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INTRODUCTION .la

This publication contains 'three important new papers.oncurrent problems

in school finance. The first paper presents an analysis of the school
or

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%

.
In the second paper, Professor Harvey E. Brazer explores the relationships

between selected features of school districts in Michigan which can ex-

. plain some inter-district cost differences. He alSo constructs an index

that measures price differences among school districts using the available

data. This paper represents a first attempt to go beyond a simple 'cost --of-

living' index-to adjust fdr district cost differences_associated: with-
,

A

location. Some methodological and data problems-remain, and the U.S. Office

of Education is funding a follow-up study aimed-at _refining_this appioadh.

In-the third _paper, Dean-Dick_Netzer exploreS-special urban aid- factors in

State school aid-formulas-for selected cities often characterized'aa_having

-municipal-overburdens. The author grovides.an important contribution to an-

understanding of school finance with his_analysis-of'the effect of tax

exporting-on the local -tax burdeni_of these cities, the-effectof urban-

!

school aid- factors, and the-probable-effects on tax burdens _of various

.school finance reform-proposals.

In the final section of -this publication, school finanCe reform laws enacted

in three States in 1974 are briefly-described. The U.S. Offide of Education

will- continue- its efforts -to explore major school finance problems-as a-

meafis-of_promoting-equity in School finance,

Esther 0. Tron-

Project-Monitor Cc



THE 1973 REFORM OF THE ILLINOIS GENERAL PURPOSE EDUCATIONAL

GRANT-IN-AID: A DESCRIPTION AND AN EVALUATION

INTRODUCTION AND ACKNOWLEDGEMENTS

"The old order changeth, yielding place to new;
and ,God- fulfils- himself in many ways,

Lest one good custom should -Corrupt the world."
--Tenriyson

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

experiMent with other forms of educational grants-in-aid. By the summer of 1973

almost
/

half of the fifty states had made appreciable changes in their.K-12--

allocation 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 more,

or (b) tax themselves-more. Various names have been applied to these types of-

t

throughout the United States: "incentive systems, variable matching

grants, percentage equalization Sys,teMs, guarahteed tax yield systems, equal

expenditure for equal effort systems-and district power equals tion."

!Specialists in school finance continually debate subtle shadds of differences

and fifie points of these various systems, lbut most would agree thaethey are all

departures from the formerly dominant "foundation" approach.' Nine states in

particular have adopted grants-in-aid whiCh,provide some kind of reward for

local tax effort" and Illinois is new one "of those nine states. This monograph

is-both a description and-an evaluation-of the legislative-reforms of the summer

-of 1973 which-brought such-a -system into=being in-Illinois.

The study is- divided into three chapt.ers. In the first chapter, Ben-C.

Hubbard- provides the-historical background-essential forari understanding of

the Illinois Situation. P rofessor Hubbard -then proceeds to describe in some '

detail the various preVisions of the new allocation system. In-Chapter

G. -Alan Hickrod reviews a_body of scholarly _and professional literature-con-
_

cerning criteria for evaluation-of state edUcational grants-ill=aid. In

Public Law 93-380 the Congress of the United has 'seen fit to- express its Iiiews

G. Alan .Hickrod, Ben C. Hubbard, Thomas Wei-Chi Yang, Illinois State.

UniVeraity-Normal, Tllinois
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concerning appropriate fiscal goals for fin cing of the K-12 jurisdiction and

Professor Hickrod therefore relates the profes Tonal literature to this recent

Congressiorial development. Chapter,II also provides the WayE and means to make

the various evaluative criteria operational in a me' urement and statistical

sense. In Chapter II1, Thomas Wei-Chi Yang and Profes or Hickrod use the Illi-

nois data from the 1973-74 school year, plus the procedur s outlined in Chap-

ter II, to evaluate the 1973 reforms. This .was the primary division of res-

ponsibility -, however all three authors contributed toleach cha_tei... The study

concludes with a brief evaluative statement concerning the status of the 1973

reforms at the end of their.first year of existence.

During the nine months in which this study has been in progress have

been aided and abetted by a number of individuals. We wish first to than

Esther 0. Tron and James Gibbs of the Division of StIte Assistance, U. S. 0

fice of Education, for firSt suggesting such an evalu on in Illinois to us,

and then for providingconstant encouragement during the'task. Second, -we are

indebted to a number of-our colleagues at Illinois State University Tor valu-

able -help and assistance.- These include Vernon Pohlmann of the Sociology De-
.

Tartment, Ramesh_Chaudhari of Computer Services, and Daniel Jaw-Nan Hou, for-

merly a-research ap istant with the Department of Educational Administration

And now of the-Office of Superintendent of Public Instruction. Third-neither

this nor any other school finance -study would-be possible in,Illinois without

the valuable assistance and -wise counsel of Fred Bradshaw and Robert Pyle.

Both of these gentlemen_helped coin the selection and provision of data for Chap=

ter DJ. We have profited aE mell from school finance discussions with Jon

Peterson and Sally-F. Pancrazio who are also of the Office Of the Superintendent

of Public Instruction. A =number of profetsional colleagues outside the state

also -provided helpful suggestions and criticisms during the course of this

project. These include; James N. Fox, John J.-Callahan, Jr., William -H. Wilken,

-and Robert Bothwell, all of whomsaw parts of Chapters II and'III as they emerged.

We profited as well from diacussions with William P. McLure, dean of school

finance researchers in Illinois, and indirectly Tr& several school finance

conversations with-Kern Alexander-during this period. As alwaya our debt

to important legislators in the General Assembly, the Illinois School Problems

--CommiSsion, and-the many students who have paid us the courtesy of taking school
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finance courses with us at Illinois State University is truly staggering. We

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

to credit each. First, the basic funds came from contract number 0ES-0-74-1581

:granted under authority of Public Law 81-152, Title III, Section, 302'(+) (c).

This manuscript therefore constitutes the final report of the, project pUrsuant

to the terms of that contract. Second additional resources were provided by

the. summer graqt 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-

sistance in this matter. 'Third, the Department of Educational Administration,

Illinois State UniVersity, made available a portion of its regular computer

budget for this project and_We express our special thanks to Professor Clayton

Thomas,- Chairperson, Department of Educational-Administration, for that timely

assistance.

It is to-be understoed that the opinions expressed herein do not nec-

-essarily reflect the posdtion or policy of the United States-Office of Education,

and likewise no official endorsement by the United-States Office of Education

should be inferred.- "Similarly, the cooperation of the Illinois-Office of the

Superintendent of Public Instruction in this research Project 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

and/or opinion.

January, 1975
Normal, Illinois

G. Alan Hickrod
Ben C.- Hubbard
Thomas Wei-Chi:fang
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CHAPTER I

AN HISTORICAL LOOK AT ILLINOIS PUBLIC SCHOOL FINANCE

'AND A DESCRIPTION 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 that was paid

directly to the schools for operational purposes based on a formula has been

known as the, Distributive Fund. The reform of 1973 changed or altered-the pat-
.

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

The State Aid System (1927-1973)

-The "Distributive Fund" is the name_or.title given to -money used to

reimburse-local school districts for the-general support of their schools.

An understanding-of all of the-alternatiVss or options of how-school districts

can secure money from this fund is necessary to understand school finance in

Illinoi6:'

A look at the history of the.Distributive Fund is essential to an under -

standing -of it. It had from -1927 to the end of the school year 1972 -73 sup -

port-ed-a system of funding-known as "foundation level."- tin theory, a level

of dollar-support that was needed to operate an educational program was deter-

mined-and-then a. formula was enacted into law that would, -when applied-, yield

that,supPort from bOth local taxes and state money or aid-.

/
In 1927, the first foundation,.lel:rellormula was developed. It provided

state aid or support-based on the nmmber of eleMentary school students only.

In 1939, the.formula-was changed tio._provide support for high school pupils

as -well. The basic principle of zmpplementing local tax money with some as-

sistance to-provide a foundation level was, in-fact, not changed significantly

from 1927 until July 1, 1973.

In the beginning in 1927 each school was entitled -to receive a $9 flat

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



the use of a formula.. No school was permitted to receive a total.of state aid

in excess of $34 per pupil, which may be thought of as a foundation, support,

or equalization level, and no district, was to receive less than the $9 flat

grant per pupil in Am. By 1973 this chaned so that, generally speaking, each

district was guaranteed a flat grant- of $48 per pupil with a top limit or maxi-

mum set at $520 equalization aid, plus 19 per cent of the amount granted by

the state as its share. In no case, however, was a district'to receive less

than $48 (the amount-of the flat grant) plus 19 per cent thereof.

Specifically, this plan provided that each district that taxed itself

at a minimum or qualifying rate--l.08 per cent of assessed value for K-12 grade

districts, and for "dual" districts .84 per cent for those with a WADA
1

(Weighted

Average-Daily 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-Ter-cent

of what the statesTaiddfrom the state and the return from the taxes collected

from the qualifying rate at the local level. Again-, no district would-receive

less than the $48 flat grant plus 19 Ter cent of -that amount from the state.

,In Illinois there are three types of-school districts when grade levels

governed by aA5oard of education are considered -. There are districts-having

only_grades,K-8, known as elementary districts; ditricts_haVing only grades

9 -12, known as high school districts; and districts having Only_grades-K-12.

Frequently the districts having-K4Hand 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 legal relationship to each other and

boundaries are frequently.not cd-termiUous. It is in faOt frequently true that

a single high school district-will overlie all or Tart af many elementary dis-

tricts. At the same time, many elementary- districts will-be in more than one

high school district. The existence Of three types of districts as described_

-above greatly complicates studies of equalization Or any comparative analysis

of financial support and must be clearly undertood for this study to-have'

meaninvin many.of its aspects.

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

,

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

3
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per pupil i WADA and taxed itself at the minimum rate of 1.08 per cent, it

would ge $216 ($20,000 x 1.08%) frOM local taxes. But, since it was -guaran-

teed $520.00 plus 19 per cent, the state would give it aid in the amount of

$520.00minus -$216.00 or 004.00 plus 19 par cent of $504.00 or $57.76--a total

of $561.76--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 reieive $48s00 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 excess of these

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

-were the rates to.be used in theealculations of-aid.

This plan or system of figuring_state while it =gave aid- to _poorer

districts at least in the sense of Propertyvaluation-"poor"-districts, was far

froM ideal. It definitely gave more aid to- poorer than -to wealthier districts.

In-the first place, the 19 per cent add-Pn_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 Ter WADA

pupil an increase- of'$200 per pupil, but in the case of the $50,000 assessed

value per-WADA pupil district, it would- have $500 per pupil. Thug the poorer

district Would have to increase its tax rate two and- one-half times as-much as

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

taxes. When it is recalled that the average expenditure per pupil in Illinois

for 1972,-25 exceeded- $1,000,.it,is easy to-see that districts with extremely

low-assessments per pupil found it practically imposSible to lave even the

state average avail able to spend per pupil.

In Illinois the operationmeney available to schools is found'an a large

number of fundS with independent taxing powers, Funds, other than the,education
v.
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'fund and the transportation fund have always been totally"dependent upon local

taxes for all their money. Thus, it is obvious that when even maximum tax rates

were Levied in the other funds, poor districts found it difficult to secure

sufficient money. Converely, 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 law in 1969, another alternative to incrse

state assistance to middle-income tc.x districts was added to the flat grant

and equalization alternatives.- tinder this alternative, if a district would,

as the result of using the regular foundation'formula, get less than $120 per

WADA pupil, a different formula for calculating aia was used. The principle

was that frod the time that a district got $120 Ter-WADA pupil, the amount of

decline in aid per WADA pupilwould be smaller as assessments increased. When

either the $12C or less system, or the $43 flat grant system was used, the 19

per cent adtIon was added to the amount the state paid the di'Strict. Thus,

when, as th result of calculating aid, the district was entitled to $100 per

idAllk, it wou d-be-paid $119.

Then, by V73, in addition -to a choice of-the systems of calculation just

commented upon, c rtain districts could claim additional aid if they qualified

on the basis of si e. This additional aid resulted from a plan for increasing

the-WADA of the dist ict for part of the state aid calculation. In districts

having 10,000 to 9,99 WADA, the WADA astsed in calc.iaating; the amount due

under. the basic $520 f rmula was increased by adding 4 per cent to the actual

WADA; in districts ha7.1 goigog to 29,999, it was 8 per cent;_ in districts

haying 30,000 to 20,000, it" was 12 per cent; and. in districts avingmore than

200,000,WADA, itiirs 16 Te cent. This increased WADA could only be used when

the 1520 ormula -was used. The 19 per cent add -on could not be added to the

increase because .of the incr ase grant.7.d in WADA. This meant that the size

'factorbaused,these districts toChave to calculate their aid bath with and

withbat the increased WADA, an`d then combine'the two calculations in a special

way.;



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

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 in any state office

building maintained and operated by or for the State. -Such a district was

entitled to claim one-half of the difference between the calculated operating

expense per pupil alA the general state aid furnished under the several formulae

described.

Legal and Judicial Pressures that Affected the Reform of 1973

In 1969 in the McInnis v. Shapiro
2 case, Illinois had one of the pioneer

cases which served as,a forerunner for the litigation in 1970-1973 on the ques-

tion of equity. This and other factors, such as the University of Chicago

serving as the ac5dethic springboard for Dr. Arthur E. Wise, the author of Rich

Schools Poor SchAols,3 and the related discusSion leading to the litigation

of the 1970 -73 era, all served to -b1;ing pressure on Illinois educatorS and

more importantly, Illinois politicians, as it related to the question of finan,:,

cial equity, As early as 1969, a powerful minority of the Illinois Schobl Prob.-

lems Commission had recommended a new formula and its chairman- directed

1that the paper on "AlternatiVes in Educational Expenditure polio

of Illinois"- be published aS a part of the Tenth School Problems

zR 4eport, which was distributedto most school' a4ministrators and

in the state.

for the State

Commission

all legislators

When the Serrano case -was first decided by the California- Supreme Court

in 1971, many persons in state government ia Illinois understood -the Shorthorn-,

ings of the foundation-type formula that was in-effect and saw the implications

-of such a decision -for the State of Illinois,, It would be fair to say that

Illinois was in a:11state of fermentw'over finance by 1971. Both the Governor

and the Superintendent had- appointed=major committees to explore the prolems

of funding the schools after the 1971 case and both -had_ reported 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 education

that appeared as an option in both of these reports. The firSt publidtproposal

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

4,
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trators Roundup at Illinois State UniVersity,on December-4, 1971. This Roundup

was attended by administrators and state officials from all parts of Illinois.

Illinois Assemblymen took the Rodriguez case to say that the problem.

-- was bad, but to quote Q;f them, "The"The responc- 'ests upon each o' the

peparate states to bringia out a greater degre school finance."

In _Illinois, with,greatiinvolvement of many persons, a. movement was started

to improve funding, to bring_about better equity, and to abandcn the "minimum

program" concept in favor of a quality funding program. These fiscal r.licY

moregoals are examined in more detail later in this .rreport.. Without the, p." sure
.

of court bases and other national movements, it would not have, in the uthors'

judgment, created the great interest which was createdin studying and solving

the problem.

As the 1973 session of the General Assem6.1.y got underwayOhere was a..

new governor taking over who had _pledged to impiove educational funding, but

who was not familiar with the details of school" finance.` The School ,Problems

Commission Chairman was a-teadher who both understood school fibanceand the

fine- working of the political process. When the final vote was taken and the
1

Compromises had been struck, the,vote for approval of the reform measure, HE 1484,

was 43-0 in the Senate and 13670 in the Hause, _The Governor signed the bill
.

.without change. After'onelyear of operation, a "clean-up" bill-was passed
.

to improve thkadministration potential of the bill.

I.bis not possible to show cause and effect in any empirical way between

cour cases ,and. the enactment of HB 1484, but no Terson involved=EOuld becon-

vinced that there was not great influence exerted by the awakening Mhich the

court cases caused in the-entire field of school finance.

The State Aid System (1973-1974) and the Reform of 1973

44, \
.
In the 1.9-73N session of the General Assembly, House `Bill 1484 'dealing .

with the basis for allocating funds to local districts, -was enacted. It amended

the system described previously and added a completely different Qption. One,

-of the principles that is,,important to keep in mind regarding this bill is 'that

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

-3



cf the.1972-/3 law or (2) under a new system known in Illinois as the "Resource

slier ," which is sometimes referred to in the national literature as a

_strict power equalization" formula.

The fact that the old formula (1972-73) was changed, as is described

later, &es not erase it as a save harmless provision. However, the addition

-of a Title I weighting and the 6% increase both increase the amount that a dis-

trict is entitled to receive if th...s option is exercised. As a result, the

foundation formula which remains is more than just a save harmless dev e.

This fact complicates the pure working of the resource equalizer in th study'

of-equalization effects and expains some of the problems found in the latter

Tart of this study.

The amendments of 1972-73 changed the old foundation level formula in

two specific ways. The 19 per cent-add-on was changed to 25 per cent. This

guaranteed thatjevery district would earn 6 per cent more aid than it was able

to earn earlier. The second= major change was that in counting WADA, any district

could add a weight of :45 for each Title I student residing in the district.

(Title I students are defined. as those counted for Title I of the,ekLementary

and Secondary Education Act of 1965, as counted_itythe 1970 census.?)
P

6 ^

option -of using the .45 Title I count cannot be used in calculating the amount

of aid if the sizefactor described earlier is used in determining WADA.- After

1974) t size factor will te eliminated, and a district wishing to file under

the amended_'Versiom of the 1972-73 formula may not use it, One other chapge

that will affect a very few districts is that a district is prohibited from
.

receiving increase in appropriations of more than 25 Ter cent of the funds

received in 1972-73. -As written, this not only limits the increase from Title

weighting but from all other increases as wel18. The law actuallyosays that the

increase in any -year may. not-be more than a.25% increase over the previous year.

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

-a district May elect to receive aid undem a new system designed, to equalize

the resources back of each pApil In WADA. The full meaning of this concept j.s

designed to take effect over a four-year period. When fully operative; the

use of this option,- -the Resource Equalizer-if elected, will, guarantee` each
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district the amount of money WAD, pupil that its operational tax rate will

produce if it had a $42,000 assessmentsper WADA, if it is a kindergarten through

12 district; $64,615 is guaranteed if it is an elementary district; and $120,o0o
8

is guaranteed if it is a secondary district. This means that if a K-12 district

hap an operational tax rate of'2 per cent, it-will be assured of receiving

$840 per WADA pupil ($42,000 x .02). Now, if it has an assessed valuation of

. only $20,000. per pupil, all it can get fiom local taxes is $400 per pupil.

But, under this law, the state will provide 2 per cent of the difference'between

the $42,000 assessed value

illustrating 'how districts

come level by the level of

and the $20,000 ($22,000) or $440. Several examples

of different assessments per WADA can set their in-

taxes they are willing to pay will be found in Table 1.

