollec;ions. The basic source here was the annual
Cénsus—Buregu,release on the financeé of local governments in
large metropblitaniareas, Except for Chicago, Cleveland and
'De;roi;,/éur—central'citiestare indepeﬁdéhi of the -surrounding

-

counties; and -no -adjustment ot manipulation of the published

s ' Census data is required (Boston is part of Suffolk County, but
we used Suffolk as the central-city equivalent in-this study).
- / )
- o o - L B o
» . For :Chicago, Cleveland .and Detroit, the annual release -on:metro-

politan areas provided: data for selected: Large -units of igsél

: gavernment and the 1972 Census of -Governments provided similar

data on other units. Forf those units covering -an area larger

‘than :the central city (e.g:; the -county -government -or -the’
Chicago Metropolitan Sanitary District), ‘tax -collections were

allocated between: the city and outside=central=city areas on ‘the

ib@sis-offaSégssed—vaIueS—{fot;pfbpgrty*;axes)i-censqs:of?BgSiﬁess

data -on retail sales (for sales. taxes) and -similar indicators

(for minor -county ‘taxes).
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- "Locally borne"-local taxes. These comprise local tax collec—
.tipns less the portiogs whose economic burden is estimated to
- 'have been shifted. See Appendix B for a full discussion of '
this.
- o
A . * H
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.  APPENDIX B ,
TAX EXPORTING ASSUMPTIONS AND ESTIMATES

. .

In making estimates of the -extent of tax exporting, one must frgme”
assumptions anh piece together data that deal with three geneial

gituations:

1. Taxes that inVolve some shifting from the initial impact

-
-

-of the tax to burdehfbearefs some of whom may be external

-to the jurisdiction: in question.

2. Taxes. that involve no shifting,at,ailgrbut'the—initial impact
pf whiéh—may*be‘on non-residents. Examples include property
taieslgn vacant land,.somé of which may. be owned”bi'non-
residénts;,local—personél ihcqae~taxes paid by commuters; and
Tocal séIé?rcaxeéroncpuichases%bY'viéitotsfgf:coﬁhutegsf

3. Taxes exported in the sense that ‘they reduce Federal income
tax Ifability. State=local taxes on property, retail sales,
personal income and gasoline are deductible items for -the
%§ed§réi:ihdi§idual income :tax. ~ It isftiue-thacewe'ailAskare
the burden of such reductions in Federsl tax liability, au
%Fedefél'ingqmezcaxrpayef§)~bu€:fh§t:bufde@eié»gﬁifoimfﬁétion;
ally, fonfthg~gth§rthpd§'toccheantegt that one jufisdic;idh: -
depends more heavily on taxes that are Federally deductible
than its. neighbors, the locally=borne tax burden will be

- Al

smaller in-that juriSd;ctiOh,aaﬁdfft:fszthefdffferéntiais in

- -

tax burden -that -concern-us here. -Of course, all local taxes-

216




[ - - - .

are deductible expenges in cdmputingipysiness income for

Federai‘tax purposes but it is extraordinarily hard to
N N ’ 4 )} E
‘take thisg into account in any reasonable fashion; moreover,

to the extent that such—t§xgs aré- paid by corporations—. !
subject to—a:;niform (non-graduated) Federal corporate
income tax rate, the inter—jurisdictional-effects of deduc-—
7 tibility will be less differential ‘than are the effects of
deductibility against -the graduated individual ihcomé tax.

- -~

Table'B—i—summarizes'thergssdmptiohs,and methods used in ‘this study

for estimating the -extent of ‘tax exporting.

[5

Public finance ‘theorists have -sharp differences: about ‘the shifting

-and incidence -of property and -corporation income ‘taxes in .general;

‘there is no clear -cut :consensus. among thém. Moreover, whatever
¥

the -theoretical conclusion,. ‘the actual process of shifting of tax

‘burdens in individual areas will depend upon-‘the relative height

of tax rates, -the area's competitive advantages. and:-disadvantages

=
L]

randia:vatiety~of—dther:éhaiactefistigéadf:the*sgpplyzéf:aﬂd

demand fof ‘the .goods and services affected by the tax question.
Most of ‘these factors are very difficult £o measure. The -aséump-
tions -shown: in Table B-1l are essencialiy,afmattetﬁdfzthe=5uth9f*s

judgment. The critical variable fn most :cases 1§ not the extent

of direction of shifting =- that is, whether it is property _
:QwﬁefS—ér'éonsuméré~5r:emPIdeesaéhatiQeat;the:tax—*rzbut,whether

-~
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property .owners, consumers or employees are residents of -the

taxing jurisdiction*or—not. For example, little of the tax _

on rental housing—is,assumed,tofbe exported, on the pgesumptdon -

’ that most rental property is -owned by resident landlords (and

~ Vo

X reoters are of course local residents). 9n:the'other”hahd} \
- 1 »
41 large portions -:of ‘taxes. on- nonresidentialibusiness income and
‘property are assumed- to be exported, -on the presumption that
‘many business owneérs as well,as,congumers:of—tme—goods and'
: services&produced by~taxedifirms are non-resident—to‘the—taging

BN & .
: jurisdictioh, - .

In 1971-72, all of our | .

o %

Detroit and Philadelphia:-area. The Baltimore tax ‘(and that used by~
ithe suburban:.counties- in.‘that area) applies :only: -to- residents. For
:Cleveland,, Detroit Philadelphia and St. Touis, the extent of -ex~

porting was estimated from data on commuting. patterns and -earnings
- in the 1970 Census of Population, adjusted for the specific features

2

of ‘the local income -‘taxes (e.g+, ‘the differential rate in-:the Detroit

For New York, local estimates -of ‘the portion of the tax paid:

»

| tax):.
P ;by,eommgtersxwer»:used%l

H

[

it *

| %
=1

’’’’’ ssible, supplementary local data were utilized in-:these
,:this -was more ‘frequently: -possible for New York -than: for

| . =

/ or-h,er placess.

*
Y
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Table B-1. PRINCIPAL TAX EXPORTING ASSUMPTIONS AND METHODS

- 6 . ?
- Type of tax . Percent of revenues assumed- o

[y fl

. Central City Rest of :SMSA
B p— - ,_——,_T ~

L]

be exported .

- Taxes assumed shifted in part: ’

A *
N "

1. Property taxes on rented housing 16.7 16.7

' 2. Rgope%};y -taxes oh:comxigercial' ) . '
- realty: . . ‘ 61.1 - 38.9: '
3. Property :taxes on iﬁd’ustfi’al
realty ) 66.7 100.0-
. 4.” Property- and- gross. receipts ) ] i * ]
- taxes on utilities - 25.0 22.2

5. ‘Property ‘taxes -on-motor : 7 : e
vehicles -~ 15.0: 4 5:0° -

6. Property taxes. on business,. :
personal property, n.e.c. - 65.0- 65:C

7. -Corporate income ‘taxes ~° ° -600: - 600:

]

Tz

‘ Taxes assured to involve little ‘ ‘
’ or no: shifting: -

-occupied: housing * . 7 *
‘9. Propérty “taxés -on vacant land 33.3 ‘ 33:3
10. Personal income taxes * *
1l. ZTocal general sales taxes - 15.0: . 10:0:

12. -Other local.-nonproperty--taxes: ,
neesc. (mainly selective -excises). 100 100

a




Notes >to. Table B-1 .
G i

iEXPQpEIng,due solely to Federal individual income tax deduc=-

‘tibidity and/or -commuting; extent -of -exporting varies depending
; I ;

.