TABLE 1

I

AID PER WADA STUDENT FOR-K-12 DISTRICTS
=WITH DIFFERENT ASSESSED VALUES PER WADA STUDENT

AND'DIFFERENT 2AX RATES, USING THE RESOURCE EQUALIZER

Share on From
Which* Local From

0 ,- State Pays Tax_ Taxes ,Sta Total
District lLoGuarAhteed Local

f., ,--

(b - c). Rate (c x- e)' (d x e) (f -i- g)

a b e f_ g

rn

h

v

A $42,000 $20,000 . $22,000 2% $400 $440 $ 84o

B . 42,000 20,000 22f000 3% 600 66o 1260

C 42-,000 10,000 52,000 2% 200 640- 84o

D- 42-,000 10,000 ,2,000 3% 300 96o 1260

At this point, one limitation in this plan must be noted. Regardless

of a local district's operational tax rate, the state, in arriving at the amount

of aid to be granted the distriat, -will not contribute in excess of 3 per cent

forvunit districts, 1.95 for elementary districts, and 1.05 for secondary -dis-

tricts. In other-words, it will give no district money in excess of that which
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it is entitled to by using the rates indicated. Effort,.as measured by tax

rate, is rewarded by this system, and the resources available to educate pupils

are equalized..

Because of the great cost involved in paying each district the full amount

that the use of,the Resource Equalizer 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. Thus, a district will get only one-fourth of any increase that the

Resource Equalizer 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

increasd greater than 25 per cent adjusted for increased WADA. In most cases

the districts will be.receiving the full amounts-due them in four 'years.-Be.7.

cause the state participatedat a very low level in supporting secondary districts

prior to 1973, in most oases their beginning base is'so loThat they will
-

generally take more than four years to achieveA'ull fundilhg. Most unit and

elementary districts,will achieve full allotment of all finds earned in four

years.

. As is obvious, since the full

districts that would profit from the

may wait until the second third, or

of the Resource Equalizer.

amount is not paid in the first year-,-,some

Resource Equalizer if it were fully funded-
/

even the fourth year to elect to make use

In addition to guaranteeing equal support for equal effort when fully

funded,- the election of the Resource Equalizer accomplishes several Other thingL.

1. K-12 grade, elementary, and secondary school districts will be treated

equally by state when they make a comparable effort (taX at equivalent rates)-.

The financial penalty for-being organized in-any particular -type Of -district,
t

which had always been a part of the foundation formula, was eliminated. There,/

are, however, built-in provisions that will make it financially desirable-to

form unit districts.for several years.

4
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2. When districts reach the maximum tax rates (3.0, 1.95, or 1.05 per

cent depending on the type of district) that:the state will recognize as the

basis of its participation, and achieve the $1,260 per weighted pupil expendi-

3 ture, they,are limited in additional taxes and in what can be done with the

additional funds received. 'The bRil provides that each district may exceed

the $1,260 by 15,per cent for innovative programs or research or experimental

/ programs or other enriching experiences by income from increased total taxes.

If the tax rate for operational purposes already exceeds the maximum tax rate

that the state will participate in, it may keep the power to secure this 15

per cent; subject dhly to a "back door referendum. "9 If it does not already

have the power to tax, it must be secured by referendum.

3. The tax rates set in the bill are flexible maximums but ilthe year

following the receipt of the money, districts_must not levy for op4tional

purposes more than the amount_ allotted in the bill, except as provi;:ded in,
. t

Item 2 above-and Item 4 below. There is a mandated-tax rollback for high -tax
. k .

districts after provisions allotted in Item 2 above and 4-beloware considered.

The rollback is-to be.accomplished after- -the additional revenuCis received.

Redeipt of all reyenue that the formula would pay a-distridt if all money in!-

dicated-by the formula were received-would. mean rolling -backftaxes to-the level
Al 4

in the-bill adjusted by Item 2 above and/or 4-below- -Howilier, since-all revenue-
.

wrill-not=be received for-some time, the bill requiree-on14a proportionate roll-
.

back in the nekt levy made by the-district. This-means that all new -money paid
.to I

by the state to a district may not be available to deveiop-more programs or, to
. t

raise salaries but in many cases will be used to grantAax relief.q

i
i

4. Districts -that-were receiving in excess ol-$1260 per .WADA pupil

in 1972-23 may, through the use of local takes, continue to-receive amounts
.,E

above $1,260. The, amount-of funds received in 1974'-73-for operational pur,-
- .:.

poses-may be increased -by 15 per cent by the sameeethods that districts at '

......

fi

or below-$1,260 per WADA pupil increase the-$1,2610 figure-(subject to-a "back
V

door-referendum" if taxes are already authorizetor-by direct referendum),
.\

4'4

\
-

I

There are soMe
.

definitions and-explanatOns that must be clearly under-

stood -if the Resource EqUaliz r is to be compreended or calculated.

'1' t

1
1

i_

.....4
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1. TWADA is calculated by adding a weighting for Titit. I students on

a sliding scale. Any district which has the same percentage of Title I WADA

students as the state average (19 per 100) may add to the normal WADA .375
.

for each Title I student in the district. As the percentage of Title 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 weight its Title I students more than .75. Three

examples will serve to illustrate how this works. If a district with.a WADA

,of 100-had 19 Title I students, it would be considef-ed as having a WADA of

107.13, since eachof the 19 Title I students is weighted by 19/19 of .:75
- . .

and/there are 19 students (19/19 x 19), If it had 10 Title I sy,udents,

it/would get a WADA-of 10/19 x .375 x 10, added. to 100, or 101.97. But, if it

id 38 such students, it would get 38/19 x .375 x 38, added to 100, or 128.50. _

The normal WADA which is increased-by this method_is_arrived -at by using the

following weights:-_ ,5 for kindergarten, 1.0 for grades 1-8,, and-1.25 for grades
. _

9-12, just as it was calculated -in the 1972 -73 formula.
-

2. ADkne..-fourth_increase allowable each _year is oneLfourth of the differ-
-

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

funding of the Resource-Equalizer for the year It is simply 1972-73 amount

earned plus one-fourth of the difference between the 1972-73 amount earned and-

the calculated amount that-would be'earned if the Resource Equalizer were used

for the year in question. Each successive year,- the entitlement mill be one -

fourth until full funding is accomplished except as explained in 3below.

5.-The 25 per cent increase per year liMits any increase for any-pur-

. pose. except increased ADA...A.district may move from the amount earned 'in-

,1972-73 to the calcu).ated amount fore the year in question as rapidly as a 25

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

calculakIn 1972-73 will receive proportionate increases:' This increase
J-

should mr the district in the year of the increase*the sane amount that it

would-have received had it had the students enrolled-in 1972-73 and"continued-

to have them in school.
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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

interest; rent; transportation; special education building: capital improveMent

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

-taxes; And ,are- used to establish the effort of the distriet.4°
.

5. Funds received by the district under the Resource Equalizer may be

expended in any ftind 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 restrictedto- the educational, fund.

State aid is paid to a district based on the VADA for the year. Be-
, .

cause state officials cannot know in advance what the TWADA will be, all monies
- <

. 4 - ..k

sent to a district are considered as an estimate, in reality based on actual
p

calculations for the preceding year. When a year is completed and the report
_

---

submitted, the actual- -entitienient -for th-e year is established. If the esti-

mate has..been low; the state owes the _district;. but_ if the- estimate is high,
- p

the district owes the state. The adjustment f9r a!1 over or under payment is-

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

in one year receive& $100,000 which

.'-year. However, in the second year

and therefore was overpaid $10,000.

becomes. the estimate for the following
-the distriCt actually earns only $90,000,

Thus, in the third year =the estimate will

be $90;000,_ but since- the, district -.owes $10,000 it -will receive Pnly- $80,000.

FreqUently this is referred .£b 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-

tricot. I.- in One year a district earned $100.,000, the estimate for -the next

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

v4howed, that the ,district should have been paid $110,000, then the estimate for

9
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,. the third year would be $110,000; but, since the state would owe the district

$10,000, the payment in that year would be $120,000. Confusion would result

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

getting only the $110,000 earned.

-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,' Districti may shift as their TWADA and assessments change if the

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

. ,
one year of -experience with this reform, but the Office of the Superintendent' ''
of Public Instruction reports that 85% of the students of the state are in

c

11 .

-districts that have elected the- -resource =equalizer .- *Preliminary -calculations
..

. .

for the second year put that ligute at 93% of the studehts,of thej,state. 7
Stfiminary

In 1973 when 'the School Problems' Commission recommended the reform pack=

.age to the General Assembly, they said in theit 'official report : -12,

ti

The-basic principles and features which the recommendation included are-

as follows:

1.- The state would support either the current formula or the new formula,

whichever was to'the district's advantage.

2. The WADA bg '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 stddent. Districts with a lower ratio would get proportionately

less -and districts with greater concentration would get proportionately more

but no. student would be weighted more than .75.

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 operational purposes.

4. Operational taxea 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.

V
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5. A district would calculate its entitlement under' the formula by
subtracting its assessment per WADA pupils from the amounts shown in
3 above and multiplyirig the remainder by the tax rate collected in the .

district for operational purposes described in 4 above. up to the maximum
rates idefined -in 6 below.

6. The state would allow districts to participate tip to a maximum
tax rate of 3% in -12 -grade districts, 1.95% in elementary districts, and
1.05% in secondary -districts.

7. Local districts would effectively let their level of expenditure
when they set their tax rates since all would be guaranteed the seine reward
for 'the same relative effort except for those., districts having assessments
greater than those levels set in v3 above.

8, The students in each district of the state would be ,treated_ equally
regardless of the type district in which they lived. There would be no
penalty because of the type- of organization of the district.

9. bi aricts having taxing power greater than that outlined in 6 above
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
be where the people, voted by referendum to allow a 15% increase for enrichment
and experimentation or _where the people had already voted additional taxes
the board could by resolution keep such taxes subject to a back door

referendum. /

41-4),11

-I

4
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Notes and References

1. WADA is, in reality, the Average Daily Attendance (ADA) weighted so as
to give different values for elementary, kindergarten, and secondary schopl
pupils. In figuring WADA of a district, each kindergarten pupil in ADA
is given a-value or weight of or .5, each elementary pupil in ADA is
giVen a value or weight of 1, and each secondary pupil in ADA is weighted
as 114 or)..25.

2. McInnis V. Shapiro, 293 F.S. 527; Ill.
McInnis v. Ogilvie, 594 U.S. 322, Ill.

3. Wise, Arthur E., Rich Schools Poor Schools, 1968, University of Chicago
Press.

Hubbard, Ben C. and Hickrod, G. Alan, "Alternatives in Educational Expendi-
ture Policy for the State of Illinois," in Illinois School Problems:
Report of the School Problems Commission No._10, Illinois School _Problems
Commission, State HouSe, Springfield, Illinois, 1969,,

5. In addition to the mork of Hubbard and Hickrod -, see also the-efforts of
William P. McLure: The Public Schcols of Illinois, 1964: also Education
for the Future of Illinois; 1966,-Office of the Superintendent-OfTPublic
instructiOn, Springfield,-Illinois.

6. A New Desicm: Financing foi, Effective Education in Illinois, 1972; Bureau-
-of the Budget, Springfield,-I linoiS1- also Final-Report-of the Superin-

tendent' -s Advisor Committee_ontSchool.Finance, 1973,01f:rice-Of the Super;

intendent_ f Public Instruction,-SpringfieM Illinois,

7. The-change in definition of Title I eligibles contained in -P.L. 93 -380
will-affect the distribution of state funF.swithin -Illirioia, but the exact
:nature of this,effect was,not known at the time of writing.

8. WADA as used in the Resource Equalizer is sometimes referred to as TWADA
because it includes a weighting Tor Title I students as is explained later
in this chapter,

9.- A.back door referendum is-the legal term for granting the electorate the
opportunity to challenge the act of a board by petitioning for a referendum.
In this case the board would have to pass a resOlution to colleot the
taxes. The opposition would have to petition for a referenduth and then
defeat the -referendum at an election to prevent the tax being continued,

1^, Illinois has for years added a new fund for each additional expense rather
than increase the permissible tax in an already existing fund- At present
there are 15 separate funds that may be used to-collect school taxes.
T..

11. MuCh of the detailed material in this Chapter is adoptedifrom,the book:
Garber, Lee 0. and Hubbard, Ben C. Law, Finance and the Teacher in

Interstate Printers and Publishers, Danville, Illinois.

12. Hubbard 'Ben C. Illinois School Problems: Report cf the School. Problems

Commission NO. 12, pp.



CHAPTER II

CRITERIA FOR THE EVALUATION OF THE ILLINOIS REFORM OF 1973

(A PROLOGUE TO PUBLIC LAW 93-380)

It is-a judgement 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

by men and men are-fallible. While mankind- -can probably never escape corn--

pletely this terrible retribution of the Gods, one Way to avoid at-least the

worst consequences of well intentioned, but imperfect, reformers is tó tryto-

evaluate those- reforms -soon after_they have occurred-. No less a school finance

reformerthan Charles Benson has-warned-us: -"The major problem in-social pol-

icy reform is net savingpoor--people froM themselves but froth reformers."-
l

_

It Can not be-- claimed that the record on school finance reform evalUation is
1

particularly _good-. Perhaps this is' understandable though--not defesible. For

the last three and one-half-years much of the available manpower in Sehool

finance circleS has tad -to go into-either (a) the actual TroMotien of these

reforms, .or. (bA the straightforward description of what has been done. There

has:teen Iittle=t'ime or effort left for an evaluation of what has, or has not,

been accomplished.

,

The _raison &etre for ehapterstwo and three of thiS report is_there

fore twofold. First, since this report will be- circulated to decision makers

within the state we wish to assure them that school finance reforms =will not

go-unevaluated and that those who had some Tart in the actual :passage Of the

reforms are committed to taking a hard look.at the consequenceS.of that reform.

Second, since we feel that the evaluation of recent school finance reforms

should be- encouraged in all states. we have tried to design the Illinois evalu,-

ation so that it could te replicated in any state-. 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 measurements used. In

the third chapter we shall indicate our findings on each of the criteria,-set
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forth-what we believe to be the principle limitations on these findings, and

then conclude the project with suggestions for further research.

Selection of Criteria for Reform Evaluation

Evaluation normally entails the comparison of ghat "is" with what some

individual or some group thinks "ought" to be. The !'ought" is then frequently °

articulated as a set of criteria by which the "is" can -be judged. In 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

guidance on the question of what an "ideal" state k.,.12 allcdation system should

be like. The most traditional source -would be the academically based students

of the subject, the professors in educational administration or social science

departMents in universities around the country. Perhaps these "ex cathedra"

pronouncements carry less weight than they Once did, but they continue to etha.-=

Hate from -our major centers of learning. Likely this will remain a major Source

of informatiom.on such normative matters since the professors are paid, at

leatt partially, by citizens, parentsand_ttudents, to think, read; and -write

on the subject. Since 1921 the courts of the land-have tecome a second- impor-

tant- source of information concerning what the.K-12 finance system "oughtll to

-be like. Often the-wishes of the judiciary are-stated in -the-negatve, that

is, the judicial pronouncement is in terns of what ought not be the-case in

any given state school finance syttem. The third sourCe-is practicing le is-

lators themselves. This is -very appropriate. After all, it is-the state legis-

lators who must make the actual decisions on the allocation formulas. It is

to be-regretted thaTt:me_have far, far more publications from those who

liadvise" on-policy tormatiOn than from those who actually make the policy it-
- .

self. Perhaps we should Tay the legislators.to-think, read, and Vfrite on thespays

subject?- Finally, _we can-turn to-the product Oft.e legislators, the laws them--

selves. Almost all new legislation contains statements 01 what these new en-

actments are intended to-accomplish. We shall-look-briefly:et each of these

four sources in turd.

This isnot the time -nor the place to tryto document what every major

school finance writer has said about his or her particUlar,pestianic vision of

an_"ideal" school finance system. .Indeed, readers already familiar with much-

J
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of this school finance literature may wish to proceed directly to the net sec-

tion on operationaligation of the criteria and then on into the chapter On

empirical findings.. There are.at leaft three good reasons, however, for spend=

ing a few moments referencing literature dealing with school finance evaluative

criteria. In the first place it is perfectly possible, indeed it is likely,

that.some readers will reject in part or in whole the four criteria we even-

tually selected to evaluate thevIllinois reforms of 1973. We therefore have

an obligation to indicate where a more complete discussion of these criteria

can be found. Second,'it is nbt.d'ifficult to observe that as school fim-

became a more Socially prominent topic in the last three or four years a ber

of individuals with little or no knowledge of the prior literature have 1 -pme

interested. in the topic: It is helpful to these newly arrived investigators

to indicate something of literature available. Thirdly-, there May well te

too-much emphasis placed on the "how".of school finance and not enough time and

resources invested in-eXploring the "whyP Pf the subject. Indeed the general

charge that administrative studies of all types are often_theoreticallyand

conceptually thin is.notwithout a certain amount of truth.

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

Classified into about:five categories. It should-be understood-that the authors

we are aboUt to cite in the footnotes have written in more than one of these

five categories. In particular if an.individual has been active-for any length

of time in'the school finance field, there is a very high -probability that his

or her inquiries have taken them into more than one of'the five classifications
.

\

listed below: Nevertheless, we believe the material& c::.ted are not unrepresen-

tative.of what is available.

There is first a type of writing that is clinical and practical in ori-

entation. The primary purpose of these efforts is to df.7,cribe the "best avail-
-,

able practice" in the school finance field- The older literature here is hor-,

tative in nature and is based-upon "expert judgement" ccfperning what consti

tutes_ a- good-school fidance system. The,more recent contributions in this tra-
4k-

dition are based upon summaries of legislative action. The goal here is to

derive inductively a set of critertawfor judging school finance systems based
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upon a common denominator of informed opinion. The writing .Ls.most certainly

not devoid of concepts, but the conceptual apparatus used is 'seldom nystemAti-
2

cally examined.

Contrasted with this first type of literature'bn evaluative criteria

there is a second classification that is llss hortative and more analy4cal

in nature. The goal here is to re-examine fundamental concepts such as "equali-

zation" or "need" and then to use these re- examined constructs criteria for

school finance reform.3 '

A third body of literatufe -relating to criteria for school finance re-

form is,also conceptual in nature but draws heavily from the Corpus of court

decisions. That is, the conceptualization is in legal or legalistic terms.
4

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 opinion concerning what might constitute an "ideal" social and economic.

structure for_ the United- States one mould expect to find, and one does

a very great variance in this particular body of literature with-rather striking

Contrasts preSent between "liberal" and "conservative" posit -ions on criteria

for school finance reform.5

Lastly, there are -some attempts to tie current school finance reform

directly into basic assumptions concerning democratic government or at least

to the assumptions, underlying the political Thilosophy of a democratic society.
6,

The above five. categories are not exclusive. Even the most practical'

oriented studies do assume certain values or assumptions concerning the schcf_

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

there-has been for some time in the Tact, a sizeable body of literature fri'school

findnde that deals quite explicitly With values and value positions. As the

number of economists increases in the school finance field it is likely,-that

those -who attach great importance to.'.:positive economics" rather than insti-

tutional or normative economics may feel rather uncomfortable with this value

rs,
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oriented literature.? Economists, however, who aretat home in the,areas some-

times labled "political economy' or "social economics" should have nd.difficulty

at all dealing with this literature.

There is a new source of good school finance literature in the opinions

Of Judges who have been required to offer pronouncements on litigation surround:-

f

ing constitutional Challenges to state scnool finance allocation systems.
8

There is also a body of information on school finance criteria in the briefs

that have been drawn up for some of 'the major cases
9 and in articles a::earing

in law school journals.
10

Since much of this legal Material is in col' itu-e

tional terms, it reinforces the political' or goverhpintal-litereturd% tioneA:1

above dealing with evaluative criteria for4chool finance reform. There is

a minor difficulty here in that much of thi,, legal literature is available to
A

the. non-lawyer only at considerable addition41 effort to understand the Mys-

teries of law libraries and the complexities of iegalloibliQgraphical systellis,

0

The writings of the legislators themselves are also-nqt as accessible

as the standard academic materials 'since they tend to 'be drafted for state
.

audiences or for even smaller groups of people.
11 Neverthelesd, they are quite

revealing and useful when One can acquire them. Despite the efforts Of organi-

zations like the Education Commission of the, States there's also still a prob-

lem in acquiring copies of the actual new state Ybkws on School finance. Itis

to be hoped that the recent. monograph-by the National Legislative Conference

will-encourage others to make available reprints of the new state laws.
12

With regard to the light these statutes might cast on the matter of reform-

-criteria there is.a tradition that new legislation carry.a statement of intent

of the legislature. Normally this appears directly following the "shert

Legislation passed in Florida and Maine in 1973 concerning school finance' does

carry such sections and they are _helpful as to how school financecmight be

evaluated in those states. UnZortunately the school, finance section of most

school "codes" is a-much amended portion of school laW. TherefOre "intent"

sections are often either out of date or more likely completely missing since

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

be useful for state legislatures to look into this matter, of outdated or missing

intent sections.

my
6

0
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Some will' think that the above recommendation is not at all useful since
0

.

"intent" sections are, by the necessity of political compromise, worded in

very general terms. This is true and some of.:the wording of Public Law'380

of the 93rd Congress illustrates this very well. Section 801 for example pro-

claims:_ "it to be the policy of the United States,of America that every

zen is entitled to.an education to meet hi's or her full potenti-41 without finan-

cial barriers." This general public policy goal,i'S then further elaboratedin

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

plans or programs for financial assistance to local district: develop plan:

"(A) which' is consistent witA such standards as may be requi: d by the :our-

teenth article ofameniiment to the Constitution and (B) the p_ .nary pu..t;oae of

Which is to-achieve equality of educational opportunity for children in attend-

ance at the schoOls of the local educational agencies of the State."- The fed-

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

of.generalization'and charges the United States-Office of Education with the
04,

responsibility for drafting-guidelines and .regulations which are consistent-with

the general crite-ia. 'In C.e hope that this report-thrtht be of some help to-

the USOE in this gu4eline drafting process'we shall now turn tolthe foUr-cri-

teria-splected for the Illinois evaluation and argue that all four criteria

are'cOhsistent with Section 84c.-

The first criterion' selected we shall term "permissible- variance." 'We
. 0

-draw this notion largely4fkom the writings of Wise15, from some of the court,

decisiohs
14

and from McLoore. This we see both as a student equity criterion-

and a taxpayer equity criterion. Essentially the criterion rests on-the as-

sumption that equalization of-educational opportunity requires a narrowing of

the variation in the levels of expenditure per pupil between districts within

-a state with the passage of time. No claim -is made however that all students

hould-have the'same amount spent on them. Indeed educational need differences

between students-would probably necessitate that there always be some-amount
0

of variation in expenditure levels between school districts. As Berke so suc7.

cinctly puts this point: "Treating unequals equally is a highly questionable

definition of equity."
16

-Equality of educational` opportunity may require,

however, that students have access to similar levels of educational services,

unless their special-educational needs dictate differential kinds of services.
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Furthermofe, this may be true irrespective of the effect of these educational

serves on their future earnings, life styles, political activity, or any other

kind of long range educational "output." We tend to agree with Cohen3 .7 that

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

it is a matter of "efficiency," 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 "permissibleflyariationin expendi-

tures to ond'citizen will not be "permissible" to another. For example, in-

dividuals who wish to accord a great deal of weight to local control in ^.e

provision of educatio ri al services are liMLy-tiallow a considerable variation

based on their view that parents do. have a right to decide the levels of educa

tional provision for their children and more importantly for their neighbors' !

children. Individuals who are more concerned about the rights that children
A

Might have as future citizens themselves, rights to be defended even against

their own Terents and their parenls'- neighbors,'-Will likely be desirous of a

smaller variation between districts. It is'"soft" also in that variations in

expenditure levels are caused-by many determinants such as regional cost of
.*

living differentials, different concentrations of-students needing special k
xi

educational services- between School districts, characteristics of the teaching
..
staff, etc., as well as the more obvious Source of variation; e.g., local ability

to pay. On the other hand this criterion is not difficult .eo explain to judges

and juries and the very notion of "equality" seems to demand reductions in

variation.

-As has been explored elsewhere one needs to answer the questions:

,ance in what?" and also "variance along what units of distribution: families,

individual schools, school districts, etc.?"
18

Much More controversial-and-more-

powerful notions of permissible variance emerge-if it becomes appamat that the

gpal 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 expand the criterion in these directions

but. have restricted the notion to expenditures per pupil and to tax rates,

The'permissible variance notion can be applied to taxpayers if we think of a

distribution of tax burden. Again, it does not seem "felr" 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
3

only the willingness or lack of willingpess to support education then we might

not be so concerned with the variation in tax rates amonidistricts. 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 ability to

pay.

Professor McCloone would alsohave us concentrate upon the reduction of

variation in expenditure levels per pupil, however, his attention is 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 expenditure in -all school systems - -as reducing the high and

lifting the low. As used in educational finance, equalization does mean reducing

the differences between the high and the low, especially where the low expendi-

ture is due to insufficient resources. However, the foundation program concept

seeks-to reduce th
6
differences by raising the level of support in areas of

low-wealth without reducing expenditures in high - wealth aras.
19'

The MaCloOne
y

-approach can be therefOle thought of as a "conditional"-approach to "permissible

variance." It is viewed as permissible for the' expenditure Astribution to-be
.

districts to have expenditures consid-

thought permissible for-the expendiltare

e.g., for _large numbers Of districts to

skewed to the right:; that is,,for some

el-ably above the median, tut:it:is not

distribution to. be skewed to the left,-

have expenditures considerably helow the median. This fiscal policy position-

is squarely in line with the late professor Paul Mort's defense of-"lighthouseni

school districts, e.g., those districts that could, andwbuld, spend far more

than the average district. Welave 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 copy-

cludedtherefore that the reforms of 1973 would be judged SuCcessfUl on this

first criteriod if sa -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 complicated than the first criterioh.
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The literature on the subject reveals some support for this criterion,
19

some

opposition
20

and some articles questioning the',scope and dimensions of the

concept.
21 We believe there are at least two aspects to this notion. -The

first is a value ppsition that states that the leVel of educational services

rovided-in 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, this value positiA has been endorsed

1

by the Congress of the United Stajes. Similar statements are also fc ,d in

the "intent" sections of several recently passed state school finance -aws.

One important implication of this notion is that it moves the- purchaEc of edu-

cation into a quite different frame of reference than the purchase of other

goods and services in the economy. We do not say to consumers that the. purchase

of automobiles, for example' should not be a function of local family wealth.

Indeed most "demand" schedUles.are closely related to inggme schedules. But

in this one area of public services-wa-haye departed drastically-and rather

dramatically from the "market" orientation of ordinary consumer purchasing,

It is- beyond the scope -of thiapaper to-explore:why we -have choSen to*place

educational goods-and services in this unique position. We wouldi_venture one

suggestion, however, "and -that is that it ia not possible to-treat education -as

\purely-a eonsumer good- but.rather as an allocation-of funds that is partially'

co7umption but also:partially investment in human capital formation,
22

As

far-as we can ascertain' however,- there is nothing in the_ "fiscal neutrality"-

criterion which prevents the level of educational services fr6m being a func-

tion-of local-willingness to-tax -,- or-a functicn-of the differences between edu-

cational needs of school districts, or a-function of cost-of-living-difference's

between- school districts, or indeed-any reasonable-and rational determinant

of expenditures other than. the interdicted local district wealth. All that the

fiscal :neutrality criterion really says is-that the level of educational serv-

ices should-be neutral as-far as local wealth is concerned, It is perhaps un-

fortunate that the term "neutrality" was chosen, since this-brings 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-.
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There.is a second.aspect of fiscal neutr5.Tity 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 second 'perspective fiscal neutrality

holds that rich students and poor students should have the same share of state

and local dollars available Unless other non-wealth factors such as local will-
,

ingness to tax, or differences in the educational needs of the districts pre-

vent this from occurring. This is not a very radical notion. To the contrary

if stated without the clauses above referring to different educational ,r,::cds;

it would allow no room for a "compensatory" idea of educational spendi .

There are many who hold that poor students should have a greater prop, ion

.of the available state and local dollars spent on them than are spent .; rich

students.
23

The advantage of this "fair share" notion that it leads dhe

toward the kind of measurements used in the study of income distributions in

economics, in--particular toward tfie use of the Qini Index and Lorenz curves

which we shall discuss in the next section of this-report.

O
Perhaps the most important point about fiscal neutra =lity is that we

'believe itis superior as an-equity notion to the concept of "equalization,"

at leatt as that concept has -been used in some prior school finance-research.

Many studies dpfine "equalization" as -simply the flow of. state Money to loCai

school districts -where that flow is inverse to- some measure-of local_ _wealth,

usually property-valuations. Measurements are then made in terms of product

Moment correlations or regression slopes, -and occasionally in terms of Gini

coefficients:
24

This sort of investigation still. serves a-- useful purpope in

that it is quite important to know "who gets whit ? " However, its inadequacy

as an-equity criterion can-be quickly deMonstrated. Assume two states, X and-

Y, Assume that X is 80% state support and Y is 20% state support. .It Y, which

provides very little state dollars for-K=12 education, decides nbvertheleSs to

distribute most of .the dollars to its:poorest districts it will appear to rank

highly on many conventional-measurements of "equalization." Assume further

that X, which provides a great many state dollars for education,decides to

spread its-allocations among the wealthier districts as well as the poor dis-

triots. 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 that there is lees variance

AAM 1111
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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 property valuations that causes the expendi......re disparity prob--'

lems in the first place. This is no new revelation. It has been observed by

several Other school finance investigators.
25

In fact it is this problem that

has caused.AMcLure
26 and other investigators to prefer a "graphic" method of

investigating equalization and equity effects over almost any kind of mathemati-

cal index and there is still much to be said for graphic approaches to "equali-
,

nation." In this investigation we have elected not to establish "equalizion".

as _a-criterion, but"rather to substitute the,notion of "fiscal neutrality'"

a_ preferred equity criterion. It mes concluded therefore that the reforms

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

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

The third criterion is a taxpayer equity criterion rather than-a student

equity batter. As was mentioned in the introdUction, since 1973 several states

tave-adopted grant -in- aid systems that are-based upon the pridciple that any

tivo-schOol districts that exert the same amount of effort should-be guaranteed

t
irshm

he sae amount-of educational resources. In Michigan this was called the

"equal yield" principle and in Illinoi8 it-was terthed- the "equal expenditure

lor equal effort" principle.-
27 This is, in our judgement, a politically popa.,

lar concept, and taxpayer equity accounts as much for the TeSsage of the legis-

lation described -in the first chapter of this report as any argubents for student

equity. As-a taxpayer equity concept it would.seem to fit into. the "14th Amend-

ment" specification found in Section 842-of Public Law 93,380. Although polit-

ically-popular, the notion of ;ward for local tax-effort is viewed- with -con-

siderable- suspicion by many school finance experts.
28 AL least seven objections

to the principle of "reward-for local effort" can be -put forward. First, these-

local- initiative systems may -result'in increased social stratification- and

geographic segregation of social classes as the different social strata each

-seek the tax rate or the expenditurt. level they prefer. Second, local deci--

sion-makers may not or cannot meet the needs of their Local districts, even if

these needs clearly exist. Two examples might suffice here. In rural areas

strong agricultural repre*ation on local boards of education has kept tax

rates down and might continue to keen them down in soitr- of the reward the

n 3 , .
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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 findings

section of this report. Secondly, in some states, the central city educational

tax rate is depressed by the phenomena of -"municipal overburden," e.g., central

cities educational tax rate is kept low -by the costs of non-educational muni.r

cipal spending for police, fire, welfare, etc ,As we will note in our findings

section, however, this is not so much the case in Illinois. There is enough

of a problem here, however, to conclude that reward for effort systems L-tglit

.not also be utilized as fully by central cities as by suburban units. Third,

reward for effort formulas might also stimulate local property taxation, and

this would be directly counter to a strong desire for local property fax relief.

Fourth, it is possible that it will be the districts with higher income families

that raise their tax rates in response to the -reward Offered-by the state rather

than districts with income poor faMilies. There is in fact, some liMited re-

search_ evidence to support this notion already
29

and we shall again comment

further-on this the findings section of this report. Fifth, there is a

special -problem of low income households located in property affluent school

disfricts. Under any of-the-local initiative systems the property- wealthy disr

tricts might decide to increase their generally low tax effort in order to ob=._.

tain more state-aid. The low income family living in the'shadow of a factory ,

or commercial complex mould then find its residential property tax increased

-

gxeatly. Benson and his associates are particularly sensitive to this possi-
.

bilityend suggest a number of-remedies for the situation, particuiarl; the

adoption of the socalled "Circuit breaker."
30 Sixth, students of general

lodal public finance have never been especially pleased with these educational

local incentive grants- They view these-grants as encouraging local govern--

merits to-spend funds on public education that might well need-to go into other

public services, e.g., health, sanitation, pollee, and- fire, because of the

state reward for effort in public education. This issue largely turns on whether

one accepts or r ,tots the _claim of -professional educators thatpublid educa-,

tien is a "uniq, public expenditure.
31

Finally, local initiative grants

might lave the e. ,ct of maintaining small inefficient school districts since

the State would be rewarding higher tax rates restating from diseconomies of

scale. Looking at these sever arguments the Phi Dolta Kappa National Commission
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on Alternative Designs for Funding Education concluded that: "The aspiratiOn

level of the citizens in a local school district should not be the primary

determinant of the level of spending."
32

This is a rather powerful array of arguments against the type of grant-

in-aid system adopted in Michigan, Illinois, and other states. Why then were

they passed? Because thertare some equally compelling arguments on the, other

side. First, these grant-in-aid systems directly attack the ancient equity

,problem in school finance that is at once both-taxpayer equity and student

equity in nature. As early, as 1905 Elwood. Cubberly pointed out that two tax-

payers, living in different districts, miaht,find themselves in a situation

where one taxpayer paid a higher rate and received a lower level of goods and

services while another paid a lower rate and yet received-a higher level of

-educational goods and services.
33 The school finance litigation of the early

1970's simply highlighted as equity_ problem that has been-known and investigated

for seventy years. The syStemi adopted in Illinois and Michigan attack this

problem directly. Second-, it is also true that these-systems provide at least

some amount of tax relief to high tax hurden districts. Since the-general

correlation of tax rate with _property valuation is negative the initial result

of the adoption of the Michigan and Illinois type systems I ound to give

more state money to property valuation 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 aIthoughethe special provisions of the Illinois system desdribed previously

do call for some tax reduction. The noUon that those districts which have

, the highest tax burden should receive -the most state fund-3 has-considerable-

common sense appeal.' Third, tax rates may be high in sc.:,e diStricts for'per-

fectiy legitimate reasons that areas compelling as the :iseconomies of-scale

factor is not compelling. For example, suburban areas h've high tax rates at

least partially because the wave of migration to the sub.rbs has forced a heavy

burden on school governments in those areas in the last two decadds. While

outward migration of business and industry has partially offSet this, there is

no doubt that suburban units have needed-help for some 44..me.. The myth -that

all suburban school districts are wealthy has been destroed forever by a- con-
/

siderable amount of research.
54-

While educational tax r:.tes in central cities
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are-kept do by "municipal overburden'" they are also pushed up by high cost-

of-living situations in these population dense areas. Higher tax rates in_

----
theSe areas due to costs associated with population density probably do deserve

to be rewarded by the.state. Fourth, educators have, in recent years, encoun-

tered serious problems in passing local tax referendums. It is at least possible

that the type 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 new

dollar levied. A careful study of tax referendums' iii these states after ')73

should cast some light on this situation. Fifth, Lenin was correct in pointing

out the-poWef of a slogan.- It proved vary difficult in Illinois to be against

the notion of "equal expenditure .for equal effort." Even those who opposed

the grant-in-aid-system described in the first section were at some pains to

point'out that they "agreed with the basic philosophy."- Not among thiS grOup

of course were those who supported full state assumption of costs in-education

and are philosophically opposed to -any form of mixed state and local funding

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

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 of their

poorer neighbors. Under DPI; these higher tax rates are less of a problem and

Consolidation and reorganization-may-again go forward. From what has been

said-it is clear that the controversy over local initiative systems will-con-

tinue and indeed has begun to appear in the pages of journals devoted-to local

public finance matters.
36 It was concluded, 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 criterion if the state could be shown to have-moved toward

the goal ofr"equal expenditure for equal affort" after the reforms had taken

Taace.

The fina riterion relates to aid to urban districts. Like the third

goal this also an item of some controversy. It would take us too far afield

to review the arguments pro and_con as to whether centzl cities are, or are

not, "poor." There is considerable research on this point.37 We did however

accept the notion that central cities should receive more funds from 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 students with special educational needs that

are found in those central cities. Poverty concentrations 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 with high concentrations of low in-

come families wherever they might be found in Illinois. It was therefore con-

%cluded that if the central cities received more state aid per pupil after the

refcirm than before it would be judged a success on this fourth criterion. These

four criteria certainly do not exhaust the list of criteria that could be used

for state grant - in-aid models and we make no such claim. We do feel that these

four criteria are sufficiently important that no state could say that it had

thoroughly evaluatectits educational grant system-without at least including

these four in the ,evaluation system.

In the next section we shall discuss the operationalization of these

four criteria. It is particularly important that we do so. If "criteria"

are left at a high level of verbal generalization 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 hesubje:Ited to at least

some form of measurement. Legislators cannot tel_ if their intent has, or has

snot, heen violated. In fact, a greater danger exists in the legislative arena.

Without cleat criteria for evaluating legislation there'is a danger of extreme

_pragmatism. Too often in school finance, as in other educational legislation

the temptation is to "pass a Christmas tree with 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 goalssand measurements of these goals there is no way- to implement

a great deal of legislation including the-newly passed Section 842 of Public

Law 93-380. In 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 professorial effort has not Veen able to

do, -e.g., muster some concensus on school finance criteria. Lastly,°the school
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,finance fraternity itself has a vested interest in this matter. -.A cumulative

body of knowledge in school finance is difficult if not impossible to erect

unless the major concepts are empitically grounded and measurable. For all

these reasons we
I

now turn to the v,ethods of measuring the fo4g_criteria we

have selected.