-upon ﬂecome levels and/or commuting patterns.

AS -

' Iine 1: Assumes ‘that 172 borne by owners and /3 of this borne by -

-non-resident owners. ) .

-

line 2: -Assumes that 1/3 -borne by ow@ers,énd—r121of:this£bo£nerby

o

non-resident -owners; 2/3 shifted forward :to consumers,.-of
3 [

which 273 are non-resident for -central -cities: and 173 non-

residents for the rest -of the SMSA (that is, more of ‘the

oo ‘A

commercial property tax base in the suburbs. consists of

Y

resident=serving stores: and’:the Tike). N

Iine 3t For the central cities, assumes ‘that 173 s shifted for=

-wafd to-consumers located: :elsewhere .and: 2/:3:not shifted:

- . or shifted %béékwéiglé,, with:half -of this: latter amount
fechcsrj—,t’é@a For :the rest of ithe SMSA,. -all the ‘burden=bearers,.
regardless of :the shifting: ngtﬁ'eiﬁf,: are %éé@é'd? ‘to: be
-non=residents. ¢

ine 4: Fof :the -central -city;, -assumes that 172 falls on business °

customers .and:half of this: is exported. For the rest of

the SMSA, assumes:-that 173 falls on: business :customers,

‘but 23 of .this is.-exported. - B

-~

*
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Iine 5. These,are—tough;estimates—pf the—relative—extehi—of—ﬁhe

nénépassengefrcat compohenE of'the-tax~ba§e,:w1£h—half
of -this -exported..
Iine 6: This is a ;oughéamalgam,of Iines (2) and (3).
line 7: This is simfléiito iine {6l}ﬂbut reduced to recognize é
that utilities may be included here; see line (4)-.
Iine 9: Assumés_ghat‘rf3iof—che—tax is -paid by non-resident -owners..
Tine 11: ‘Estimated share of taxes paid by commuters and: visitors
,and=exPOrtedétaxes—ohzintefmgdfa;eibusingss:puiChaséé,
. fFu;thef:e§timates aiezﬁécéésaiy:to:fgcbgﬁiiefﬁédétar

it

,individual income ‘tax -deductibility.
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In: all cases, it-was asgumed that all the tax was botne within: the
SMSA; -except for the impact -of Federal income :tax -deductibility. -
This :procedure makes it -possible for -suburban areas to-have net

imports of central City -non-property taxes:

: o
The size -oi the Fedeggi ‘tax -offset was -estimated: -on ithe basis :of
Census. data -on family incoxme levels -of ‘homeowners. {which:-suggest

the appropriate Federal marginal income tax rate) and Census data

~on the extent of homeownership; -on the assumption: that few. tenants

itemize deductions (except in.New York, whére many -tenants:‘have
_ o o - _ S o o
relatively ‘high: incomes..and find: itemization. attractive because
s YeTe
ZJJQ N
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of grvefyzhigh'state'incgme';ax)a The Federal tax offset is not a

;A\ ‘trivial -matter. itszestimatedivaiue'in%fespeCt:tofpropetty'téxes

\' -on- owner=occupied ‘houses '—W'és -equal to 13=14 percent of total local
tax collections outside the central city—in,féur,of:the eight cases

I3

and- between 8 and 11 -percent in-:the -other four cases.

Partly for :this reason, :the-:percentage -of suburtan:-property taxes
-exported: is not as much::below the central .city :property ‘tax -export

:pgrgencageraSemight;hQVe%beensexpeptedésu?erﬁicfatly,,as Table B=2

shows. Indeed,. for Philadelphia;, ‘the -outside-central=city :property:

tax export percentage is -the--higher Ohe'iaithéuéhﬁbbth»a;é'19W*comé

»

ppared: :to- the--other SMSA"s

2

‘The- Boston :.caseé i” t nly :one With: a

very: large differential in.:the -export :percentage:’ iﬁ:shﬁpiﬁibg,

mentioned: that the crudeness :of the methodology -employed: here

:SUggeStsithéﬁ'SQQ%?;QfEfefe nces.-have o meaning: Also; ithere is. ~

{eve 'that the assumptlons -used here have a:bias

., inthe ditection of understating the eXport :percer

tages. For ‘those

—éeﬁGiékégfﬁfe§*WEthf§hé§§9$t:§9§§§S§fgfzcéﬁtiéfébu, Lness- distEicts,

RS

(—h' 4‘1

_. _ o _ et ,
apgt;erng:a§—43£¢02be2239ggted%in;v;EWVqﬁéthefhgtegggengogg:naturez

-of i@gat;gd@ipiQpeitﬁﬂtégagidh@ The -only- :general rule 'seems ‘to:-be

:that ;hewééﬁt{éf:Cffyfs;expOEtzpeféeﬁﬁagéfwfif:ekéééd?ﬁhatzofzthg

.environs. -only if ‘the -central -city imposes- -an: income ‘tax ‘that

-OYO:q*
f‘dr w‘J..
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‘Teaches- non-resident -commuters {which*BaItimore,'BdSﬁbh:and?CéiCago

do not) the wore important that tax, the higher the differential «
in ‘the -export percentages between.-central ;iti and- suburbs,. With
‘Philadelphia tﬁg—extremezcasé: The suburbs- "import" large amounts.
-of:hénfpropefty~tage§—het;'becaQSe of the 1ever—§dd%n§tgre—0fzthe
EﬁhiTadelphfa:cfty eafnings—tax;

o

As ‘the third column .of Table B=2 shows, for all ‘taxes -combined, the
-extent of exporting is .greater £3r the -central cities ‘than ‘the
suburbs in all .eight cases; but Ehe-diﬁfeienges;afe'insignificéﬁfly

“small for Baltimore and Detroit. In -the,other cases, they are large
.enough to- influence one"s -conclusions regarding the central city=

v

‘suburban: tak burden differential.

A 1wt o - )
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- Table B-2: PERCENTAGE -OF 1971-72 TAX ‘REVENUE ESTIMATED
TO-HAVE -BEEN-‘EXPORTED “(NET)-

Property Other.local ALl
_Taxes _Taxes _ Taxes

Baltimore ,
’ Central city - 38 .19 33
. _Rest -of SMSA 35 23 3L

‘Boston. 3y
Central city ’ 45 9 45.
SMSA 23 10 7

N Rest -of :SMSA- 40-, =T 1

Detroit
‘Central ity

Rest -of SHSA:

42 =58

New York - . !
Central -city 39: 36 38

Philadelphia | )
Central city 26 36 32

Rest of :SMSA- (Pa portion-only) 32 &5t . 15

ity 41 26- 3% -

st ‘of ‘SMSA {Mo. ;portion-only): 32 - 10 26




THE :CIRCULIT-BREAKER

"As -of  January 1, 1974, twenty=two states had "circuit-breaker"

—programsifor:pfopert§:tax relief.t :HOWevefa-aIlibut five of -these®
L2

TheihypotheticaIfcifcuitébteékefranalyzed*hefe:apﬁried%to—aLI age51

.and: follows ‘the Iines -of the Michigan program, with:two- alterations:

f. Residential property taxes: that exceed: 4.0 percent -of

;household income .are-deemed: “to be- -excessive and eligible

for a a-rebate: from-‘the state government 1M£ghig§n;géesé

;percent; mot 3.5 :per=

in this report break at 3:0-and 4.0

cents): |

%, The rebate is:60:;petcent :Of the -excessive -tax payment ;.
with:.a--¢eiling :of $500%

3. Renters -are- deemed :to::pay-property: taxes: equal t0::a:

>~

specified percentage-of fents. In: the Michigan program,.

‘this is.8et at 17 .percent; -other -states use percentages:

aééihféhzééaZSEéﬁaiééjiﬁW&éS%ibi:%E&feeigﬁﬁle,zin%piggiéﬁéf

Edition,

>R
i X -




gross rents,. are -used:

18: percent -and ‘Pennsylvania 20- percent. :‘Census data indi-
-cate--that ;prpp'er,t—}’i' tax -payments as: a ‘per centage -of rental -

‘receipts -differ considerably among regioms. Moreover, -con-

‘temporary :property :tax incidence theory Suggﬁéééé:igfi;\ffff*’ I
is improper -to-.assume that all of the property ttax o

rented:housing is-shifted to tenants. Therefore; on the
‘basis of a more appropriate ‘theoretical -assumption: ax{d%:f:h e
,avaflab,l"é eyidence -on ‘the level.of -propefty-:taxes relative

‘to rents -and’:property values in different areas., :the £ollow--

ing property- ‘tax -equivalents; expressed as percentages -of

hiladelphia
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It is not possible to eStimate”the-results,of introductionaofra:‘

circoitébreaker:with—any:pregision, in :the absence of -detailed-
‘Census. cross=tabulations. for eachrarea=consideredi zHoweyer,,rough:

zestimates—canibezmade,;onthe:basisfofngblishedldatax For renters,

‘the 1970 -Census :of Housing ‘HC (2)- reports, Metropolitan Housin&

:Characteristics, provide adequate -data on: rent—income relationships

for direct, albeit -crude, estimates.liFor owner-occupants -of single-

——

family houses, a starting point is a: fspecial étabgl'ation—zdone‘:bx ‘the

Census: Bureau for -ACIR, from: raw -data collected for the Residential s -

Finance part of the 1970 Housing Census.? This provides data for
regions. For-ithe: present,purﬁoses, the regional -data- have been
;adjusted £o: refle ct the differences ‘between: estimated effe@tif;

residential propeity tax rates for the enqife tegions: (estimated

:0T1- the ‘basis: .of information: in: Vol V¥

*

and: those for -our metropolitan:areaég;With:azéeﬁtiéfééiﬁyésgbgfbf

et

sdifferentiation (estimated :on::the basis‘of the:1972 ‘Censusi-of

‘Governments -and:othef -sources).. An- indication: «of these diffeﬂe ces-

15 found: in. :the: following ‘gummary--estimates: .of -effective residential

sublished: by ‘the :Census. Bureau-as:
- in: June- 1973

oYXl
> f-ﬂ - l)




228-.

property tax ratés: -

Reglon, 1070=71  ° SMsA, 1971-12

Northeast 3.0%
‘Baltimore
Boston:
New York = .
. Philadelphia . e
: . North. Central : 2.17%
. ‘Chicago- -
: 7 —:Cleveland
’ ' Detroit
: St. Louis

W Ay

B B
ok wls

*
-

. The ‘method used in this adjustment assumes that the structure -of

N

‘tax=income relationships for the region -applies to. each:-of the

:cities -and: its:suburbsj:

1s. to-estinate the consequentes £or cwner=occupants living in

more:ithan-half in:ithe central cities:of New: York and:Chicagos

‘Unfortunately,, the data :on::such households are very fragientary
-and ‘the -estimates: for :this: groupcould ‘be- very--wide -of :the mark.
For this--and:-othef reasons.-suggested: above, the Tesults::presented:
‘here-may well -differ -considerably from-estimates made by -other

investigatots:

4

‘Circuit=Breaker Results.

Some of the results of ‘these elaborate calculations appeat in

Y
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Téble?C%l@ 'ESTIMATED PROPERTY TAX ‘REBATES. UNDER HYPOTHETICAL
CIRCUIT=BREAKEK PLANa

-

;Aggregate Re- Percent -of AggregatP Rebate,
bate as-% -of ‘Received:by.:
- Total Residen- Households~with-

;gial Property: —less than
SMSA Tax Collections $10,000: Incomeb Renters

-

Baltimore: Céntral City 30 ©e3 n
- Outside 8 ) 1%

*

Bostoni -Central :City- VIS 58- 29
Outside 1. 39° 10:

‘Chicago: -<Central City . 13 63 30
Outside 8 39 - L8

;Ié; ) N ;Zé’; 51?3%
60 8
3 9 + ’ . 5

Clevelaii:

Detroit:

59
27 :

New: York: :Central iCity:
Outside

L 1
\Qn\\o

Phifadelphia:

\U\Hl—'

“St. Louist Centr

s

C
g

2
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value' of the rebate as a~percehtagk of -the total resiﬂeqtial

« ! properfytéx collections in thefeﬁght cities and their suburbs
coliectiyeiya Other data in this feport,permit cqmpapison 6f
the rebates with personal income, but the simple:cdépaftson in

Table C<1 is a rough ‘measure of tﬁe tax burden relief yielded by

the circuit-breaker.

¥
4

As the earlier discussion of -estimating methods indicates, ‘the

: ) to relief :provided by a circuit=breaker is a -function -of its formu-

la, the 1€Ve1—of‘éffective:prbpéiiy,tak:tates and::the height of
3= . ] . T

. N - @
housing prices relative to personal incéme ih;diiferggg areas. -

L _ R 7 AN o -
Jhe extent -of aggfegate relief is also- affected by the relative

-

degree -of renting as -compared to -owner=occupancy; since the
formula: used‘here -explicity assumes that not all -of :the property
nula, é

-t . o A
-

tax on rental property is paid by Temtefs. The thifd column of

=

the ‘table is included to: give some tough indication of the sensi-

tivity -of the Tesults. in the £ifst colubn to the size “of the

e
-

Tenter ;pass=through;. where the figure in the :third :column: {s small

] a ) _— . - _ .
as- in the Detrpit and Philadelphia areas and in- suburban territory

in the Chicago, Cleveland;, New York and St. Louis areas, a-more

genérous pass=through for fentefs would have J#ttde -effect -on the
—— 'I oy
results shown in ‘the first -column.

3

N .
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.

* households with ‘high -housing-costs—to-income ratios are more

common. in: central cities, the rebate provides greater propor-
tionate tax relief 1h:cehtral%éities,in\seVencof:tﬁeieight
;caseéj 'Th;—exception is*Néw Yor%ﬁfwheie-cehtraf—@Ity residen-
‘tial property tax rateSJare—welizﬁelow*the suburban average

‘(to be suré;,this is offset by much higher local nnonproperty
taxes in- New York -City). What is remarkable is how large the
suburban rebates are despite these factors.