Operationalizing the Criteria

As indicated previously the first Criterion, permissible variance, can

be conceptualized at least two ways. The first notion used the entire variation
N.

in expendi ores per pupil and in educational tax rates. Several approaches

are possible here, One could depend upon the range, that is, the difference
.,,

between the largest and,smalledt number in a given distribution, or perhaps,
.,...,

a better measurement would be the difference between the number at the 90th cen-
'-,

tile of the distribution and the number at the 10M centile of the distribation,'

since there are so many highly deviant school districts in most school finance
!

distributions.- However almost any range statistic could be. miSleading:due to

inflationary effects. The inflation manifest in the last three decades will

cause all dollar amounts to increase including all range differentials. 'Thus

especially over long _periods of time there is an automatic bias in favor of

higher differentials at the second point in time as Compared to a prior point

in time. For school finance changes only one or two years a rt there is no-

great confounding effect, however, the.-whole problem can be aided by dividing

whatever measurement of variation is finally chosen by the relevAant measure-

ment of central tendency.. For example, this could be the difference between

the -first quartile and the third quartile diyided by the median.. _Since pre-

vious school finance research uses the so-called "coefficient of variation,-"

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

me have followed that convention here.
38 Therefore the smaller the coefficient

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

Since we owe the second notion of "perthissible variance'" to Professor

McClogne 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 lowet

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

uses pupil units rather than classroom units the values re sorted here cannot he

directly compared to-those reported by McCloone. Nevertheless, the ba'sic

aedures are the same. After the revenues required to bring, all students in the

state to the median expenditure per pupil are determined, this amount Is thea

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 de-Sired

state of affairs. Several other indexes are possible using the basic notion

of the dollars needed to move all students to thc; median expenditure, but: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 gotetimes called.

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

baSed upon a bi-variate set of measurements rather than a univariate set of

_measurements.
39 That is, both wealth and expenditures or revenues are used

rather than expenditures or revenues alone. this-usage of -the Gini index is-

to be contrasted with the application made by McCloone which is based on experidi-=

tares alone.
tio

Basically what IS done is to rank the school districts from low-

to high upon some specification of-wealth. In this research we have used -prop-

erty valuations per-pupil, income per pupil, anda combination of-the-two re-

source measurements. Our-experience working with -this index suggests that one

can, get quite different values depending upon both (a) the STecifidation-of.,
wealth used, and .(b) the specification of _pupils used, e.g., weighted v,._un!-

Weighted, ADA v. ADM, etc. Once this wealth ranking of districts is completed

acutulative percentage distribution of pupils is then forted starting from the
1k

poorest districts and working, to the top. A similar ` lative distribution

is established for state and local revenues. The -two cumulative perbentage dis-

tributions ate then plotted on an X-Y axis:*

If -the "fair share" norm, previously discussed, actually -prevailed in-

a given _state the X-Y -plot of the two cutulative'percent:ages, wealth and= state

and local revenues, would be, in fadt, a straight line. That is, the poorest

ten-per cent of students would get ten-per cent Of the available "Tie" of stag

-and local monies, the poorest twenty per cent would get twenty per cent,-etc.

etc. A distribution of state and local funds would prevail that would be "neu-

39
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tral" of local resources and this is what is necessary in any operational defin-

ition_ of fiscal neutrality.. The situation would be the same as a state of af-
,,

fairs in which the state raised all revenues and then distributed them back on

, a head count irrespective of local resources, One might therefore think of it

as "full state funding",with flat grant'distribution. However, preVious re-

search in Illinois plus our general 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 distributions. To the Contrary, we believe that the plot

of the. two cumulative distributions will, in many states, form a curve which

will depart from the "ideal" straight line. This curve of two cumulative per-
-,

centage distributions, often referred to as a "Lorenz curve" will then be the

graphic representation of the "fifscal neutrality" situation in a given state.

There -are several ways- to derive a numerical value which will describe the

degree.to which this empirical curve-departs from the "ideal" sraight line.

Appendix -A to this report prepared-by Professor RaMesh Chaudhari sets forth one

pocsible calculation procedure. Readers interested in the computer TrograM

for such a-Calculation should address themselves directly to ProfesSor Chaud-

hari:
41

The conservative nature of the fiscal neutrality criteria is fully re-

vealed-by this type of operationalization k truly bompensatory notion of

-school finance would require that the poorest ten Ter cent of the students

ranked-bi wealth receive more than ten Ter cent of the state plus locarfunds

available for K-7.12 ecuoation, the poorest twenty per cent more than twenty per

cent of the pie, etc., etc. In other mcTds, full state funding with flat grant

distribution would not be an-acceptable "ideal" situation to many "authorities"

in ,the school finance field. The operational definition can-qe changed, how-

ever, -by weighting pupils according to their educational needs. If-pupils

have been previously weighted by cost differentia ls lased on their different

educational needs-before the rest of the calculations are performed then we

would have-a situation in which the ten per cent poorest pupils, weighted by

educatioral needs, would be expected to receive ten per cent of the state and

local pie, the poorest twenty per cent, weighted Ivesluca-,:ional needs, twenty

per-cent, etc., etc. This "expanded" definitibn of fiscal neutrality would
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probably be more acceptable to many school finance analyst'. Since the weightin

by educational needs varies so much from state to state it might be impossible,
-1

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

in interstate comparisons. We have taken a small step in this direction how-
.

ever in this project by weighting students with compensatory educational need
2 .41 r

.prior to calculation of the Gini values., This is described in greater detail

in the next chapter.
k

It has been pointed out to us that the interpretation of the Gini'Olue

is confusing if the curve ever rises above the line. That is, should thJe

,be-a state in which the poorest X per cent receive more than the X per '.cut of s'

state and local funds. then the numerical value would not be of great use. In

otiler words, the procedure cut14.ned in Appendix A works well as long as, the,

curve is always below the 1Lne. Our experience in Illinois has be,: that the

curve does not c ss the line. However, in the event that there are-st

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

percentage shz. e of state and local funds, then the curve itself would probably

be-of-greater value than the Gini coefficient whose calculation is outlined
i

in the-appendix. This alsa might be the case if federal funds are included in

the- analysis. Federal funds are excluded from the research reported here -since

the-To8us in this project was upon evaluating an action of a state legislature.

Calculation of the curve and the coefficient with and -then without federal funds

:might be one way of measuring the "compensatory" effects of federal funds.

.
:Unlike the operationalization of the first two criteria we had no-research

precedents for the third criteria, equal expenditure for equal effort. Our
r4.

-first inclination was to use the simple linear regression slope between tax

rate and combined state and local revenues. However, the slope calculated

would-be unique to a given. state and could' not then be used for interstate

comparisons. To overcome this difficulty we transformed both revenues and

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

one would be to the desired state of affairs. a was pointed out\to us, however,
p'4

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

measure of "reward fpr effo..t" than it is of "equal expenditure for equal
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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, ocal revenues. This might have been the standard error

of estimate, but it seemed that the square of the simple correlation coefficicit

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

ship between tax rate and revenues received is linear in form. In Benson's

discussion of "district power equalization" systems it is pointed out that the

desired relationship between tax rate and revenues may well be curvilinear

rather than rectilinear in n re.
42 We regard thia third criteria as some-

what more exploratory than the first two and continue to search for better

specifications of the criterion of "equal expend4ure for equal effort."

.

I.

P
-'-Our fourth and final criterion required a geographic typology of school

distcts. There are several ways of approaching the question of what tonsti-

tluta an "urban" school district. The-scheme we-eventually adopted waS a modi-

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

Misconain.
43

_City school districts are of two types in this SyStem,:"central

districtscind."independent city" districts. Central city districts-are

those-school districts serving the largest city in each o the'nine standard

Metropolitan statistical areas of Illinois as defined byte 1970 census of-

population and housing. Independent city districts are those school districts

-serving-a city with a population of 10,000 or Tnote in 1970 but not-located

withirya standard metropolitan statistical area These ard the two categories

of "urban" school districts. "Suburban" districts are also of two types.

To qualify a "suburban" district, a-school district must be located-within
4

,a standard metropolitan statistical area but not he the central city therein.

The enrollment

'1964 and 197:5.

centage increa

below the median a "low growth suburb." Finally all school districts which

were neither within a standard metropolitan statistical area and, were not "in-

gdepagientlies" were desi'gnated "rural."

growth of these suburban ditricts was then calculated between

If the suburban school district was abe the median in per-

se of students it was designated a "rapid groGith suburb "-and if

st5



The above process of elimination leaves quite a number of Illinois school

districts in the "rural" category.' It was. pointed 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 social demographic characteristics of Illinois change

greatly from tht north to the south in this state. We therefore used the six

general supervisory regions of the Office of the Superintendent of Public In-

struction to structure the state into three roughly equal geographic regions,

the north, the center, and the south. The project then concludes with this

special analysis of Illinois "rural" units.

110
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CHAPTER 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 fiscal data from the 1973-74 school_ year

to the evaluative criteria we'have established in the second chapter. The

-discussion is in five parts. First, we shall describe the variables we are

using. Second, we shall describe the population used in the study. Third,

we shall present our findings, criterion by criterion. Fourth,_the

one Must place on these findings will be presented 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

Although-much-of the discussicnin Chapter II is in terms of "expendi-

ture- per pupil," auditedexpenditure statements from the-Many school districts

in Illinois lag ponsiderably behind the cur -rent actions of the General -ASsembly,

In order not to -hold up this evaluation even longer than has already been the

case we elected -to use a-constructed-varlable called "estimated state and local

revenue per-pupil" in place of the expenditure per pupil Variable. For the 1972-

73- school year this variable Consists of multiplying the 1971 operating tax

-rate-by the 1971 revised assessed-valuations and then-adding tilt. actual general

school aid for 1972-73A Similarly, Sor_the 1973774 school year this constructed

variable consists of multiplying the 1972 operating tax rate by the 1972 'assessed-

Valuations and-then adding the actual general state aid for 1973"74. In-every

case loss from failure to collect 100% of taxes will cause-our figures to-be

slightly T.gher than the auditbd figures will be in the future. We have used

trio kinds of pupil Counts in the analysis which follows. In order that this

study can have some - applicability outside the state of Illinois we-have"used-

the traditional "average daily-attendance" (ADA). However,'as vas described

in Chapter I, Illinois aid in 1973 take a step toward Weighting students in terms

of certain-selected educational "needs." This is reflected in the analysis

which follows in terms of "TWADA." TWADA is average daily attendance which has

been-weighted-for the presence of children who are eligible for Title I funding

47
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under the Elementary and Secondary Education Act of 1965 p a 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-
1

ious historical fact that the General Assembly in Illinois did once pass

categorical ,grant-in-aid of this nature but never provided the funds to make

the act operational.' In 1973, Illinois elected to take the quite different

path of introducing a student weighting for "compensatory" educational needs

into their general grant-in-aid formula. Several other states har.: previouSly

taken this step, notably, New Jersey, Minnesota, and Missouri.

It is important to stress that the particular Illinois version of the

Title I weighting reflects 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 contentra-
\

tion as well as for number of children with "compensatory"-edu6ational'needs

was drawn, from the recommendations of-a Ttesidential Commission on School Fi-

nance that was active about the same time as the state school finance studies

referenced .n Chapter I.
2

Therefore, wherever TWADA appears in the analysis

that follows it refers to this "concentration" weighting, which. is a part of

the preViously described "resource equalizer" option, and not to the constant

.45 weighting that is present elsewhere in the 1973 reforms.- Chapter I des-

cribes these weightings in more detail.

\

-As many readers know, there is a long history of controversy over just
1

what constitutes the most "valid" measurement of lodal district "wealth:"

The older literature stressed the difference between an "income" specification

of fisdal capacity and a "property valuation" specification of fiscal capa ity.
3

This debate between the proponents of income versus the proponents of proplerty

,aluation has been kept alive by empirical studies which demonstrated very:

,ittle correlation between school district income and school district Trtp
e
rty

valuation.
4

In fact, some studies have even turned up negative-correlations

tetween the two wealth specifications.
5 Apparently this relationship varies

1

from state and to state with somewhat better correlations in the southern Tart

of the United z:tates where the unit of school oovarnment is the county. More

1
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recently this old dispute has been cast up in terms of whether "poor students

live'in poor districts" or more exactly, whether income or students are not

also to be found in property valuation wealthy districts. We did not attempt

to explore the relationships between various measurements 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 one part of the

analysis we combined-the two measurements.

"Assessed valuation" is the same state adjusted real prop_Ity valuation

used in many states for the purposeof distributing general educ:Ajonal state

aid. "Partial" assessment 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 "multipliers" between 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 number of school districts that lie in more than one county.

-We mention these matters only to illustrate that while "property valuations"

have been accepted for a half a century as the measure of local fiscal capa-

city, there is now, and there has been for some time, reservations concerning

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

19?3 these reservations rave probably increased,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 either federal or

state income tax forms which are filed-annually. However, state officials in

Illinois have raised a number of-practical problems concerning the collection

of income data from this source, and- as of this Writing, no income data is

available by school district in Illinois from state tax sources.8 In the ab7

sene of income data from state tax sources one must fall back odeitherincome

data, as it is derived from the federal decennial census of housing and popula-
/

tion or on special collections such as the income data project of the National

/
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Educational Finance Project.
9 The special collections of course quickly become

too dated to be of much help and they have their 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. postal 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. Census 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 1970, collect social and economic information on

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

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

for "converting" from census units, e.g., block statistics, enumeration 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 esti-

mates of the proportions of census units found withir school district lines.
10

Through the joint efforts of the Bureau of the Census and the National 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-

lated" from census units into school district terms. This effort unlocks a

great deal of socio-economic data on school districts never before at the dis-

position of school admi 'strators. However, users of the NCES school district

tapes have also uncovere some problems which will be discussed briefly in

the next section of this hapter. In the analysis which follows "income per,

pupil"' is self-reported family income plus income from unrelated individuals

divided by either ADA or AADA. Corporate income is not included. Since cor-,

porate.property is included'in assessed valuations there is a problem in making

comparisons with income.

Definitions of "comnunity typ9 used in this project, e.g., "central

city, independent city, hig, growth 4uburb, low growth suburb, and rural,"
I

have been given previously Chapter II, as have the "north, central, and
7

southern" regional specifica, ons. It remains only to comment upon the



regretable fact that it was necessary to carry out the analysis in terms of.

each of the three organizational types of districts found in Illinois, e.g.,

"unit" districts, that is K-12 jurisdictions, versus "dual" districts, e.g.,

separate high school and elementary jurisdictions. The result is that one

must, in essence, work with three distinct populations rathef than.with a single

population. We have not, at least at this point in time, arrived, at some widely

agreed upon system for merging fiscal data from the three different organiza-

tional types of districts. This does certainly complicate any scnool finance

analysis in Illinois, but the problem is not uniqueto that state, Califsrnia,

for example, has similar problems.

Population Used

For apt parts of the analysis which follows, except where income data

is employed, the entire population of 501 elementary dittrictt, 143 high school

districts, and 436 unit districts in 19727.73 was employed. Similarly the 476

elementary districts, 135 high school districts, and 442 unit districts in 1973 -

74- .were used. For that reason no inferential statistical tests are reported

in this research since no sampling method was utilized. However, as was men-
,

tioned above, problems did arise with regard to the income data which was taken

from federal census sources, In the first place it was necessary to drop dis-

tricts from the study population which had,merged or consolidated between 1970

and 1973. Secondly, a detailed analysis of the Illinois school district tapes

-was undertaken by Professor Vernon C. Pohlmann of the Illinois State University

Sociology Department and Mr. Daniel JaW-Nan Hou of the Office of Superintendent

of Public Instruction. This analysis revealed a large n .tiber of discrepancies

between the enrollments reported on the federal census tcz, and the enrollments

reported in the official state statistics of the Office ,f the Superintendent

of Public Instruction. This motivated Professor Pohlmail....and- Mr. Hou totlupli=

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

in arriving at the data on the school census tapes in thy, first place. k num-

ber of processing errors were found and the nature of those errors has been

reported elsewhere.
11 Despite the considerable effor 'cs of Pohlmann and gou.

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

decided that where the percentage difference between the federal census school

district tapes and the official state statistics was greater than twenty per

cent those districts would then also be dropped from tha population.

I
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The upshot of the above is that we were forced to deal with a "partial"

population where income data is concerned. This. partial population was also

used in all the tables starting with Table 10. Appendix B shows the extent of

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., el:f. =ry and secondary jurisdictions, than upon the unit districts.

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

southern parts of the state more than the north. Since the great preponderance

of pupils,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. ye-d-6-Cider, however, the weakness of the
_

income date to be perhaps the single.greatert limitation on the results

reported. Ifforts are still underway at the-time of this writing to increase

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

be dropped from the study population.

Findings: Permissible Variance Criterion

Tables 1 and 1-A contain the data on the premissible variance criterion.

In Table 1, where the total variation in revenue per ADA and the 'total

variation in ope ational tax rate is used, the coefficient of variation is

reduced betwes0.1972-173 and 197374 in allcases., We nay therefore conclude

that.pverall d . parity in revenues, and in tax rates., declined after the

adoption of th l'73 reform. However, we kdow from prior research that a

reduction of variation in costs.per pupil and in educational tax rates has

,S

,been occurring in Illinois during a period from 1963 through 1971.12

.Therefore, we cannot directly attribute the observed reduction in variation

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

ref,,rm inferruptetthis trend toward a greater equality of dollars Per pupil

ss

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.

Using be2"Mclioone Index" discussed in Chapter II there appears to have keen

some improvement in unit dlstricts and in high school districts, after the

1973 reform, but not in the casesof elementary districts. The improvement

rr
*-11-1
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TABLE1

PERMISSIBLE VARIANCE CRITERION

4

Estimated State and
Local Revenue Per ADA

1.) 4c1 New
(1972-73) (1973-74)

Elemenrmsy- -28.729 26.889

High School 27.801 241.92

-Anit 14.087 13.492

.Pperat-onal Tax Rate

New
P.97?-73)- (?073-74)

25.000

23.809

15.596 '.

/,
24.263

22.000

14.847

I ' TABLE 1-A'

PERMISSIBI)VARIANCECRITERION
MCLOONE INDE : REVENUE PER-ADA., '

4-4
P

Median D011ars-Veeded,:\ Index _

Old New -rad.(thouSands)*New- Old .f Nevi

(1972-73) (1973-74) (1972=73? (1973r74) 1972=-73) (1973=7k).

Elementary

High School

Unit

$ 783.14

1,153.23

876.35

$ 903.04

1,252.84

972.37

$32,038

42,182

63,709

- $.41,921

33,084

'66,899

tio2.