. % K
I3

The seggn@écoigmn—feVeéis,ahzeVénzméfe—remétkable?faccjf ‘the

k@ghsfdefable—exgen;;toxwhiéhathe rebates do--not accrue solely -to- -

'

 lowsincome ‘househodds, using $105000:as ‘the dividing line. -Only

in: the -central -cities OficféV¢f§§§3féhfﬁﬁﬁﬂﬁﬁiééihgggﬁ@i@@i?
i

“does two-thirds of more Gf the febates go to-households with:

R -

' rincomes below $105000. And in all the "outside central eity”

I3

ateas. gther ‘than Cleveland and St. louis less than- half the re-

bates gdes-to- such households. Moreover;. the higher the relative

size of the aggregate rebates,. ‘the largef is Likely ito-be ithe

pFoportion received by households with incomes of $105000+or more.

" -

ture=-which: does increase with- income i(a ‘typical $25,000: family-
may not ‘spend: five itimes as mueh for -housing as a $5;000: family,

-




‘but it will spend:three or four times as much, even if :the com-

parison is confined ‘to renters ot:tthQﬁeOWnersar;untfl'the'SSQOZ

:céiiing—is:reaghed, whiﬁh:éccufs:ohiyfwhen—inéome—is-iefatively

‘high- and-‘housing -expenditure as a proportion- of income is also :

-high.. ihdeédazthis*tendeﬁcyzgf:the circuit-breaker to benefit

2

. thosé:whOaareiby»néf@eénsfémqngZtheawofstvoﬁfzofzthe—pgpulatibn
‘has:been: stressed: by ‘the critics -of the circuit-breaker, 1like

Henty Aaron-of The Brookings Institution.

- _ 5 ¥

If ‘the -circuit-breaker relief isétofbeﬁmore~céhéeqtratea?ohzibwe

income  households,. a-more restrictive formula must be used. But
-]

‘such & formula has two dravbackst it has less popular -appeal
because fewer benefit from it -and it provides less aggregate

- %

‘Another -negative -argument might ‘be that the state

used: to-finance-circuit<breaker relief ave often:not very :pro=

-
»
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SCHOOL FINANCE REFORM IN NEW MEXIbO 1974

The primary intent of the 'State Equalization Guarantee" passed by the ?
1974 New Mexico Legislature was to equalize expenditures among the 88
school districts through a more sophisticated definition 'need".

New Mexico statutes require that the Chief of Public School Finance,
Department of Finance and Administration, hold annual budget hearings
in-each of the state's school districts; that process provides excellent
feedback to- the legislative and -executive branches'gf gtate government .
‘from local school boards and administrators reiétive to fhe'éiscai
needs‘of districts. It was primarily through thgt process that inequities
were highlighted and made.wvi: able.

The previous -comprehensive é’chooi finance reform legislation was passed
in: 1969: That dléttib;tiongi—méthodiwgs aszﬂnsEMotphe;—;xpe of "staffing
formula’ contzining thirteen. staff categories of professional and non=
:professional ;p,eféﬁﬁ'é']f; Based' upon: a- district™s ADM, ?szs’,i:c program "need"
was determined by allocating a number of staff posttions (e:g., one

e i , ) NS
‘Principal per 400 ADM *?ggmultiplying the allocation by an appropriation
N

unit for -each category ehg:, $11,790 for Principals in 1971). After

-determining -the sé&a;y: bsts, 25 percent was added for supportive costs
gy

and tHe state funded: 70 percent -of :the basic program plrs 100: petcent of

~oproved special edvcation costs, while the school districts were required

)
¢

Unfortunately, the state iﬁbésed uniform assessment ratin of 33—1#3—percen;
- -of market value and limitation on tax rates combined with -extremely low
:property wealth of school districts such that many districts could not

generate the 1) percent local contribution té 'need“. Consequently many

«

jaﬁeswAalen Hale, College of Education, Albuquerque, New Mexico. This
is: an: abstract.of an in-depth report prepared for the U.S. Office of
‘Education. 235




-

éfsgricts—never attained 100 percent of 'need" during the five years
:that}phe staffing formula was in operation while a few districts generated

more ‘than 100 percent of "need" or enjoyed. lower property tax rates.
Idlustrative is the fact that. following the first year of operation,

ah~equa1ization apr “opriation was added to the dis;ributioh which

guaranteed a minimum amount -of local revenue per ADM and that distribution

- -

increaséd,to’approkimately 14 percent of the basic distribution in four

years; ‘thereby recognizing that . wealth districts could not meet
o " ,
‘the 30 percent local ‘contribution to -need".

-

B, .
It -was against ‘the above background and widespread criticism of -the

M .

staffing formula £rom ‘the Chief of Public School Finance, Tepresentatives

from Large and: small school districts., teacher unions and: legislators that
the Governor formed: an Advisory Committee on: School Finance in.the Spring

of 1973: The Chief; a staff mémber of ‘the -executive ‘branch, and: ‘the

State Superintendent were -named: as Co-Chairmen -of :the :Committee whitch-
included representatives of categorical -programs., full -membershir

‘of ‘the Legislative School Study Committee «(L.S.S:C.); Pareut Teacher

L T .

S . e - _ . _y .
Association representatives., union representatives., and- School

Atulnistrator Association representatives.

A} >
* N3

-

The Advisory -Committee met approximately once each month between July

‘and: December wi-th: the Chief playing the key leadership role:; TF- Chief

- I

7iha$gpieviou51y hired an individual: who was completifig his doctoral dissertatiom

at the University of New Mexicco in which he adapted éhe National Education

Finance Project's (NEFP) -computerbased simulation model to New Mexico. E

The advocacy of the Chief and Key members of the Legislative School Study

.

Committee for a student-needs based formula and the absence of alternative
:




proposals except modification of the discredited existing formula.

13

established the NEFP-type weighted pupil appfoagh as the focus of

debate.

o £

The initial issues were: (1) .how much additional money would be

appropriated (the Governor ‘had pledged a*12 percent "increase) and

(2 how should the money be disﬁributed? The iatter issue was readily

3

resolved as to form by acceptance of the weighted pupil approacha,leaving‘

only the dimensions to be dete}ﬁineda Simulated distributions of
‘Committee requested alternatives were provided by the Chief. Although
‘the legality of téking credit of PfL.'874:funds as Tocal wealkth
ié@aineé,ques;ionabie,,fhe Commiittee adopted -that -provision. However;

,giyenxthg—ﬁone;ngr*s:fgcommended%f2>perceﬁt increase., redistribution -of

-

state aid under ‘the new formula indicated that 58 districts would: gain

'f thereby requiring 17 percent of the ppopQSedfappjﬁpiiaxignriot a 'save-
. , _ . ,
‘harmless™ provision. The final meeting of ‘the Governors Advisory

-Committee reviewed a proposal for a maximum increase of 12 percent for

ptévfcugzcategorfc;t ptograms GKiﬁdétgapfeh,,Specfaizﬁaucatfoh,,and;;

Vocational): and a total appropnfatfonlincreaserof,apprOXimatgiy i5;3'

pg;gént4 That recommendation; although above the vaé;h;f;;—cémmitmen;,

became the package té be introduced by the L.StS,Cf;éhd'iﬁckuded'bnly
. )

9: districts in "sévé—haf@less" (primarily due to large receipts of

"PL. 874 funds) after district sparsity was amended to it.