`-.8949

.953o

.9299'

:,19202
.

f:9559
-

1
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in unit district is also not very impressil(e. This suggests that policy mak-
-

prs may wish to pay special attention to the very low revenV producing districts

in,Illinois. The progress of these districts toward a g'reaterAiAity of ex-
'

penditures or revenue is as important as is the overall i.eqthtil.,:linrai.iti'tion

in the-entire population'.
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' Findings: Fiscal Neutrality Criterion

Tables-two, three, and fire contain the data on the fiscal-neutrality

criterion. With regard to the "dual" districts, that is, the separate high

school and elementary jurisdictions, the Gini Indexes decline both when property

valuation perpupil is used a§ the specification of wealth (Table 2) and when

income per pupil is used as the specification of wealth (Table 3). One mays

conclude therefore that the dual districts in Illinois did move closer to the

goal of fiscal-neutrality after the reform of 3,973. With regard to unit dis-

tricts, however, only when assessed valuation per weighted pupil is used _(the

Illinois TWADA as explained in Chapters I and II) do we find a movement toward

the goal of fiscal neutrality. Using the other three specifications of fis-

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

We were perplexed at first by this finding using unit districts. We

.then began to focus upon the role of t1 single school district of Chicago in

this situatTZ7NAs a review of Chapter II and Appendix A will indicate the

Gini Index is deliberately constructed so that the lardr school "disi'i-icts will

have a greater effebt than the smaller school districts. That is, the uric

TABLE 2

,iFISCAL NEUTRALITY CRITERION USING
PROPERTY VALUATION PER PUPIL

' Assessed Valuation Assessed Valuation

Per ADA Per TWADA

Old

(1972,-73)

New

(1973-74)

Old

(1972 -73.)

New
(1973-74)

-

. ,/

Elementary .0939 '.0823 .0995 - .0848

High School .0929 .0815 .0961 .0844 4

;Unit

nit w/o

.0578 =10,616 .0345 .0265

Chicago .0242 .0506 .0387
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TABLE.3

FISCAL NEUTRALITY CRITERION USING
INCOME PER PUPIL

Income-per ADA Income Per TWADA

Old
(1972-73)

New

(1973-74)

Old -

(1972-73)

New

(1973-74>

,

Elementary .0984 .0859 .1011 .0832

High School .0995 0778 .1029 .0818

Unit .
.0691 .0822 .0142 .0183

Unit w/o
Chicago. :0306 .0263 .0442 .0374

of analysis when the Gini Index is used is the student, not thexdistrict. We

therefore dropped the largest\district in Illinois, Chicago, froin the uni

school district distribution. then again observed the movement toward the

goal of_fiscal neutrality in all cases. This led us to look at the position

of 'Chicago on fokir specifications -of fiscal capadity or wealth, which is- shown-

in Table 4,

It is apparent that Chicago s a wealthy" school district in terms of
at

several "average" type measurements of fiscal capacity. For example, Chicago

is sixth from the very top of the di tribution in terms_ of income per ADA and

remains high on this income distribution even when the weighted student count

( TWADA)- is used. It4 is also far abov the median in terms of. property valua-

tion per ADA. It, is noteworthy that he only wealth specification on which
4

.Chicago will drop to near the median ii Illinois is the specification which

was actually used in the 1973 oform

would be a mistake, however, to jump to a conclusionthat.Ch'cago is "wealtki:"--

in_some overall or absolute sense. The note to Table'4 also points out that

Chicago has one of the largest concentrations of Title 1 eligible students in

.11," property valuatioft'per TWADA. It

4
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TABLE 4-

WEALTH GE CHICAGO
(1973-74)

Variable Rank

Total
Units

Income per ADA

IncoMe-pdr.TWADA

Property Valuation
per ADA

Property Valuation
per TWADA -:1*.

6

22

140

270

360

360

442

442

Note: Concentration of Title ',eligibles in Chicago

was 54.83% which places Chicago in the top

10% of unit districts in the state.

the state. What we are really observing here is a phenomenon which has teen

commented, upon by a number of other school fiance analysts.
13

Very large

urb an cities often appear wealthy when some average measurement of wealth is
,

used, but these same cities appear poor when either 'direct measurements of

poverty or correlates.of poverty are :,.n,troduced into the calculations. Large

cities do have sizeable pockets of poverty; a simple "windshield survey" from

the front seat of the family car any day in the year will leave little doubt

as to that fact. that is not seen bysuch an intuitive process is-that large

cities also have appreciable numbers of very wealthy individdals and familiet,

The result is a highly skewed income distribution with large numbers of low

income families and indiv als forming one end of the distribution and a few

lemalthy families and in ividuals forming the other end of the distribution.

In such a situation any measurement of central 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 situation in Illinois. The reforms of 1973 did increase the flow

of state funds to the Chicago school district. This was primarily due to

(a) Chicago's conc.:ntration of Title I eligibles and (b) Chicago's relatively

high tax rate. Ho 'wever, since-Chicago also appears relatively wealthy on the

measurements of fiscal capacity or wealth used in the Gini Index calculations",

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, it will

be recalled, is when assessed valuation per TWADA is used, and Chicagoans may

be expected to argue, that this is the mos "valid" specification of school

district wealth. To-put the matter another day, central city educators will

argue for the "expanded'.;. interpretation of he fiscal neutrality concept dis-

cussed in Chapter II. Their position probably be that "poorness" can be.

measured only after differences in student edUeational needs:have been taken

', into consideration.

We also tried one combination of property valuation and income as a

wealth Specification primarily because a few states do use such combinations

of these two variables. As can be seen from Table 5 the overall _picture does

not change-very much when compared with the two-wealth specifications taken

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

TABLE 5

FISCAL NEUTRALITY CRITERION'USING COMBINATION
OF PROPERTY VALUATION AND INCOME PER-PUPIL

Combined Wealth,
Per ADA

Combined Wealth
Per TWADA

016 New Old

(1972-73) (1973-74) (1972-73) (1973-74)

Elementary .1051 .0917 .1079 .0911

High School .1056 .0871 -.1072 .0890

Unit .0663 .0744 .0340 '.0275

1-0
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specifications, for er.ample, equally weighted, weighted by some index of pre-
/

diction power relative to a third variable, etc., etc. We'hold no special

brief for the system used in combining the two wealth factors here and it is

quite likely th t one would get different results with other means of merging

the two variables\
14

Findings: Reward for Effort and Equal Expenditure for Equal Effort

Tables 6, 7 and 8 contain the data oh the reward for effort criterion

and the equal expenditure for equal effort criterion. Table 6.- contains the

results of a simple linear regression of state and local revenue per ADA on

tax rate, Before the 1973 reform each One cent in tax rates in elementary dis-

tricts was associated with an average of $17.73 in state and local revenues

per ADA. After the 1973 reform each one cent in tax rate in .elementary die-

, tricts was rewarded with $23.73 in state and local revenues per ADA.
15 Encour-

agement to raise local tax rates has therefore been increased-by $6.00. Ford

unit districtS the increase in the reward for effort is not quite as large,

$4.50 roughly. By contrast, there was no increase in reward for effort for

the high school districts. We believe this phenomenon to be a function of

the very low tax rate ceiling placed on high school districts in the "resource

equalizer," e.g., $1.05 as compared to the $1.95 and the $3.00 in the eleinen-

taries and units respectively. Without doubt, one of the most interesting

TABLE 6

REWARD FOR EFFORT CRITERION
USING NO TRANSFORMATIONS

Old (1972-73) New (1973-74)

Intercept Slope Intercept Slope

. ,

Elementary $595 $17.733 $604 $23.733

High School 780 32.647 871 32.381

Unit 641 4 12.010 621 16.471

Regression: Estimated Revenue/ada a + b (tax rate)
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questions currently to be asked in Illinois school finance is whether many

local school districts 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

so these slopes could be compared'from state to state. One would then have

some way of comparing the reward for effort factor in one state with the reward_

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 transformations. 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, as was mentioned in Chapter II, the

"ideal" slope is the same as the "unit elasticity" 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 policy 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 not in

high school districts-

TABLE 7

TEWARDFOR EFFORT CRITERION USING -

LOGARITHMIC TRANSFORMATIONS

0 Old (1972-73) New (1973-74)

Intercept Slope Intercept Slope

Elementary 7.796 .2526 8.168 .3137

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)
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The use of regression slopes is particularly appropriate for the policy

analyst if the conceptuidization is dynamic in nature, that is, change in some-

thing, relative to change in something else.
16

However. the notion of "equal

expenditure for equal effort" also has a static or "precision" component:

One is also asking what is the relationship or correlation of tax rate. to-state

-and local revenues per pupil. The assumption here is not that the slope should

equal 1.00 but rather that the correlation should be 1.00. In other words,

one is interested in "goodness of fit" of the data to a desired function, in

this case a straight line. As was mentioned in Chapter II one 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 accept'the

rectilinear assumption and Table-8 contains-the informhtion on the square or

the Pearbon correlation coefficient. 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

Old (1972-73 New (1973-74)

R, Squared R Suared-

Elementary .0745 .1201

High School .1083 .0970

Unit .1048 .1692

Regression: 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



which is experimenting with the "reward for effort" notions. As can be observed

in the three tables there is a consistently negative linear relationship be-

tween property valuations per pupil and tax_rates. 4s would be expected, prop-

perty poor districts have higher tax rates. It is this simple negative relate

tionship that attracted a good deal of attention from Illinois legislators 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 property tax relief, or

more precisely, property tax relief for the poorer districts. However, the

relationship between tax effort and income is consistently positive. That is,

at least in terms of overall linear effects, the wealthier districts as meas-

urea by income do make the greater tax effort. One could- speculate that this

might occur because higher income families place a higher value on formal edu-

cation than do the lower income faMilies.

The relationships seem particularly strong, in -the dual districts. There

-must be a good probability in these districts of combinations such as: high

tax rate, high income, and-low property valuations, or conversely: low tax

rate, low income, and high property valuations. The first combination sounds

suspiciously like a.bedroom suburban or residential subulo 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 TAR EFFORT
SIMPLE LINEAR RELATIONSHIPS

UNIT DISTRICTS

Tax Rate and Income/ADk

Tax Rate and Income/TWADA

'Tax Rate and Property Av./ADA

TaX-Rate and Property Av./TWADA

'!:1972-73 1973-74

+.2072 +.2363

+.1850 +.2221

-.3509 7,./3693

iz43580 -.3759
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in subsequent research. There is also the very strong possibility oficurvi-

linear rather than rectilinear relationships between wealth and tax effort, and

this possibility should also be explofed in some detail.

TABLE 9-B
.

WEALTH AND TAX EFFORT
SIMPLE LINEAR RELATIONSHIPS

ELEMENTARY DISTRICTS

Variables 1972-73 1973-74

Tax Rate and Income/ADA .-i-.477 +.401

Tax Rate and Income/TWADA +.-4843 +.4728

Tax Rate and -Property Av./ADA -7.2946 -.2;42

TaxRate and Property Av./TWADA - '.2820 -.2845

- TABLE 9-C /
/-

WEALTH AND TAX EFFORT
SIMPLE LINEAR RELATIONSHIPS'

HIGH SCHOOL DISTRICTS

Variables 1972-73

Tax Rate and Income/ADA ,' +.5754

Tax Rate,and Income/TWADA +.5776

Tax Rate and -property Av-/ADA -.3488

Tax Rate and Property Av./TWADA -.3447

4.973-74

+.4992

+.5055

-.3379

1 -.3301
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Findings: Community Type and State Aid

State aid systems are most assuredly the product or 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 oriented

and Table 10 provides evidence on that point. It was indeed 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 reforms the state of
4

Illinois was providing more dollars per pupil 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 that it-has

been done.
17 It would appear therefore that Illinois can properly take some

credit for leadership in meeting the needs of students in large urban areas.

*

The.omputations in the three tables _which follow e.-e in terms of both..

weighted-means and unweighted means. In the unweighted situation the measure -'

ments are simply added together and-divided by-the number of districts, Such

a process of course gives Chicago the saMeweilit in the central city Category

-as-a much. smaller city like Bloomington. To offset this the measurements were

multiplied 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 were

not quite as great as we expected but since they do make some difference, both=

are reported.

Tables 11 and 12 indicate At the other "winners" in 1973 were -the

suburban high schools and the suburban elementary schools. If there are "win-

ners" then there must also be "losers," not in any absolute terms, since all

got more state funds, but in the relative sense that scr:le districts profited

more than others. The three tables make it clear that it was the rural unit

districts and, to a slightly lesser extent, the rural elementary districts,

that gained the least frOm the reforms of 1973. The rural secondary districts

r"
*1/4.)
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4.4t

TABLE 10

STATE AID PER ADA BY COMMUNITY TYPE
UNIT DISTRICTS

Weighted Means Ratio

Unweighted
Means

.

Ratio

Community
Type . 72-73 73-74 74/73 72-73 73-74 74/73

Central
City $414 $521 1.258 $426 $503 1.181

Independent
City 412 473 1.148 412 474 11150

High Growth
Suburbs 433 502 1.161 397 455 1.146

Low Growth
Suburbs 425 509 1.198 356 412 1.157

Rural 387 442 1.142 356 405 1.138

. .

Number of Districts and ADA:

Number ADA-73 ADA -74

--77--

Central City , . 9 613,348 594,619

Independent City 15 73,641 73,079

High GrOwth Suburbs 42 142,387 1421381

Low Growth. Suburbs 42 81,599 79,-619

-Rural 252 267,169 265,033

.!=

were, however, aided strongly,-but there were only 37 of this type of digtrict

in the study population: The data on the number of distriOts and the ADA are

given at the bottom,of each table and help to interpret the relative importance

of each community type in the study population. The data-in the three tables

strongly suggest that the reforms of 1973 might well be Called "aid to metro-

politan areas," that is, aid to both central cities and their Suburbs. Such

q7
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TABLE .11

STATE AID PER ADA BY COMMUNITY TYPE
ELEMENTARY DISTRICTS

Unweighted

Weighted Means Ratio Means Ratio

Community
Type 72 -73 73-74 74/73 72-t 73-74 74/73

,Independent

City $358 $459 1.282 $348 $451 1.296

High Growth
Suburbs 385 470- 1.221 364- 442 1.214

Low Growth /

Suburbs 289 357 1.235 282 541 1.209

Rural 367 4N5.1 1.174 326 382 1.172'

Y

Number of Districts and ADA:

Number ADA-73 ADA-74

Independent City 9 17,704 16,857

High Growth Suburbs 95 166,474 166,142

Low Growth Suburbs 100, 195,071 188,529

Rural 109 45,888 46,356

.

4

areas are, of course, where the greatest concentrations of children are to be

found, and when one anticipates changing the system they are also where a high

concentration of votes in the General it+Ssembly are to be found.

Th.; three tables also make it clear teat 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

SLi



TABLE 12

STATE AID PER ADA BY COMMUNITY TYPE

'HIGH SCHOOL DISTRICTS

t

Weighted Means

Community

Ratio

Unweighted
Means Ratio

Type 72-73 73-74 74/73 72-73 73-74 74/73

Independent
City 1239 $306 3...,?0 $249 $319 1.281

High Growth
Suburbs 239 313 1.310 249 325 1.305

Low Growth
Suburbs- 150 189' 1.260 158 199 1.259

' ',Rural 232 302 1.302 222 290 1.306
i

Number of Districts and ADA:

Number ADA -73 ADA-74

Independent City 6 9,487 "9,388

High Growth Suburbs 28' 128,537 132,480

Low Growth Suburbs -26 78,593 78,377

Rural 37 18,999 19,365

between dual and unit districts is a complex one in Illinois and perhaps of

liMited interest outside the state. We will thereOre not elaborate on this

relationship in this reiport. We should point out, however, that the increased

aid to dial districts rose out of an attempt to treat taxpayers equally regard-

less of whether they resided in or dual districts. This had not been

true prior to the reforms of 1973.

0



Table 13 provides a s3ightly different. view of state aid. Tables 6;

.4. ,(
11, and 12 are in terms of dollar increases in state aid. Table 13 is inc. 1..ms

__Auk;1'

of the percentage of state aid provided each of the community types aft-6PvVie

reform. From_these\data it is clear that'while dual districts did., get larger

dollar increases in state aid the _econdary districts in particular in114inois

are still mainly supported by local funds. This is particularly true of 1pw
1

growth suburban high schools which tend to 0 rather wealthy in terms of ,prop-

erty valuation per child. In this type of community only 16 per cent zif the

revenues come from state sources. We can also gee that while central ciP.A

did get sizeable dollar increases instate aid the pereAtage of funds corning 4

from state, as opposed to local sources, is not out of line with suUrban

rural units.

Community Type

7) -

TABLE 13

PERCENTAGE STATE AID BY COMMUNITY TN6
4 .

An ORGANIZATIONAL TYPE, 1973-74
.

s.../ ..f.,'

i

(.

4.

Unit Elementary " High School, %
A .

.

Central City 46.76.

(09)

Independent City -49.71 50.11 30.04-

(15) (09) A6).
High Growth Suburb 47.62 49.15 25t92

4,42) (_94.) __ "(23Y--
Low Growth Suburb 42.21

k

3,4.15 15.73

42) (101), (26)

Rural 42.43 q7.26 z).54

(252) (109)' (37)

In Table 14 we begin.to see some of..1.the reasons for the distribution

of state funds to the different community types. One notes immediately the
fr.

high tax effort for education exerted by the ce4tral'cities of Illinois. This

O.

tr.

ilM1111,i,L111=1.111111
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appears to be greater than the effort of central cities elsewhere in the United

States relative to the other community types.
18

Apparently the "municipal

overburden" effect, that is the sometimes considered depressing effect of other

municipal services on educational tax effort, is not as great in Illinois as

it is in other states. It would require an investigation of greater scope than

this project to.reject or confirm this speculation. One also notes the low tax

. effort of the-ruradistricts of Illinois. This fact almost assures that any
.

type of reward for effort provision is not going to beof much assistance to

rural Illinois. Table 14 also demonstrates that taxpayers located, in the dual

- districts of the state are exerting greater tax effort than taxpa rs in the

. .'prlit.districts of the state. This is particularly true of taxpayers in sublieL

ban diaal districts. From-this it is ,Apparent that reward for effort or equal

.expenditure for equal effort notions are Of considerable interest to suburban

taxpayers aid v ters. Viewed in this light, the reforms of 1973 might be thought

o as

, ,

tax_ rV.ief for suburban taxpayers.

TABLE 14

TAX RATE BY COMMUNITY TYPE AND
. ORGANIZATIONAL TYPE, 1973-74

Community Type Unit Elementary. -High School

-
-CCeiTtral City

&.-

2.44 -- - .