1]
3

»
A

During the legislative session, school district sparsity was added and the
legisdature made:it’hlgaf that local boards should give first priority

2;o:tgache;,salary increases. The dollars per unit was established at
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$616.50 in the Appropriations Bill as ¥ere maximym increased of 12 percent
for Kindergarten, Special Education and Vocational programs and a
maximum increase of 43 peécent'for Bilingual programs -(in the second
year of fundingbu

Provisions of the Refoim Legislation
The followihg.w?ightihgs were establ%shed% .
*Kindergarcten i . 1.1 «(F.T.E.) ,
_Grades 1-3- - 1.I ADM ~
‘Grades 4-6- 1.:0- ADM

Grades 7=9: - 1.2 ADM

" .Grades 10-12 | L4 ADM

20.0' (total units for approved program,
not ADM)- - :

‘¢ Mildly ‘handicapped A 1.9 ADM
D Severly handicapped | 3.8 ADM
#Vocational 0.8 é(%E-él‘:st'zfadd?on%):

*Bildngual 0.5 (B, T.E. add=on)

*subject to State, Department of Education approval

Sparsity

Schools with ADM less than 200:

Elementary and Junior High: 200 ;_ADM

200 X 1.0 X ADM = units

Senior High: 200 - ADMX 2.0 ADM = urdts
200 : -

Districts with ADM less -than 4,000:
4000 —~ ADM
4000

X 0.15 X ADM = units

£ ey

re - %
ot s




Tea’qh g?:i,Train;ng, and- zExj)ei'i'eiice - ‘ i

A -weighted: -average of teacher training an- experience is computed:- for
each -district utilizing _ matrix of 5 aining levels and 5 -exper”eance
levels. The index is: :imil:'tfp'i;ié,dfby ‘the —sum'——gf ‘program -units (,éxc—ludifrjg

*  special -education -units): to yield "adjusted" program units. No

. .district"s training and -experience index.shall be less :than 0.95.

-

-CaXculation of Need:

-

A-district™s "need"” is determined by summing adjusted" program-units.,
spectal -education units and:-sparsity units and multiplying the total

units by the unit -appropriation of $616.50. However,. -due to:the 12

uni’t -amount was established: at ‘$461 and: ‘the Special Education::program:

unit -amount was ‘established at $587. The Bilingual program limitation

did niot necessitate a reduction in :the unit funding level nor did the

7

limitation:on Kindergarten.

-

\ Calculation of the State Equalization Guatantee (9.5 percent -of

Appropriation):

L. ‘Calculate “need" as described above utilizing the higher

+

of ‘the first 40:-days-ADM-or the first :80-days ADM:.

2. -Caleulate local and Federal revenue received from:

& uniform levy of 8,925 mills on: local
property;

a): 95 :percent -of
assessed: real

«(b): 95 percent of :the district's share -of motor vehicle YV
license fees; -+

- - ¥

¢
X

(c) 95-percent ol e district's share of forest reserve
fundssy

k4 by

- *

(d) 95 percent of P.L. 874 funds; and S,

e): :19,5,;p§tceﬁt; of regulaf vocational.funds (20 U.S.C., 1241~
1391 .




The amount of the state equalization -guarantee is -determined

for each -district by subtracting the sum of number 2 above

from -the '"need” determined in- number I above. .

“Save-Harmless” «(1.5 percent -of -Appropriation)

Any -district that would receive less state revenue pet ADM, except
Kindergarten and;SpecfaliEducatiOn,:undef—the'statg—equaiizatfoﬁ:guafantée
‘than: under ‘the previous year formula, shall receive an allocation to-

guarantee ‘the previous year funding level per ADM. However, ‘the save=

harmless amounts shall be reduced: each succeeding year -until mno- amounts

shal® be provided:-under {hiSeprOstfohzin—1980; A special -provision-

was made ‘to- include .one -district into: save-harmless -due ito-the large ;grants

1 B

teceived by that district from the Atomic Energy Commission:

Transportation (6 percent -of Appropriation)-

=

The state provides 100:-percent -0f -transportation: costss.

Textbooks. “(Li+6: percent of Approprtation)’ . -

Each: school district and private school participates in: a special
‘textbook fund appropriated: from Federal Mineral Leasing Funds The

]

aldocation is made ‘to public school districts and private schools based:

’

upon: their elementary and secondary ADM as a percentage of ithe total

public and private elementary and secondary ADM: in: the state. Credits

afe -established with the State Textbook and Matetials Depository and




) Supgiementery*DistributfonS—(044fpercent of Appropriation)

(1) Out=-of-State Tuition-- 100  percent state support fotborder
students- more economically -educated in -other states.

(2) Emergency-- need based; approved: by the Chief.

H

ﬁ3%?Pfogram Enrichment-- provides for special education diagnostic

-services -and -other spec1al—needs ‘programs approved by the
Superintendent. -

(&) Special Vocational-- appropriation for shared-time -programs
- for high: school students- attending post-secondary Area-
'Vocational Schools -as- approved by the ‘Superintendent.

Capital Outlay

No-regular appropriation:.of state funds is made for capital -expenditures.

Board: by an Advisory Council. Participatory ﬂﬁut?ca ttons are established

-

by Law; -e.g., extent that applicant -district thas used %b,oﬁdifng—::cé’pa’ef‘fé}gz

-ete. New Mexico™s.:Constitution. limits: school district :debt ito-:6; percen£7

in the district. '

- >

Horizontal Equity

For the 197374 school year, sch ool -districts: zdpéir,at,éé?%uﬁder
- <

the staffing

igimgla .and: were required ‘to--contribute 30:percent of - need" Property

-districts -were levying 9.45 mills for opera tional purposes: that year but

the poorest district was not generating it's 30--percent -of “need".

»




: . 2642

The- wealthiest disttict -had no levy for debt service (satisfying capital

outlay needs from ‘:the -operational levy) while the poorest district was
levying an additional 3.323 millls for debt sService.

Under the reform legislatinn no assistance is provided for capital outlay

or déib't; service; however, :the uniform levy of 8.925 mills will provide

7100 percent of mneed for all districts. Sinee the state .charged-back
95- percent of the amount that the uniform levy would: raise, -the wealthiest

district contributes sigrfff—fcantiy: -more -(about 47 times more): toward if's

"need" per ADM than does the- poorest district. The efféct of ‘the

charge-~back is :to allow :mpife State :r,es’,ouf,c'es'—:t:o flow to the :l?ei; -wealthy

- » -
= B

districts and for the most wealthy disteicts to -conttibute more -toward

their "need": However, it should be pointed out that less ‘thn 5 percent -of

! .~ :

New Mexico's 88 school districts have property: wflue in, excess of °$40:;000:

per ADN; and; ovef 75 Detcent -of theé students Live ip school dibtricts with:

Less ‘than: $105000:-0f ipéop'el%tyf value per ADM: The statewide avérage was |
$1E;142 4n: 1973~74. A R - -
' Distributicnal equity is :the central feature of the zeform il’egi.s:igation%

although: the uniform-mill-rate chatge-back provides ;@bst}énﬁvé taxpayer
equity. Coupled with the fact that local cotribution to "need” represents )
only about 13 ipggeeﬁt‘ of the :total -current -expense,. the 5 .percent

) non=equalized vatiance (State takes cfedit for 95 percent of 1§:925 mills) f -
anounts to less than 1 percent of current %éxﬁeﬁgiééff{bf education.. This( -
funding provision-has Tong been:held to be one -of the ﬁl°s t ie"l—‘f‘f;?‘ib’l—'e methods ‘
iupén'f fv;{htchi to-base State assistance--dating ‘back ‘to 1923when: Strayer -and:




and Haig first proposed it.

o Legal ‘Considerztions

t

New Mexico had: a Rodriquez-type suit filed which became moot upon: the .

U.S. Supréme Court's 5 -to 4 decision; and:, like -California., the New Mexico

Constitution -does pprovide for "equal protection'' and -therefore suggest that
. -aSerrano=type -suit {(in ‘State -Court)- may ‘Have ‘beea forthcoming.

¢

- . 3
.
.

‘Probably ‘the -most -often: quoted: statement from: Serrano- is that -the quality
of .achild's education: should not be a function -of ‘the wealth of ‘his parents

Y

‘and: :ﬁef’ghb’ors ,. but based:-upon-:the- wealth-of the state zas—g"'wt‘lco,];e—.r Does ’

New Mexico's reform legislation meet :that itesjt,’?'r In :the top’i'nifohzzoﬁ ‘this ¢

=t . . - - _
writer, yes! The reform: legislation::defines: pro

gram:need::on:-a: statewide

basis:, charges~back a:uni:

or operational purposes: (the
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ther Statés;. that -a:-uniform.

levy for,education is a State tax); and: the state contributes: ‘to-programs
L g;-’ ) s ] ] ’ 7 )

mneed: inversely to local contribution: to-program-need: ‘However, :the State

does. mpt provide for systematic fiscal assistance to-school districts: for .

. -
- 4 . a

 capital=outlay and:-debt=service. Therefore;. the qual

ty of educational

facilities and equipnent in the districts must rely upon the wealth of

L& child's patents and neighbors. (The 1975 Legislature has a proposal to
> ) - R \

[

.

>

Theére -does Temain ‘two- areas -of -potential Iitigation related: to-ithe New Mexico:

school finance refofm. The fitst regards the provision: that ‘takes. credit,

as. Tocal contribution toward need, for 95 percent -of P.L. 874 réceipts.




"Al'though .covered by the Dole Amendment in 1973—743,some'questian—temainz

. - -

-as- to- the method--by -which states may do-so under the Educational

b

Amendments of 1974 incorporated in P.L. 93-380. The Amendments require
that ;he:O£Eige—oféEducetion—estabiishzguideiines ﬁb*imﬁlement the
provision, but those guidelines are yet to be approved. The -court has

ruled: in favor -of the StateeofiNe&zMexicbrwfth—regard ‘to- the ‘taking

of credit for P.L. 874 funds but ‘the method must yet be settled.

Another area:-of -potential fitigafionxfegards—;he»pfpvisignstnat:tteats
-one school district differently -than..other -districts. Testimony in: -the

:caseehHSealigadyebeenxgiyenaang%theECQurtis~deefsién:is—expected

the State Costitut{on as expected but on ¢ the “supremacy doctrine' of
’ = .-

== +

-a: Federal Agency -action:-over actions -of
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The- Pr rimary Intents: of New- Mex;co s srhool finance reform legislation Was:
X - . V4
0: equalize exb§ﬁ§f§QiQSiéﬁéngﬁhef88?séhboi S;ficts ithrough: a:more

sophisticated definition of “heed" and o ensure that all districts
‘\ * *®
Both: distributional and: axpayer -equity -are %ngwtded’z in:-:the reformy

-

-distributional -equity through-defining '"need'"on-a weighted=pupil
basis .and taxpayer €quity through h~uniforn property levy and by )

providing state revenue inversely to JTocal: revenue., ngéaLe:eyenge'isr

‘mflls., (2) ‘P.L. 874 receipts, (3): districts shame of motor vehicle

ffgense'iees, (ﬁigEorest,ReseEVeEfundsa and'%S}'iegukai—vgcétionai $unds.
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It is suggested that New Mexico meets the Serrano*test of fiscal
! . )

neutrality for operational funds but remains lacking in a systematic

.

provision for capital-outlay and debt-service. It was noted that

the 1975 Tegislature .i's considering a popular Capital-outlay Bill.
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‘NEW EDUCATION POLICY IS SET IN GEORGIA

t N
In March 1974., Georgia's General Assembly enacted Senate Bill 672,
-entitled the 'Adequate Program -for Education in Georgia Act"
whi:ch provides for swe&ging changes in tﬁé admfnistration,andf
financing of the State's elementary and secondary education system.
Recognizing the need to provide '"an equitably financed -public
educatfopél sfrucéute assuringAeactheorgian an adequate
educational -opportunity', the new law redefines -the basic education
goals for Georgia and provides a new basis for their financial
-calculation, 'Geotgia:wili'be—buiiding on a system of State support
which provides more than -60:- percent of the—combineg?S;ate'and'locai
funds for education; -chiefly :through a foundation program.
The chief aims of this Taw are:
L. 1@—';pigv:t§"g tncreased State support through an expanded
foundation: program;.
2. To aldow for increased financial support for special
educations; v
3. To include vocatfonal -education as an: integral pact -of the
:geﬁeialﬁéducatiohapioggam}
4- —'Ff ptovide Tocal school systems. more flexibility intutilizing

State financdal aid; : -

6. To support kindergarten classes;
7. To provide for -equalization among school district expenditures-

>

{Efﬁziib. Tron- U.S. Offi:ce of Education
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. . The law becomes effectivi\Qs July 1, 1975 and- replaces -the minimum
3
- as\ b

foundation program which has\been in effect since 1964 For ‘the

\'.
first time, the new law proviﬂes for some equalization in school

" - district expenditures by adding a form of district power

equa;;zatibn. The most important features of Senate Bill 672

-

are described below. - . .

Pupll Instructlonal Unlt Ratlo Tnder the new law; authorized

ihstrﬂgtionaf:uﬂitAsgppott—6frone teacher for 25 pupils.in ada.

is:exteﬁded*to—aliiéradesrl—lg'inztﬂé—regular program. -At bresent;

\ 7 .
ns.trud gffnal -support for :grades 4=7 is .authoriized at :one -‘teacher
unit for each 28 pupidls im ada.. ,Ihe new orov1s Qﬁigéaesgimgtei

at requiring an addftional $14 million ih State atd -

-

at present levels of State suppprted ‘teachers salarfes.

- s

= ~ z -

Speclal Educatlon Sweeplng support ‘for special -education: 1s

’

-authorized: in Broad language in the Taw which states; ALl -children:

- - =

and' youths who-have special -education: needs shall: also-be -eLigible
" for special -education: services..... ©Local units of administration:

shall,..provide a: special education: program: for all students with:

— special needs whc are residents of their 'school systems.::.. The

* = =

‘ " State Board: of Education: shall haye ‘the authority -to provide

—9§gé§tioﬁai and: ‘training- services| for chii@féh,yﬁ%fhave special

" -educational mnéeds..." by .contracting with suitable private
\ . x
i - -organizations -or -public agencfeslot by making grants :to parents
of such children, éubﬁect:;o;ceﬁtain Yimitations. EOt—eXceptféﬁaf

x
-

children enrolled in. public échoois,,ihn new- law authorlzes one

}>
> -

: fe R S " . . e ) . AN
- ynszructxonat,unrt—ﬁor each 1Z pupils in ada in sglfecontaine¢

-
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‘education classes in grades 1-12. Under the present law., some

. N L34

additional teacher units are provided for special—education

.

without specific reference td a pupil-unit ratio. -

Vocational Education is -established as an integral part of the

,genéral—education program. It is clearly the purpose of thé new

%

law to place vocational -educational programs on a par with generai
. ) . -,

education programs. The law, in effect, allows the State to
zﬁinance—up—to—dne*third of tﬁe authorized: local instructional costs
|

for these programs-. The State presently provides—salary supplements

for teachers in vocational education witth- actual amounts depending:

x

:gﬁzagghgjigégiﬁgndsa In: 197%=75: gome $34 5 -mildon: in ‘State: aid:

was provided through the Vocational Education Fund; a su;fr:iziqualé to,

~

1Q!