Independent 2.32 1.53 1.32

. Hi; Growth Suburb 435 1.71 1.75

',7$,.Low Growth Subu 2:8)/(-1 1.82 1.56

' 6 'Rural 2.24 1.35 1.34

/ Tables 15-A And -B and 16-A%and -B provide information on the "wealth"

of the diiferedt communi types app cast further light on the distribution
1

- ,of state aid to these community types. There are several interesting observa-

tions that cdUld be made here but in the interests of sh.)rtening an already

,..*9

'8.
c. r.q..1

J.

p
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lengthy report we shall comment on only one fact which has important policy

implications. It is apparent from these four tables that the rural districts

_of-the state are not only not going to profitl from "reward for effort" systems,

they are never really going to profit much fr0m any traditional system of using

property valuation per pupil as the measure ot wealth. The effect of a long'

t

inflationary period on the price of farm land is an important part of the pic-
,

ture displayed in these four tables. By,cont14st, it is'also apparent that the

rural districts of Illinois would profit, and prOfit handsomely, by the intro-

duction of an income measurement into the state'grant-in-aid formula. The

tables also make- near, however, that the rural districts cannot realistic'lly

expect much assistance from urban and suburban districts in introducing an

, income factor since neither the cities nor the suburbs have much to gain by

the introduction of these "average" type income measurements. uburbanlegis-

lators and educators certainly gained from the tax effort provisions of the

1973 reforms, and central city legislators and educators certainly gained from

the weightings for Title I eligibles. It seems only fair to us therefore for

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 what 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 gains, and they know also that the inclusion of a siMple income

per pupil fa-Aer would not be of great help-to_them. We leave exercises of

this sort, hoWever, to those more experienced in such "horse trading, -and-

,

turn finally to the last element of the analysis. ,

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 will limit ourselves to noting the peculiar position of rural unit dis--

trict3 in the centralpart of the state. The complaints of rural.superinten.,

dents from this geographic regi of the state that the,./werehelped very little

by the reformg of 1973 receive co,siderable support from Tables 17-A and -B.

Somekot the reasons for this low gain in state aid in rural central Illinois

are then apparent from Tables 18 and 19. Central Illinois rural unit dittricts

have lower tax rates than the rural units of either the north or the south.

In part; this low tax effort is the result of the rich black soil of this portion
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TABLE 15-A

ASSESSED VALUATION PER PUPIL BY COMMUNITY TYPE
AND ORGANIZATIONAL TYPE,') 73-74

UNWEIGHTED MEANS

Unit Elementary H h School I

Community
Type ADA TWADA ADA TWADA ADA TWADA!

Central
City $24,233 $19,846

Independent
City 21,266 19,025 $29,545 $27,375 $59,229

High Growth
Suburb 22,455 20,541 29,531 28,744 56,871

Low-Growth_
Suburb 27,257 23,700 47,143 44,234 81,-878

-Rural 27,065 24,181 37,758 35 ,-260 77-,482

/

/

$46/,427

45,183

64,-565

60;160

TABLE 15-B
/

ASSESSED VALUATION PER PUPIL BY COMMUNITY .TYPE /

AND ORGANIZATIONAL TYPE, 1973=74-
/

WEIGHTED MEANS - I

1 /

/

"

Unit
,

Elementary //High School
ii

Community
[Type ADA. TWADA ADA TWADA,
!
ADA TWADA

Central
City $27,513 $18,755 -
Independent
City 21,719 19,299 $29,100 $26,386 $60,915 $47,619

High Growth //

Suburb 19,851 18,002 27,543 26,876 / 50;259 47,100

Low- Grow

Suburb. 21,679 18,827 41,975 39,111/ 85,491 67,462'

Rural 24,069 21,596 30,270 28,74 .67,134 52,168
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TABLE 16-A

INCOME PER PUPIL BY COMMUNITY TYPE
AND ORGANIZATIONAL TYPE, 1973-74

UNWEIGHTED MEANS

Community
Type

Unit Elementary nigh School

ADA TWADA ADA TWADA ADA TWADA,

Central
City $20,531 $16,721

Independent
srCity 16,537 14,754 425,610 $23,578 $43,833 $34,280

High Growth
Suburb 13,414 12,236 22,188 21,573 48,689 '38,676

Low Growth
Suburb 13,420 11,736 37,515 35,311 65,448 51,639

Rural. a2,557 11,215 19,124 17,968 36,898 28,726

TABLE 16-B

INCOME PER PUPIL BY COMMUNITY TYPE
AND ORGANIZATIONAL TYPE, 1973.,.74

WEIGHTED-MEANS

Community
Type

- Unit Elementary High School

ADA TWADA ADA TWADA , ADA TWADA

Central
City $23,50 $16,189 --

Independent
City` 17,084 15,180 24,762 22,453 44,161 34,522

High Growth'

Suburb 14,435 13,14 22,736 22,187 52,009 41,338

Low Growth
Suburb 15,513. .13,483 38;693 .36,049 73,713 58,168

Rural 12,847 11,529 20,666 19,626 39,486 30,683



72

TABLE 17-A

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

North Ratio Central Ratio South Ratio

1973 1974 74/73 1973 1974 74/73 1973 1974 74/73

Elementary $266 $311 1.169 $254 $297 1.169 $424 $500 1.a79

High School 152 198 1.303 156 258, 1.52 349 432 1.? 8

Unit 376 428 1.138 284 317 1 116 523 1..,;9

TABLE 17-B

STATE AID-PER ADA (WEIGHTED MEANS)
FOR RURAL DISTRICTS-BY GEOGRAPHIC .LOCA ION_

North Ratio Central Ratio Sou r. Ratio

1973 1974 74/73 1973 1974 74/73 1973 1974 74/

----Elementary $314 $376 1.197 $385 $450 1.169 $450 $532 1.182

High School 179 234 "1.307 164 238 1.451 338 428 1.266

Unit 391 454 1.161 320 359 1.122 -461 527- 1.143

of the nation's corn belt. Note. particularly the property valuation per-pupil

figures_ of the central part of the state in Table 19. Although data is not

present in the study on this point, the rural central part of Illinois also

has7a low concentration of Title I eligibles. Therefore, with low tax effort,

.high property valuation, and low concentrations of Title I eligibles, it is
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TABLE 18

TAI RATE OF RURAL DISTRICTS BY GEOGRAPHIC LOCATION

(1975-74)

Unit Elementary High School

North 2.3715 1.3684 1.3796

Central 2.1492 1.5240 15269'

South 2.2261 1.3357 1.3269

7ABLE 19

ASSESSED-VALUATION PER ADA:

OF RURAL DISTR-7, BY GEOGRAPHIC LOCATION

(1973-74)

Unit Elementary High School

North \7,446,189

23

Central
0,054

118,407South
,552

1 ,

(1)

(2)

(1)

(2)

(1)

(2)

$45;475
36,383

50,057
30,151

23,371
19,18p

(1)

(2)

(1)

(2)

(1)

(2)

$841,026
74,215

84,993

78,955

64,730

52022

(1)

(2)

(1)

(2)

(1)

(2)

(1) Unweighted Mean \

(2). Weighted Mean

4maal wonder, indeed, that rural central Illinoig)educators are not quite as

enthusiastic about the reforms of 1973 as are their metropolitan colleagues

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

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

push is the economy plus a continuing loss of pupils through population decline

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

and the tax etfuLL 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 pla'de 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 valuations
3

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

provisions of the 1973 reforms and third, the general tightening conditions

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,

one 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 rural educators and legisla

tort 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 th'd-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'

opposition from the suburbs and the central cities.

TABLE 20

INCOM'E PER ADA OF RURAL DISTRICTS
BY GEOGRAPHIC LOCATION (1973-74)

I

Unit

(1)
(2)

(1)
(2)

(1)

(2)

Elementary
........ . ..

$21,009
22,478

17,832
19,468

17,748
18,090

(1) .

(2)

(1).
(2)

(1)

(2)

,High School

/

North

Ceiltral

SOuth

,12,472
13.350

12,453
12,649

12,799
12,540

$40,683
41,920

35,617,
37,385

33,418
. 36,608

(1)
(2)

(1)

(2)

(1)

(2)

'(1) 'Unweighted Mean

(?) Weighted Mean
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Limitations of the Study, and Sugges ons for Further Research.

In addition to the weakness of the income data which has been previously

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 plat over the full four year period. This would of course not rule%
out changes in t x ceilings, guaranteed valuations, changes in the authority

1

of certain types of districts to pass tax rate increases without referenda,

at least to higher levels than now possible, etc. In lact, changes of this

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

In our judgement the eal "unknown" in the Illinois situation,is the

degree to which districts wi 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 additional local effort, and more. importantly, where will

this incremental effort take place: the poo. districts, in the richer

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

others have doted we know very little about the determinants of local district

4

tax-effort.
20

We would speculate that important tax rate changes might start

occurring in the third end 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 determinants of successful referenda.21
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While it is our sincere hope that studies of individual states such as

this will prove helpful to decision-makers in those states, the U. S. Office

of Education would also be well advised to invest borne funds in projects that

would compare the allocation patterns in one state With those in another.

For example, a careful comparative study of Illinois versus Michigan, or per-

haps Illinois, Michigan,` Kansas, and Colorado might!' well throw some light upon

the "reward for effort" phenomena that could never be. attained by going at the

task on a state by state basis. These are, of course, rather expensive re-
.

search undertakings since two states are exactly, alike in their 12 alloca-

tion
I

systems and therefore extensive consultation
1

and travel is nc .-ary to

assure that one is not comparing applcs and oranges. However, if !

of the United States is really serious about som of the statement concerning

equal educational opportunity it has made in Public Law 93-380, as we have in-
.

dicated in Chapter II, then there must be much more work of this "comparative"

nature in school finance.

School finance systems are also relatively open systems and they respond

rather quickly to changes in the general U. S.leconomy and to changes in demo-
/

graphic and population composition. We would Opeculate for example that the

response of school districts in Illinois, Michigan, Colorado, and other states

with "district power equalization" or "reward!for effort" provisions might be

quite slow indeed, if the general recession lthe last two years confirm? its

downward plunge. Without doubt, 'the passage of school district referenda, so

important in these "equal expenditure for eq -1 effort" systems is stro4gly

affected by the general economic climate. I the school finance change of

the summer of 1973 had taken place in the summer of 1963, under the quite dif-

ferent conditions of a high pupil growth and a generally favorable economic
1

climate then we might have gotten quite dif, erent allocation patterns than we

are apt to get in the mid-1970's. We may' ever be able to do much more than

speculate about theselarger fiscal policy,mattera since the amount of funds

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

the long range efforts that are needed to answer questions of this type.

Much more work is needed_on measurable criteria for school finance re-

form. We have had some reasonably goo). results with the Gini Index as a speci-

fication of "fiscal neutrality" but this instrument is certainly not without

liMNIM/1111111111111111111111111111
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limitations. If, for example, the application in other states shows that the

curve does go above the line, that is, ifsome 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 federal-funds are included

in the analysis, which they were not in the study reported here. More impor-

tantly, while we can perhaps use this approach to obsewe whether or not an

individual state is moving either toward, or away from, the goal of fiscal

neutrality, we cannot tell for sure why this was the cas', In a situation

like Illinois -where a major change in the state allocati,n system has just been

made we could assume- that the short run changes are due to that new a )cation

system. However, .readings on the Gini Index would also affected b. Tdource

shifts due to consolidations or reorganizations or simplj to changes ] Indus-
.

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

changes in tax effort patterns, at least over longer periods of time. Perhaps

most importantly-, we have-as yet no way to evaluate state-school finance sys-

tems in a truly multivariate perspective. Our approach at present is to take

each-cniterion, one at a_time,.and measure the state system against that single

criterion. In the "real world," decisions must be matk: .simultaneously taking

into consideration all relevant criteria at one moment in-time. Ide are' a long:

way froM being able to-simulate that situation and there is Considerable work

yet to -be done in these vineyards.

Summary Evaluative Statement

The wheels of legislative progress Will not wait for researchers to

complete all of the above tasks, even assuming the unliikely presence of enough

personnel and funds to do the job. Therefore we shall attempt to- summarize-

what we have discovered about the reforms of 1973 to date, bearing firmly in

mind the. qualifications we have insisted upon above. Om the basis of one year's

data it does. appear to us that the state has generally moved toward the several

fiscal policy goals outlined in Chapter II.' Movement era c made toward the goal

of fiscal neutrality, variation in revenues per pupil amd tax rates were re-

duced, reward -for effort was increased, and movement was 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 students in Its urban areas. "These'vs-re, again, short run

pn,
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'results of the reform of 1973. Some of these gains may be reversed in the

remaining three years of the phase -in period. Only time and further research

can reveal whether this qualification was necessary or not. On the debit side,

there are admittedly serious problems now in the rural areas of the state and

these will have to be addressed by the General Assembly. The relationship

between income and tax effort continues to disturb us and supports the fears

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

Yantage of the reward for effort ,provisions than the poor dislx: ts, "once

they learn the rules of the game.';. If they do this would not r us in the

direction of greater equality of educational opportunity. How, there is

430
not, at least to our knowledge, enough evidence accumulated to _w whether

this fear is justified or not.

To the limits of our resources and capacities the school finance research

-group at Illinois State University is committed to-continuing the search for

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

the company of all those who share our several concerns.

/

`'N

ic),1
_L.

11.



79

Notes and References

1. See Sectiog 14-B of the Illinois School Code.

2. -Schools, People, and Money: The Need for Educational Reform, The Presi-
dent's Commission on Sbhool Finance, 1972,,Washington,D. C.; The suggestion

is reputed to have been made first by Professor. Tom Jones, currently of

the University of Connecticut. - (

3. See for example, the works of Arvid J. Burke, especially: Financing Pub-

lic Schools in the United States, 1957, Harper and Bros., ancl "Local,

State and Federal Financing of Lobally Operated Elementary al 'lecondary

Schools" in Gauerke, W. E. aaid Childress, J. R. (Eds.), The ry and

Practice of School Finance, 1967, Rand McNally.

4. See for example: James, H. Thomas, "Alternative Wa:s of Meas lg Tax-

payer Ability and Some Policy Imp)ications for School Finance ,taper

presented to the annual meeting kdf the American Educational RA_ arch As-

sociation, 1963; Peterson, Leroy J2 and Possmiller, Richard, Ek:enomic

Impact of State Support Models on, Educational Finance, 1963, Univertity

of Wisconsin, Madison; Davis, Donald L., "Taxpaying Ability: A Study

of the Relationship Between Wealth and Income-in California Counties,"

unpublished doctoral dissertation, Stanford-University, 1963; Rossmiller,

Tdchard-A., Hale, James A., and Frohreic Lloyd E., Fiscal. Capacity and

Educational Finarice,.1970, UniVersity of Wisconsin.

5. Hickrod, G. Alan and Sabulao, Cesar M., Increasing Social and Economic

Irlecualities Among Suburban Schools, 1969, Interstate Printers and Pub=

lishers; Danville, Illinois.

6. See Berke, Carnevale, Morgan and White, "The Texas School Finance Case:

A Wrong in Search _of a Rembzy"-Journal.of Law and- Educa4-ion, Vol. I,

1972; Churgin, Ehrenburg, arid GroSsi, "A Statistical Analysis of the

School Finances 1?ecisiens: On Winning "attles and Losing Wars " Yale Law

Journall,..-1 /2.

7. Many argue that there is now a stronger motive for nderassessment than

before the reform. Underassessment now auses tax rate to go up,

whichris rewarded.by the state, as well s the traditionall-increaSe in

funds to poorer districts,

8. In addition to the usual arguments about the cost of gathering these data

the more important problems seem to be the lack of knowledge on the part

of the taxpayer as tp which school districts they reside in, the difficul-

ties with including corporate income, and the lag in time in processing

the data. The authors suspect that a determined group of rural legislators

could, however, overcome such opposition, if the need for the data was

great enough. See Peterson, Jon, "Attempt to Obtain Income Data for School

Financ Purposes," interoffice memo, December 12, 1974, Office of the

Superintendent of Public Instruction, Springfield, Illinois.

.6._;4



80

9. Stollar, Dewey P-Aad Boardman, Gerald, Personal Income School Districts

in the United'States, 1971, Institute for Educational Finance, 1212 S. W.

5t1 Ave., Gainesville, Fla. 32601.

10. See,for example, Hickrod and Sabulao, OD. cit.; also, Hickrod, G. Alan
and Hou, Daniel, Jaw-Nan, "Social and Economic Inequalities Among Subur-
ban School Districts: Observations from a Two-Decade Study," paper pre-
sented to the 1874 annual meeting of the American Educational Research

Association.

11. Pohlmann, Vernon C., "Evaluation of 197C ensus School District Tapes,"

Review-of Putlic Data Use, July, 1974:

12. Hickrod, G. Alan and Chaudhari, Ramesh, "A Longitudinal Study of Fiscal
Equalization in Illinois," paper presented to the annual r..:eting of ti
American Educational-Research Associati,m, 1973; see alsc, 'ckrod, G. !an,

"Alternative Fiscal. Solutions to Equity Problems in School finance," 1.
Procee4ngs of the 16th National Conference on School Finance, 1973, Ini-
tute for Educational Finance, 1212 3. W. 5th Ave., Gainesville, Fla. 32601

13. Riew, 'state Aids for Public Schools and Metropolitan Finance,"
National Tax Journal, August, 1970; Callahan, John J., Wilken, William H,,

and Sillerman, Tracey M., "Urban Schools and School Finance Reform: Prom-

ise and Reality," 1973, National Urban Coalition, Washington, D. C.; Berke,
Joel S., Campbell, Alan \K., and Goettel, Robert J., Financing Equal Educa-

,,t

I

ional Opportunity, 1972,.McCutchan Publishing Corporation, Berkeley,
Berke, Joel S.. AnsWers to Inequity, 1974, McCutchan Publishing

Corporation, Berkeley, California.

14. The income and-property assessed valuation are combined by the following

formula: Combined Wealth 1= (AV/(AV .1- IN)) x AV + (IN/(AV ± IN)) x IN

Note that this isnot the only method to combine both income and property

assessed valuation.

15. it is to be stressed that 1: is is the average linear relationship between
the two variables, that 1.s, the slope of the regression line,. and -annot

be applied to a particular district. The three different kinds of Is-

tricts-coMplicate this situation as weld:

16. For an interesting arguri/ent that regression slopes .z.:e of greater impor-

tance I..).:;cy analyst than are correlation coeff;Aents see "A Policy

Analyst's Guide to Regr ssion Analysis," James N. lox, interoffice memo-
randum, Assistant Secreltary for'Policy Analysis, De ,rtment of Health,

Education and WelTare,IDecember, 1973.

L7. See for example the citations in footnote #13. Incased aid to urban
areas in Iilinoit was also specifically re-ooriMiended-by -two "blue Fibbon"-

School study committees in See A New Deson: Financing for

Effective Education in Illinois, 1972, Bureau of the Budget, Executive
Office of the Governor, Springfield, Illinois; see also: ,Final Report
of the Superintendent's Advisory Committee on School Finanoe, 19-73, Office

of the Superintendent of Public Instrnction,3prang.ield, lilincIs (avail- /

able as Document ED' G78 550 in the ERIC system).:



81

18. See Levin, Betsy, Muller, Thomas', ScaniGa, William J., and-Cohen,JMichael

A., Public School FinanceT Present Disoarities and Fiscal Alternatives,-

1992, The Urban Institute, Washington, D. C.; also Rossmiller, Hale, and

Frohreich, op. cit.