5.8%-0f State education aid in that year. -

L

‘Compensatory- Educatlon Eor ‘the fixst tlme, Georgia ‘has :taken:-some-

tentative steps. toward: supporting -compensatory- -education by

- *

'regulatl ns and: standards and:-estab: 1
1ons necessary to- 1mplement—”f" ams. :
Compensatory educati n- shall

The State Board: of Educatlon -shali: promulgate rules,

-

-

readlng, mathematlcs and such other programs

as needed

1

. ~

The Board of ‘Education- shall determine -the -number -of students. needing

compensatory -education and-estimate the State costs-for such programs.

rgfﬁresqhgol,ﬁdueation:program is -establXished. Half-day kindergarten

classes are authorized for five-year old children- in. -the regular

program. For -exceptional children, programs for three and: four year

-olds are also authorized:




&

L%

Provision for non-categorical use of State funds An important feature

of the new law allows more {lexibility to local school systems in their

use of State fungé. Up to one-thi;d of the State funds allotted

for instructional units may be used for instructional personnel other
thar . “ers, provided the State Board of Education has approved the
i t "

plan describing how the funds will be used. In effect, this portion

e -

becomes a formi of general rather than categorical aid.

~

] ' # - -

Other support provisions Additional financiél‘support'is allowed for _

[y

7 variety of purposes rang%2§€§16m~funas for instructional materials
’ . .% v 8- L b ’
and media to funds puLhorifgp forsick and personal leave expenses.

For the first time,, allotﬁenté are authorized for elementary instruc—
tional -specialists and for the acQQfEition of instructional equipment.

Transportation aid for independent systems (Hties) ‘is also included

.

for the first. time.

School Accountabilipy and Assessments The new law contairs several
provisions—relating to the accouﬁtaﬁility of 100;1 échoal systems "
and to prog;am improvement. The State Board of Edqcafion is rggufréd
‘to establish performance-based crite: .a for.Ehe evaluation of the
insfructioﬁafg;rogram of e;ch public ;chool. Provision is also_made

[

for the establishment of an annual statewide assessment program to be

- .

administered at a minimum of three grade levels. Training programs

are expanded for‘public school administratoys which are designed to

improve the instructicmal content of local school programs.

T
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District Power Equalization Under the new equalization provision

featuring district power equalizatioﬁ (DPE), the Act guarantees a

-

level of financial support equal to the tax yield of any millage

*

levy on the school district ranking at the 90th percentile in dollars

of assessed valuation per ada. These valuations are based on 40 -

percent of the equalized adjustegrschoolsproperty tax digests of
fhe s;hool districts. State equalization support is not tied to any
fixed level.of per pupil expenditures, rather it is linked to a
7schedule of tax yields fo£ one of the State's wealthiest districgs,
i.e. the district with assessed valuation ranked at the 90th percentile.
The schedule is computed by calculating the yiell~ from differing
-midlage levies for the distrfct at th¥s 90th pecmﬁ%?ie.

*
*

;h5191iéi2, equalized property value per pupil in ada at the 90th
percentile, $50,745 was 2.74 timeslg;eater than the lowest value,
$18,457. The median property value per ada amounted to $36,243.
Since dlocal support accounts for about 35 p;rcent of State and Xocal
’moniesffpr education and because of the relatively low ‘dispersions
’ ihprOperty values, the amount‘Bé State méney needed to fuuld the .power
egugiizatién pro sionﬁis currently estimated ;t 72.5 million at

the going local tax rates. This sum equéls absut 12 percent of

total State aid to LEAs ($586,000,000) in the 1974-75 school year.

Minimum local support is specified in a provision which req;ires that
the local contribution be related to the value -of the district's

share of the total equalized tax digest in the State, irrespective of
school attendance. TFor several years now, the minimum required local

support has been frozen at a sum between $78.5 million and $78.6 million:

¥




This amount is pro-rated among school.districts in the same ratio as

LY

‘their eq;alized property values bear to the State total. For each
year that the required local éuﬁéort is frozen at this dollar amount,
ghé‘State share of public school expenditures has b;en rising. The
new law retains the property tax as the sole source of local support

. for education.

The guérantees of the district power equalization provision limit the
' annual growth in education expenditures for each school district to
’$ldOwor 125 percent of expenditures per ada of the previous year,

‘whichever is greater. Add-ons above the guarantees of DPE will still

‘be allowed. ‘Convergence of district expenditures; if any, cannot

‘be ppredicted, for it will depend on such diverse factors as: 1) the -choice

-

-of ‘tax rates by a school distiic;;‘Z)—changes in school district

4

-

-enrolflment; 3) the level -of state funding of the new-school finance
meﬁgﬁ}e; and 4) changées in local property values (and tax yields) -~

‘to growth and inflation.

For 1972~73, ‘the range ih per pupil expenditures fér instructional
purposes- alone varied from a }ow of $380- in Ben Hill:County to
. §768 in Atlanta. These amounts includé‘Federal education aid. a
At ‘the same time, gotal pupil expenditures varigg from $512 to $1,095
#&Eth Atlant; aga'n the highest spending district. Data on school

¥ o
-expenditures excluding Federal aid are not available. It is unclear -to

~

what extent these expenditure disparities result from regional cost

differences or from program differentials for children with special

™

5
needs.

-
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The law spells out the procedure whereby the DPE allotment can be

-calculated by a school district. An LEA will: 1) choose its

-
-

per pupil expenditure level for the following year; 2) determine

the millage rate required for this expenditure level on the basis of
. the guaranteed valuation school district; 3) apply that millage rate

to- the equalized assessed valuation of its own s¢hool district}’
Q)*subtfact—both the yield from the State~imposed minimum millage

rate required for local support and the yield calculated under

}(3) ‘from the desired per pupil‘ziiepditurgé and: 5) multiply -the

tesulting difference by the number of students in ada to determine

-widd be based on: estimates-of ada of -the current year.

-

Whenever annual appropriations are insufficient to cover ‘the Timancial

provision is made for lowering the guaranteed valuation to a level at

which. available funds can be equalized. .

Funding In March 1975, the Georgia Legislature appropriated -some

$678+6 million for State aid to local school districts for the 1975-76

school year, an increase of nearly 16 percent over the 1974-zsrapprgé

prfation of $586.3 million. The increased appropriations were largely

.

distributed as follows:

. ; ' ' Millions of dollars
Increased teachers salaries i ) $45,0 .
Reduction in pupil~instructional unit ratio - 14.0

Al




Additional -teachers for special education
‘Vocational education
-Compensatory education

" Pre-school education

P - e =

’

‘Instructional materials and media services
Transportation aid for -cities

Schoel lunch

Millith—of—doliarsf

-

$ 1.6

There was no provisjion for funding the district power equalization-

»

section of Senate Bill 672.




KENTUCKY INTRODUCES PUPIL WEIGHTS IN- STATE ALID PROGRAM

Starting with the 1975-76 school year, Kentucky will launch a system
—qfrsghoot aid based on pupil wejghts for its foundation program.
Under Senate Bill 280, enacted in the spring of 1974, state aid will

‘be caliculated in accordance with a- pupil weighting system which

© .

varies by grade for pupils -enrolled in the regular b&dgram. For State

\\gidtfof—special education, differing weights are assigned.to- categories

-
-

‘of exceptional children, and for\VQcational éducatioh3;Weights,éré
\ : , . et
-established by types -of training program.

M -

;gqhtUCKyaproyidessOné:df:theihighgst Ievelzof,étgte support for -public
schools. in-:the .country: Through: its.foundation program; State aid: in-

1972-73 amcunted: to. $263.3milldon of 60 percent of ‘the total Stafe

and local education revenues.of $433:1 million. Wearly all of this

State aid was channeled through: a.;program based -on-classroom units

with.one teacher for.each 27 pupils in ADA in the previous school year.

The -new Taw culminates ‘three yeats -of :concern and activity -on the -part

of ‘the State Legislature; the Departient of Education, a: 100" member
Ccitizen Advisory Council, and key education associations in the State,

Kentucky was--also ‘the target -of a special study by the Nat{onal Edu-

cation Finance Project which developed a model school financd plan

for ‘the State. This--plan is published in a.volume, -entitled,. .

Financing ‘the Public Schools -of Kentucky. While the NEFP recommen- -+

:décignssfénged'over—thé entire educatiorn program, those :embodied: in

-

Esther 0- Tfon,¥U;S; Office of ‘Educacion 7 -

- - N
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weights. The sum of these Wiil, equal the additional -pupil unit aid:

- for exceptional children. -

EEREY et — e moemmm—— o m o —mm—= - T e ——— e
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‘the new Kentncky law reélect the thrust closely identified with:
this group,. namely the introduction of pupil weights for State -aid
purposes?\ind thg calcilation of ‘State aid on a pupil rather than
a classroom 'ynit basis. o - "
The new law establishes the following weight diféerentiais in the
regular progpam:‘ |

Level Weight

Kindergarten . - 1,10
Grades 1 - 2 1.30- -
Grades 3 - 8 ] L.00 \
Grades 9 - 12 1.20 ) ‘
These weights will apply :to-the full-time' equivalent -of ‘average -daily

attendance -of pupils: -enroliled: during ithe £irst threeé months -of ‘the

school year. For special education aids '";311:911—1Qtrewei’fgh’t:sl"'::ai:é:—aiz?’lff:ilsé’;!E

to- the following categories of -exceptional children:

-

;¢at§gapfe5— ' o E"Add—on weights"

—Physicafl’%Handicapped
Hard: of ‘Hea:
Deaf
‘Mentally. :Retard
‘Emotion
:Neuro 0
% :Visu& :
L ?Mentally—Retarded Trainable
\

The full-time equivalent attendance during the first three -moniths :of
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istrict

The -data were

-designated for weighting.

programs in méchanics, agriculture and health occupations.

incurred in Kentucky.

’

:datigys for ‘these programs were -not -as closely followed:

:programs.

[//dist;ictsandfor each -program- included:

I

- in- Kentucky.

analysed: separately for -each sample district and thed

For vocatipﬁal education, six categories of pfbgrghs have been

The "add-on weights" range from a low

-of .30 for programs in business office skills to 1.55 for some

#

The law

provides for a reghlar review and update of the weights designated

for all programs. .l . v

Fl
»

The—ngghts—embodied in the regular program were those recommended by

. NEFP following their extensive analysis of actual program costs

NnFP also undertook in-depth studies of existing

-—

program costs- in--special and vocational -education but -their recommen—

In: ‘the area.

+ =

of remedial reading, ‘NEFP 'had: recommended: a: weighting of 2 30,,while

=

‘the- Taw-omits. any special ‘weighting £or students enrolled in such’

-

In 6fder «to compute program-cost indices, NEFP utilized program-data

files. -existing in ‘the S;Steifof:gzxe@resgﬁege1Véwsg@p1é@6f,iazschogl'

-

Information gathefed £or éach-of the sample

-

The number of full time -equivalent -students -enrolledsy

Thé number of iﬁstructioﬁal'peisongelé
%
Salaries paid to this personnel; .. T~

- 2

Other current operating expenditutes allocated by -
program: )




~
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;Lgregated to ob?ain statewide program costs for theAregulaf program.
and for the separately identified programs in special and vocational .

education. No attempt was made to search out the "best" or most
. @ .
effective programs. NEFP quantified available program information

Fy

X AN

';n order tg-obtain existing program cost differegégals.
.Kentucky's new school ‘aid léﬁ becomes effective with the 1975-76

school year. During ghe transition from the present classroom unit

>

basis of calculating state aid to the puﬁil unit basis, a hold -

harmless provisidh exists-in the law dﬁich allows each school district

to calculaté its entitlement :under both units and claim the more

*
»

fa@ogabie amount. In subéééueht years, the value of the pupil -unit’

:willgbe set for each yeafﬁby%the Genérgl Assembly.

e
I 0

e

. Conclusion.

Kentucky is now set to introduce a new system of school aid distribu-
» = N N

tion which allows greater flexibility in designing -programs around:

-pupils rather than the’classroom unit. The introduction. of pupil:

‘weights reeognizes the cost -differences apparént in the= deliveryrqﬁ
the varied programrofferingS. Nevertheles;, tﬁe financing of ‘the

State's education program still poses serioys problems. The level -of

public support for the education program is well .below the national

average. Further, substantial; disparities in local revenues for

Y ./ .

education exist, but the new law is silent on equalization.l/ '

1/ For 1972-73, state and local education revenues per pupil: ranged:
from- $457 to $1,027. Combined revenues for the median school .district
were $597. Between the 10th and 90th deciles, the range was from
$519 to $710.

o 0 0 000 00 I 0 000000
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TLocal support for education is subject to a roll-back provision of

‘the law which limits the local tax rate to that prevailing during

A Y

the 1967-68 fiscal year, with the tax base adjusted to reflect actual

growth in assessments. The original tax rates had largely reflected

inter-district differences in assessment ratios. When Kentucky shifted

to- assessments at full cash value, the ogigiﬁal tax. rates were allowed

to- remain in effect. As a result, substantial variations in local
r
- & A - > o,
‘tax efforts persist. These rates can only be changed by local vpte.

- - e

& ' -
School districts are authorized to supplement school property tax
revenue with three permissive levies, namely occupational, utility and

-excise :faxes. However, the NEFR-raport concludes that -these, levies -
further .disequalizé education revenues among sghool districts Fecause
of the gidé—dfsparities in: the revenue potentigljfromzthese sources at

the local level. . boe : )

4 .
-
¥ - *

Add

iofial State reienues may be required to fard the new: system--of

aid:-distribution. Whether they will be forfhcoming is uncerfain at .
- * .
ithis time. A provision in the law allows for a percentage reduction .

I
P . "

" in :the school district allotments whén the‘Genefal Assembiy does hot
- _ ’.

* +

-appropriate sufficient funds to meet the act's requirements. * )

- 7 -
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