19. Palish, Leonard D. and Cox, Ralph, "Lets Equalize the Resource Fqualizerf"-

.Illinois School Board Journal, January,1974; Hubbard, Ben'C., "The Re-

source Equalizeris Doing Its Job," Illinois Sdhool Board Journal, June,

3974; for an interesting but unsuccessful attempt to place an income fac-

tor into the Illinois formula see Choate, Clyde, "Amendment to Senake

Bill 1397," June, 1974; see also the extensive memoranda of the Illif*,is

School Problems Commission on this subject. .

r
-,

20. Grubb, W. Noiton, "Wealth, Income, and Price Effects 1..1. Local School-
. .3.-

.IN

Finance," paper presented to the ahnuq, m.peting of the Americe:n Educa------,
.

:---tional Research Association, 1974: .

21. One of the authors of this report, Thomas Wt C. Yang, has made some pre-

liminary inquiries in this'area.

4

C'

1.

.0"

.s o'

7



.. v: .



4.1 'APPENDIX A

/ 4
COMPUTATION OF GINI COEFFICIENT

The districts,are sorted,in ascending order of wealth.per pupil.

The cumulative proportions of"pupils in the distribts are represented

by the horizontal axis and the cumulative proportions of total operating

expenditures accounted for by these districts are represented by the

Yn

H0
y;

E-1

8 M
; -1 t.

:.o x z xl

ADA
(wealth--0-)

Xn

1.0

0.0

-B

ADA
it) (wealth-0-)

1.0

. vertical axis. The curve, thus plotted would be ,i'straight,line if the

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

sagging curve represents lesser expenditure in poorer districts. The

measure of this inequality as defined by Gini Coefficient G isAiven

by. the formula!

or after further simplication

Area A

G =
Area *(A+B)

G =

0.5 -,Area B

0.5
= 1 - 2Area B (1)

Area B is .the area under the curve and if n is the number of districts, and

84
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Then
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k.1 = cumulative proportion of ADA for the ith district

yi= cumulative proportion of $ for the ith district

n. (x1 .-x. ) 4-1r )

1-1 i-1 i
Area B = E

i = 1

or 2 Area B.= E (x.1 y.
1-1 1

-x.
-1

Y. +x.1
1

y.-x.
y,)1-1 1-1 4.

i = 1

4X.y -x y +x y -x y1,0 00 11 01
+x2171-x1y1 +x2y2-xly2

x
+xnYn-l-xh-l-n-r n'yn

-x
h-1

y
n

)

= (x2yi-x1y2)+(x3y2-x2y3I+...

+6 y -x y )+x.y
n n-1 n-1 n n n

n

= t

2

(x1 .y, -x. y.)+1
i

1-1 1-1 1
=

n

= 1 E ix. y.-.y,111-1 1 1
i = 2

substituting the value of area B in eq 1

n

G =° (x y.x..
-1i-1 1 1 1

i 2=

Cri
1/4-1

( 3)



APPENDIX B

EFFECTS OF DROPPING DISTRICTS IN THE INCOME ANALYSIS

Table 1 indicates the location and number-.f...pupils dropped. \Table 2

indicates Cie location and number of school districts dropped. It can be

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

districts'.

TABLE 1

NUMBER OF PUPILS IN EACH TYPE OF SCHOOL DISTRICT

1972-1973 1973-1974

North Center South North Center So4h

Elementary
Total 471,830 37,473 43,382 457,455 35,579 40,090

Dropout 105,046 16,790 10,807 94,692 15,626 . 8,504

.2228 .4481 .2491 .2070 .4392 .2120

Nigh School
Total 225,723 16,101 21,045 . 226,619 ' 15,880 20,210

Dropout 23,075 4,018 '13,974 20,395 0. 3,783 3,231

-% .1022 .2495 .1888 _0899 .2382 .1598

Unit
Total 796,759 290,344 198,950 789,120 286,884 ,198,350

Dropout 49,675 29i552 27,592 . 58,272 30,361 30,481

% .0623 .10178 , .1387 .073E' .1058 .1537

Ljr
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TABLE 2

NUMBER OF SCHOOL DISTRICTS

1972-1973 1973-74

North Center South North Center South

Elementai.y

Total,
Dropout

%

High School

307
91

.2964

80
.41

.5125

114

53
.4649

301
88

.2924

75
36

.4800

100

39-

Total 82 31 30 79 29 27

Dropout 20 15 10_ 17 13 8

% .2439 .4838 .3333 ,2152 .4483
.

.2963

Unit
Total 124 196 . 116 126 197 -119

Dropout 18 33 25 20 34 28

% .1452 .1683 .2155 .1587 .1726 2353

1+6



ADJUSTING FOR DIFFERENCES AMONG SCHOOL
DISTRICTS IN THE COSTS.OF EDUCATIONAL INPUTS!

A FEASIBILITY' REPORT*

INTRODUCTION

.Anyone concerned with equalization of educational opportunity necesSe Ily

focuses initially on the very wide differences in the amounts spent by school

districts on the elementary and secondary education of their pupils. Among

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

1972-73 ranged from $1,608 in the Affluent Detroit suburb of Oak Park to $497

in the South Boardman district of northern rural Kalkaska County,1 while the

unweighted.mean for all 530 districts was $865.2 Disregarding the extremes,

we still find considerable varian ?e. Thus the Mount Pleasant district, which

ranked at the bottom.of the top decile in terms of current operating expendi-

tures per pupil, spent $1,049, and the district just o.a decile from the

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

But how much do these expenditure figures tell us? Despite the

difference of more than $300 per pupil 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 Pleasant than .in Quincy, and the latter experience a substantially

*Constructive ctitical comment is generally a scarce commodity. But,

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 Michigari, as well as several other Individuals. Particularly
useful were the insights and suggestions offered by Alan L. Gustman, Saul H.

, Hymens, 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 anonymous 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 Financial Data, 1972-73, Bulletin 1012 (Lansing, n.d.),

pp. 19 and 27.

2De.Died from ibid. The standard derivation was $144. Unless otherwise

indicated, data for Michig n school districts may be assumed to be drawn from

Bulletin,1012.

Harvey E. Brazer, assisted by Ant/P. Anderson, University of Michigan,
4

Ann Arbor, Michigan.
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lower dropout rate.
3 Thus in terms of performance measures such as these

the two school districts look more alike than their rankings with respect

to expenditures would suggest. "The do most striking differences are to be

found in the average teachers' se.ary of $13,007 for Mount Pleasant and

$9,806 for Quincy, and the pupil-teacher ratios of 22 and 26, respectively.4

In combination they account for more than two-thirds of the difference

between the two districts in per pupil current operating expenditures.

Enough has been said; perhaps, to illustrate the'fact that observed

differences among school districts in levels of expenditure per pupil may

or may not be associated with similar differences in such measures of-out-

put as achievement test scores or dropout rates. But clearly they do arise-

as a consequence of differences in prices-paid for major inputs such as

teachers (salaries) and/or differences in the quantities of inputs used

(pupil- teacher ratio). If prices for inputs of various qualities were the

same everywhere and if educational "needs", however defined, were everywhere

equal, then the obvious route to equalization of educational inputs per

child_would be through the assurance of equal availability of dollars per

child.
5

Under these circumstances, with prices and dollars of revenue equal

6 4

everywhere, quantities of inputs would also be equal. :But to the extent

3Michigan Department of Education, tesults,

_Report of the 1971-72 Michigan Educational Assessment Program (Lansing:

Michigan Department of Education, 1972), pp. 25 and-93.

4Average teachers' salaries are from BulletinA012 and pupil-teacher

ratios (reported as "State Aid members per teanhing-poSition") are from'

Michigan Department of Education, 1972-73 Summary of Expenditure Data for

Michigan Public School, Bulletin 1013 (n.p., n.d.).

5,"Equal availability of dollars" and equal inputs are not the same

thing, even with prices and "needs" 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.

eh,

6
Under the simplifying assumptions that input mixes, managerial

efficiency, and curricular programs do not vary among districts, _and that

there are no economies- of scale.

Ni.
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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 educational-inputs 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 among districts.

The suggestion that cost differences be taken into account in forMulas

used to distribute state aid to schools or in full state finance syitems has

been offered frequently and sometimes implemented. In New York State, for

example, for-purposes

cent more heavily that

proVided for "density'

of state aid high school pupils are weighted 25 per

elementary pupils, And further adjustments are

in the case of urban districts, and "sparsity", at

the other end of the spectrum, for rural sthooIa.,r ,Adjustments such as
1

these are aimed rather vaguely at educationaicOsts as a whole, rather than

at prices -of inputs as variable cost elements.,

A recent Urban Institute study suggests "that a funding approach be

based on a cost of- education index rather than on equal dollars -per pupil.

The authors are not very explicit about the details of the.suggestion, but

it is clear, that they would Make

living," otherwise providing for

and uniform pupil-teacher ratios

allowances for differences in "cost-of-
/

uniform` salary scales throughout the state-
/

. Because of the belief that teacher

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

would "reflect the actual teacher education-experience characteristics of a

school district."
8

As a practical matter this approach would seem to depart

7
Betsy Levin, Thothas Muller' and Corazon Sandoval, Theligh Cost of

Education in Cities (WaShington,1 D.C.: The Urban Institute, 1973); p. 71.

8
Ibid., p. 72.
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only modestly from an equal dollar scheme, with the principal difference

entering in the form of the "cost-of-living" adjustment.

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

market-basket amalgam somehow allowed!to vary among areas of the state,

measuring it for areas as small and diverse as typical school districts

implies a prohibitively costly task.9 Perhaps even more important, however,

is the implicit assumption that were1it not for regional ,differences in

consumer prices teachers would be indifferent as to location in the absenCe

of-salary differences. This assumption simply willot stand before the
I

fact of differences in salaries pgid within states to teachers of like
i

education and experience. that amountto as much as a third or more.
10

At

best licostl-of-living" can be seen as_ only one of several ariumentdwe should

-expect to find entering the supplyffunction for'teachers as seen-by individual

school_districts.
11

Similar recognition of the fiesirability of adjusting dollars diStr,r.*uted

to school districts for differences in prices or costs la-found in the Final

Report of the President's Commision on School Finance.12 The Commission

.

recommended full state financing coupled with equal per pupil dollar

1

-distributions, modified by application of proposed indexes of "cost-q-

9
. For a critique of the prOvision,for adjusting state aid in Florida

for differences among schOol districts. (counties) in "the cost-of-living",

see James N. Fox, "Cost of Living Adjustments in School Finance Reform:

Righteous Intent Wrong Techniq
I II
e (U.S. Office of Education, processed 1974).

10In Michigan, for examp e, in a probability sample of 177 districts,

the range in minimum salariesipaid to teachers with M.A. degrees in 1972-71

was $7,700 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 greater than the lower

ones by 34 and 58 per cent, respectively.

11Since no data are available for consumer prices, let alone cost of-

living, it will not be possible to attempt to measure the importance 'F

this factor.
12Schools, People and Money: The Need for Educational Reform

lisshington, D. C.: U.S. Government Printing Office, 1972).
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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 develc:Iment of a cost -of- education index to clarify these

N
differences among districts,".noting that "Cost of `education personnel,

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

all other public and private activities.
H14

Thc Commission offers no further

guidance for the construction of the index. It implies, however, that

construction should be relatively simple, for it finds it "surprising" that

such an index does not already exist, and holds that building an educational

need index "is a considerably more complex process."15

In his Tlan for full state financing of elementary and secondary educa-

tionin Michigan, Governor William G. Milliken called for varying per pupil

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

Oakland County in the Detroit SMSA to a low of $8,832 in rural Lake County.
16

Implicit in cnis approach is the assumption that teachers' salaries in the

State in 1971-72 were in equilibrium, reflecting' appropriately market forces

of demand and supply for teachers, and that the existing relationships should

be maintained, except for changes over time in education, experience, "cost-

of-living", and salaries paid inother public and private employment in the

regi-,.
17

13Ibid., pp. 35-7.

14Ibid., p, 35.

15Ibid.
4

16School 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

more contiguous counties.
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Governor Milliken's proposal seems especially attractive to the

teachers in low-paying districts of each region or county. It ignores

entirely differences in such factors as the socio- economic status of the

1

children in school;' amenities offered by the district or region, and so

forth. Thee fact is that in.1972-3 average teacher salaries in Oakland.

County-ranged from $16,068 iri Oak Park to $9,801 in Brandon, and of 28 1(442

districts in the county 3 paid an average of less than $11,000, while 4

paid more than $14,000. Undoubtedly education and' experience accounted for

some part of the indicated variance, but so did other factors that may be

deserving of at least as much claim to recognition.

One might cite a number of other illustrations of calls for the

development of a workable means of achieving equality in educational inputs

or4resources 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 .1

not possible to cite either examples of appropriate price or cost indexes

or of reasoned blueprints for their construction. It is, therefore, to the-

problems relating to the development nf guidelines for making the desired

adjustments and a limited "pilot" effort to develop illustrative-actual

adjustment indexes that we npw turn.

fl

QUALITY; QUANTITY, COSTS AND PRICES

Differences in current operating expenditur0 pepupil-,
.18

are a

.\\

function of many factors. They include differences in-mnagerial efficiency,

8-
Defined in Michigan to include the costs.of instruction and administra-

tion, attendance, health; and transportation services, operation and maintenance

of plant, and "fixed- charges". The latter category includes principally such

, things as employee fringe benefits. Excluded are capital outlay, debt ervices,

. .1

ane community and. student services.. Bulletin' 1012, p. 3.
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I
. .in 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 is not to ensure that the use

of that'index will permit revenues realized by each school district to

finance whatever level of expenditurei it or other districts may choose.

It is, rather, to develop a means &f compensating for differences among

tricts'in the prices paid or the costs of acquiring inputs, of like

quality. Thus, if our objectives were fully attained all districts in a'

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

level-of managerial efficiency-as every ot)-Jr district. That is to say,

. essentially, that each district in the state would be enabled to acquire the

same quantity of constant quality. inputs per pupil: This is not to suggeit

that each istrict should employ the same quantity-of inputs- -per pupil.

Obviously, perceived.needs, however defined,

these should give rise to differences in the

will vary among districts and

quantity,..quiliey:andmix of

school inputs emplayed. ,The problem of how to adjUA revenues for_ differences

0
in needs, except insofar as needs are reflected in factors governing the prices

/ . .

paid foreducational inputs,-is outside the scope of this paper.

Of the various school inputs teachers comprise, By any, criterion, the

most important tegory. 1p Michigan teachers salaries account for approxr.-.
.

. .
0 1/

mitely 55 per cent of c r7t operating expenditures. And if we carr-obtain
.

.
. i'

'measures of other relevant influencesuences on the level of teachers' salaries,

we,should be able to develop an a djustment index for this crucially important

input price.

o
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If adequate data were available quite the same might be said for the

salaries of other personnel, professional-and.non-piofessional, But for

purposes of this initial, preliminary study, it was not possible to compile

the needed data. With respect to non-personnel prices, Michigan law pro.!

hibits the charging of prices that vary among school districts and, for the

most part, differences in expenditures per pupil for books, supplies, and so

forth, may.be expected to reflect differences,in quantities purChased or

quality or level of program rather than variance in prices. Thus differences

in non- instructional expenditures reflect factors such as tastes or prefla-

,ences, climatic or geographic circumstances, behavior of the pupils as seen

in levels of vandalism, and -so Ibith. Clearly full analysis of this wide

array of_spurces of variance in expenditures for things other thanteachers'

-salaries is a-large task -that could not-be encompassed-within the framework

of this study. Nevertheless, it seemed unsatisfactory simply to ignore

.entirely some 45 pet cent of current operating expenditures-. We shall,

therefore, examine -that part of expenditures that makes up the difference.

between current operating expenditures and "total instruction expenditure, "19

or non - instructional current-operating expenditures-. In- Michigan in 1972-73

they accounted for an average of 27 per cent of current operating expendi-

tures -. Adding teachers! salaries to this category accounts for all but 13

per _cent -of current operating expenditures, a residual that may-be-described-

as-"instructional expenditure other than teachers' salaries." ;
-

19This category includes substantially more than teachers' salaries.
It is defined as "The cost of activities dealing with or aiding in the
.teaching of students or improving the quality of teaching:" Bulletin 1012,

p. 3.



TEACHERS' SALARIES
t

A Review ofRelated Studies

The unionization of public school teachers, contract negotiation, and

frequent strikes have stimulated substantial interest during the past four

or five years in quantitative analysis of teachers' salaries: Th. immediate

...-

objective oevirtually all,of the resulting literature has been to measure

the influenCe of union organization -on salary levels. For our purposes,

. howeVer, it remains-of interest for the insights it may provide on determi-

nants,".ia_general, of teachers' salaries. Thus. we shall review;b;efly,_

.

-some of the-highlights of ;this literature.

There_ate-eight papers thAt seem relevant in-this context, -all of .

which employ the standard-?..tethniques of ordihary or twodtageleast Squares

regression-analysis." Tile Kasper study is the-least.interestihg-for our

purposes. It-analyzes variance -among the-50 States-and-the-District Of

tolumbia,in average-teachers' salaries and thus tells us nothing about inter-

distriCE influences on salaries. It finds that average teachere.salaties

20
.

Listed-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.t 1970; Robert J.,

Thornton, uTheEffects:of Collective Negotiations on Teachers' Salaries," -

Quarterly Review_of Economics andBusiness, Vol: 11, No. 4, *tier, 1971;
John H. Landon and Robert N. Baird, "Monopsony in the Market for Public School

Teachers," American Economic Review, Vol. LXI, No. 5, Dec., 1971; Robert N.,

Baird and John H. Landon, "The Effects of Collective Bargaining on Public'

School Teachers' Salaries: Comment," IndUstrial and Labor Relations Review,

lhol.. 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 DetermUnation in Public Schobla and the Effects ol .

Unionization," Paper presented at the Conference on Labor in Non-Profit

Industry and Government': Hay 7-8, 1973, Industrial Relations Section, Princeton-

University, Princeton, New Jersey; and M. O. Clement and Alan L. Gustman,

"Educational EqUality and Teachers' Salary Differentials," March, 1974, mimeo.
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tend to be positively associated with the level of personal income in the

stag, the degree of urbanization of the population, and total current

'

educational expenditures per pupil, and negatively related to the_proportion

of school revenues-derived from local"sources:

All of the other studies employ individual School districta as-their

units of observation. Baird and Landon, Thornton, and Clement and- Gustman

deal with school, districts located in or comprising large cities scattered

across the United States. On the other hand, Hall and Carroll (Conk County,

Illinois), Lipsey and. Drotning (New York State), and Frey (New Jersey)

focus on districts within one state. Hence they avoid 'inter -state differ-

ences in-legal, ,institutional, traditional-and other influenees peatliar to

individual-states, and-also-include a wide

communities, rather than central Cities of

variety of sizes and, kinds of

SMSes-only.

In -both=of their articles Baird -and Landon_present results of

regresaion=analysis-suggesting: that teachers' salaries
21

reapond_positively.

to the leVel of per capita incorie in the community,-the log of the -- number .

r.

of- school -districts in _the -SMSA -or the-county, -and, in some equations, the

proportion of district re-venues-from local sources.

Tharnton,_using_data_fer_school-districts-in-83-large-cities,

-that about half of = the variance in teachers' salaries
22

is- "explained " -by

a measure of.union negotiating strength, the average wage ratein the city

.0r-surrounding county, and- -the population size of the city containing the

school district.. The relationship is positive in each case.

21B
eginning B.A. salary.,

22Four dependent variables are analyzed: beginning and maximum 1.A.

and M.A. salaries,
wee
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In a rather moreelahori'te analysis-of essentially the same sample of

school districts as was used by Thornton, element and-Gustman estimate the

influence of some two dozen independent variables -on average teachers'

salaries. Their findings indicate a positive statistically significant

,

relationship for a measure of opportunity-cost of teaching to male and female

teachers, proportion of teachers with an- advanced degree, -proportion of the

district's population that is nonwhite, population size of the city-

containing the district, per capita value of taxable real prOperty; propor-

tion of school revenue from state sources, and-whether or not the district
.4

is fiscally -dependent. A- negative relationship, on the Other hand, was

:found for enrollmentaize, proportion of teachers who-are-female, location

-of-the district in the northeast or southern regions of the country;arid-

the-rproportion-of the-SMSA,population that liVes'in:-the -central city.

-Somewhat Surprisingly, perhaps, such variables-as educational level of, the

Adult population, median family income, and the-proportion- ofTublicachOol

students attendinghigh =school did-not meet any reasonable- test -of statistical'
_

significance.- In fact,-quite contrary to-expectations, the -sign for -both'

the- income And education-coefficients-was negative.

Hall and Carroll direct their analysis to a sample of 118 elementary

school distiicts in Cook County, Illinois: Their dependent variable is '

average teachers' salaries in the district. Median family income, percentage

of the- labortforce-engaged in=white collaroccupations, leVel of attendance

in the district, proportion of'teachers who are male, -whether- ormotthere

is-a collective bargaining agreement, and-pupil-teacher ratio are'all found

to be- positively -- associated with average teachers' salaries, labile-the

association with the ratio of state aid to total expenditures is negative.,

100
Cep
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The study by Lipsky and Drotning is more closely akin to our own than

any of the others reviewed thus fir. The units of observation 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 -- experience: beginning B.A.; LA. plus 30-hours of credit and 7 years

of experience; and B.A. plus 60 _hours of credit 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 aqua=

tions are pupil-teadfier reap: enrollment, percentage of teachersvith
/ a

advanced degrees, proPottiofi,of teachers with less than tour years of service,

taxable/value -of property-per pupil., debt Service per pupil, the ratio of

. ..

instructioncosts to taxable value and whether or not .the district is, ) , ..

located in one or-the three downsfate'Coiinties, NassAs, Suffolk, oi Wesethester.

11 , ,

% "*... .... o

=.

. r ,f,
Negative signs appear in the estimatitt equations only for the pupil-teacher

ratio variable and even itsjregression coefficient, is strongly positive in ,
. ',,..._ .

. ,-. . .

the case of the mean salary form of%tilcdependentvariable, - .

. ...'s-1 4,

9

Finally, in our brig review, -we- -have Frey' sAudY of 29Vscfiool
,

. . -3

.

districts in New jersey'._ Frey regresses the starting-sarify for-beginning
... a I, 0

4

B-.A. teachers on enrolltent,_ median-family income,,- taxable value of property
....

.-.

per pupil, a measure of opportunity-cost -(wages_ aid,te-industrialmurses
, __- .

..
, I., ..

in-private-employment), and whetheror not there is a collective-bargaining_

agreement. All of these variables turn _outto-be.positiVely related-to

.

beginning teachers' salaries, and they succeed, jointly, in "explaining"

abou t 60 per cent of -their variance- J roughly the same proportion as in
,

t he
P

_-
case of the one clearly,comparable study, that ,by Lipsky and Drotning.

f
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e' Taken together, these studies% all bu one of which was concerned

primarily with measuring the impact of unioniz tion on teachers' salaries,.

tend-to support one's a_prioii views odthe influence of such variables as

f
\.

size of the-sdhool district, median family or per capita income,

the tax babe, and education-experience-of thepteadhera. ese and other

size of

Variables account for between one-halfand three-quarters of ariance in

salary levels, the latter seen in terms either of means;or at sp ified

points-on salary scales. They seem sufficiently promising to justify the

view that-it may be possible to employ a-- similar approach in the effort to

devise a practical means of developing adjustment indexes-designed to

facilitate equalization of-educational-inpdts.among school- districts.

= General Methodology

-Our objective is- .-meaSure -the influence -on teachers' salaries -of

]factors-that may be said-tO-be operating through- the demand for tea hers on-

thaone hand, and those affecting the-Supply funotion-On the' other. If we-

can- successfully identify-these factors, -corredtly-specify the form of the

relationships involved, and obtain-estimates for the response -of salaries

to differences among districts in the values of the relevant factors, then

we shall be able tocompute desired adjustment index. That index is

be dasigned in such fashion that, -when applied to thg initial amount of

dollars available, the product of index and that initial amount will be a

sum suffiCient to-permit all-districts to acquire -the same quantity-of

inputs- -- in_this specific-instance,, teachers.

-Our approachis_one which,in effect, -neutralizes differences in

demand among districts and compensates for differences in supply conditions

L.
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facing these districts. In simplest terms, let us suppose that we may

stipulate the demand function foi teachers as one in_ which salaries paid,

'

S-
d

are some function, d, of number of teachers employed, Q, -median family

income_ in- the community, Y, and tax base per pupil, B. This may be written

as:

a d(Q, Y, B) (1)

-Similarly, the supply of teachers, or the salaries that mist be offered

in order to employ various, quantities of teachers -of given levels _of educa-

tion _and experience,- may be a function_ of such things -as location of the

-district in rural, suburban, or central city community,_ L, and-character..

istics of the pupils, perhaps as indicated' by their basic achievement test

scores, R. 'Thus we may write the. supply ftutction as:-

- 8(Q,

Assuming that the -market for -teachers is in -equilibrium

we obtain -the following reduded form equation for -S:

-S f(Y, B, L,-R)

(2)

The- parameters- of equation (3) -may-readily, be -estimated using standard

regression -techniques. Our actual regressicin model assumes linearity and

may be expressed as:

S + b1Y + b2B + b3L b4 R+u, (4)

wheret is- -the intercept or constant term,- the bi't are regression-

coefficients, and u 16 an error term.
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A

Let us suppose 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 rich diStrictsvith large tax bases, whose high

demand for teachers gives rise to high salaries, in order to facilitate

their paying those salaries. On the other hand, if a-district, irrespective

of its taxable wealth or income, pays high salaries in order to offset an

undesirable location, that differential in salaries attributable to the

location factor is one which we should wish t9 incorporate into our adjust-

index. Thus, -inigeneraL -ourapproach-invOlVes,-essentialiY, -abstrac-

z
z

4ng-frot-differences in demand-factors-and-compensating for differences

ascribable to supply factors. Once the :regression equation, such as (4),

has been estimated, this may be done by *attributing to each district the

mean value for all districts of the demand variables, and then arriving at

a constructive value for teachers' salaries for each
=
district by applying

the parameters of the estimating equation to those means and the actual

Values mf the supplyvariables-.3 The adjustment index for each dibtrict

is,

. ,
.

./-

then, the _ratio-Az:4 this Constructive-estimated value-for -a,given district,
/

i, to the mean value for all districts of teachers' salaries.- In terms of

ours estimating equation (4)., the adjustment index for district i is:
7

A

SI ;I) 17 + b ii 4,1i'L 4-b R , S.
2 3 i _ 4 i , 1

, i. -e.,_-_

!§

PS

§ zta bie+bli+b1+bii
1 2 3 4

(5)

23Theteachersl salary leVel so-estimated for a given district maybe

defined as-the level-that would-have obtained-if income .(Y)- andztax base _(B)

in the_distriat had--been equal to their averages for all districts, given

the-district's location(L)-and-pupil characteristics (R)..
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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 reflect existing diffrentials in prices or wages

without regard to why those differentials exist. This places a heavy bur-

den on the validity of the a priori reasoning specifying those factors that

may influence deMand, those influencing supply, and those that Tay enter on

both sides of the.market.
24

Despite this burden, hOwevex, the effort seems

worth pursuing, partly-- because equal dollars simply do not produce equal

inputs -- prices or costs do varyand any alternatives of which we are

aware seem highly unpromising.

It should be-entirely clear, of course, that the kind of adjustment

we are concerned with can help to insure only equality of educational

inputs and that differences in costs attributable to differences. in

identifiable educational "needs" remain unadjusted- and unaccounted for,

except to the-exfent that they are-reflected in demand-or Supply-factors.

1444 if one is concerned -with compensating both_for.disparities in input

prices.imi in needs, in order-to puisue something approaching equality of

'educational outputs-rather than-merely inputs, a second index designed to

Measure need-- differentials -must he-estimated-. ConceiVably, of course, the

task of estimating such an index May not be very different in terms of

methodolOgy from the one undertaken here, but it is outside the purview of

this study.

24Inevitably, perhaps, some normative judgments may well be involved
in the specification 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.
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The Regression Analysis

The Sample

The school districts making up our sample are the 177 districts in

Michigan which were included in the combined 1970 Census Fourth Count

(Population) School District Data and the 1970 Elementary-Secondary General

Information Survey Tapes, known as the "Combined SDDT-ELSEGIS III (SDEL3)

Data Tapes."25

Salaries, the Dependent Variable

There are several possible forms that the variable "teachers'

salaries" may take La-the tegression_analysis =required fot construction of

the adjustment index. In fact, of course, there is not, even in any given

district at any one -time, simply one "price", but many. Teachers' salaries

vary, with education, experience, and sometimes nature of responsibilities,

and there is no reason to' expect that these factors will gAve rise to the

same differences in salaries in each district. It may be argued that the

'keY" price-is the salary paid to-the-new, inexperienced teacher -with only

the_baccalaurdate degree.- If most new-teacheraarerhired_ at this salary it

provides the closest'reflection of current market forces. And yet it must

-be recognized = -that the beginning_ teachet -may be as much or more influented

by- Trospective- increments and- future _benefits as by those offered -in -the

initial year of employment. -Moreover, from the standpoint of the district

25The 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- weke-1,.-00 for districts with -enroll-

_thmIt- in 19697q0 of 4,000 -or more, ,32-for 2,500- 3,999, .13 for 300_to-2,499,

_and .03-for-under 300h In order to,- achieve comparability we dropped;- the -2-

elementary disttitts and data do not appear on_the Mithigan SDEL3 tape for
3 others, leaving a=sample-of 1 -77 R-712 districts.



And its taxpayers, the overall cost of maintaining a staff of teachers com-

patible with its educational objectives May be fax More important than any

'particular 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.26 Average teachers' salaries in the district (ATS) 27
is, there-

fore, the dependent variable in our regression

Demand Variables

The demand variables in tha reduced form equation to be. estimated

are those.which are believed to represent, directly or indirectly, ability

and willingness to pay for education and the prsferences of the community.

The-ability-to support education is representedEby th&State-equalized.

value-of taxable real-atd_personal property per ',bpi]: in-the district (SEVP)-
0

andibythe proportion -of faMilies_in the dittridt whose 1969- income as-

reported imthe 1970 Census was I15,000-or more (ICH). In= -preliminary

analysis_ mean family- -(MFY) andithe-proportion_of families_ with income, of

less-than- $4,000:(PFPOV) appeared to contribute less well to thepredictiVe

power_of Our equations, When all three variables were included in the_

_analysis-severeproblems of intercorrelattomwere-encountered.
28-

2
6Forthatample- of/177 Michigan-school districts tha-first-order

correlation coefficients-between average teachers'salaries in 1972-73
_ /

And-starting-B.A., _maximum_B.A., starting-M.A., and-maximum Mr.A.,are 45,
.68, .664 and .74, respectively. ,

27For
- defini ions and sources of data for ATS and-all other variables_

used see-Appendix A,

28
The correlation matrix for PRICH, mean family income (MFY), and

proportion of families with income of less than $4,000 (PFPOV) is as follows:,

PRICH
MFY

. PFPOV

1.00
.95

-.80
1.00
-.74

1C7
1.00
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Willingness to support education is indicated in our analysis by that

part of the tax levy for school operation's that is subject to approval by

refereridum at irregular intervals, known as'"extra-voted" millage, as

distinct from "allocated" millage. The latter is the portion of the levy,

ranging among counties from about 6 to 11 mills, that is imposed without

voter approval. For most districts extra-voted millage (MILLV) is at least

equal to allocated millage and for many it is two to three times as high,

Given the system of-state aid and the value of taxable property in the

district it is the level of extra - voted- millage that the community approves

that largely governs the amount of revenue available,'for teachers' salarf..es_

ad well as other objects of expenditure.

Other-things-equal, the_larger the proportion of the local-taX base

that- consists of residential property (RES) the higher.is the "price" to

individuals as taxpayer-voters of a dollar of tax revenue. This follows,

-of course, Irom_the assumptiop that school- districtresidents do- not -see

themselVes-as "paying" taxes levied-on industrial, commercial and othek

non - residential property. As this-price rises -we should expect support for

schools to fall and with it the level of teachers' salaries.

We also-enter as demand-variabaes three measures expected-to reflect

or- govern the-commUnity's-preferences with respect to education. The first-
/

47 of thede variables is the proportion that kindergarten-through grade 12

public school pupils represent of the total population (PPPPOP) -. It combines

a measure of the population age mix with reliance on the public, as opposed

to private and parochial, schools. Our hypothesis is that the larger the

proportion of-the population that is enrolled in the public schools the

stroager will be the support for those schools, including such eiemdnts

103
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,

support as teachers' salaries: The second of this group of variables -f.,1 the

-i:oportion of-the population of II foreign--stock' (PFOR), that is, whO.were

not born in the United States or whose parents were not born here. Tradi-
, -

tionally the immigrant's entry into the "mainstream" of American,societ9,

hie-route to social acceptar0 and material 1 /,: lt, bed been and con-
,'

//
tinues to-be through education, primarily public school education. We

/ ,

I ...

expect, therefore, that the demand for educational inputs, including
. . t

1

teachers, is, in part a pOSitive function of the relative size of the school

district's population'of immigrants and children of immigrants-. The third

characteristic belieVed to be related to _preferences for education, and

hence-to demand-for teachers, is- the stability of-the diettices_popUlation.-

It is-Measured by the proportion of the population aged -land Older in 1970'
tj

-who resided in the same-house In that year asin 1965- (MOB):. Our tyPothesis-
/

is that- long-term residentsidentify closely with'the-communityVand=its

'school eyeteme tend to -feel that they have a larger stake-in its quality,

and thus-are likely to''-be more supportive -of- local; public education-than-
/

people whp-dre-more-mobile. The-value of =this variable may-Also reflect

inversely the rate of growth_ofthe district and, directly, its-age. We

_ believe that slower growing, older districts capture acloser-senae of

licommunity"-and -show a _greater interest in collective enterprises, including-
,\-

the=-public- schools. We expect,therefore, that distririts-with-stable poptk-

lations (high -MOB)- will, other things equal,- exhibii=highVirage teachers'

'salaries.

In summary, the demand equation suggested is the fdllowing, allo ing

S to represent ATS:

Sd = d(O, SEVP, PRICH,-MILLV, RES, PFOR, MOB, PPUPOP). (6)-

1O)
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Supply Variables

We classify as su .ply variables those actqrs 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.

4

The hypothesis that as. the size of the school -distriCt increases

salaries must rise to compensate teachers for the increasing subjective

costs o working in _an environment =bounded by rising levels of -bureaucratic

red tape and frustration imposed by additional layers of supervision and

regulation finds considerable support in the literature. Nevertheless,

having deleted "Q" or quantity in order to arrive at .the reduced, form equa24
N t) 0

( -
, 4-,' 1

tion, it is clearly wrong to re-insert it for purposes 9f estimating that `k

I
equation. And there does not appear to lie any, way, to- include a measure

of district, size in the estimating equation without( confronting that obstacle' ;,"

Like everyone else, teachers are presumed to: -have preferences regard.:

ing the kinds ,of _communities id which- they wish to- live( and work., Thus we

classified school districts according to the nature of the predominant

community in which "they.are loaatedi as central...City'of a SMS4, subittb.

0
a central city, "independent" cityand. "rural". A district is =- classified -

as being,in^an independent 'city if it iocdted in or'contains a city that

29 9: _

See, for example, 'Ll,psiy and Drotning, op. cit., =Hall. and Carroll,

op. cit . , Thornton; st. cit., and Frey, og.. cit. 4/

30The
, appo,p,rrate solutiOn, to the ,probleth lid, in estimating She

struatural demand`and supply equations. rather than the reduced form equation.
=We =hope -to pursuetthis, approach an further work on the subject. We are

indebted to Geor e E. Johnson for cAil.4. g Our attention to theSe issues.

0
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is not within the boundaries of a SMSA but has a population of 4,000 or

more.
31

This classification gives us three "dummy" or dichotomous variables,

A. district is-assigned a value of 1 if located in a central city (CE), 0

otherwise; 1 if rural (RUR), 0 otherwise;and 1 if suburban (SUB), 0 other-
.

'Vise. The independent city class acts as the "control" group.

Our hypothesis is that, other things being equal,,teachers requith

extra compensation to accept and keep employment in a central-city school
fi

.district_. This hypothesis stemssin _part from-observation of the exoduS _of

non-teaching employment opportunities from the central city wh ch, coupled .a

witr the ia4e.proportion'of teachers who are second earners the family;
'

mAkes,a position in the-central-city less attractive. Central' -city- school

buildings-tend to,. be -older_and-offer less-attradtiVe teaching- vironments,

-anticipated slower _growth may offer-fewer opportunities for madVancemettu:

to supervisory and administrative jobs, and so forth.

By the same token thesubtirbs would appear to be relatively -attractive,Gt
but in genera1)not, perhaps, as appealing as modest sized independent cities.

0

The-more attractive

live, '-In_,adaition,

have stronger, more=

politan areas, thus

suburbs may be viewed as- relatively- costly- places to

both _Luburbs_in_SiMSes and-central-cities-are likely to

firmly entrencheeunions than p1acesoutside the-metro=-

again suggesting higher Salaries.32 -The reasoning

31
By Census-definition a central city must have a-population of

50,000-or mom The- classificatiOn""independent city"is limited-tó cities
that -do not qualify as-suburbs and whose-populations range-between 4,-000
and 49,999,

we.have not taken unionization of,teachers_into account in this study
because all Michigan K-12 districts are now organized and their teachers are

-working under,negotiated contracts. Moreover, outside of Wayne County, where
the AmetrfCan Federation of Teachers is strong, virtually all districts ate
organiied by,the Michigan Education AssociatiOn. Given more time and resources,
it might have been possible to derive a variable or variables reflecting such
thdngs as union militancy, aggressiveness, and other attributes which, one
easily supposes, could:be important as arguments in the supply function for

teachers. ::

P
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leading to the expectation of higher salaries in suburbs and central cities

implies, at th'e same time, lower, salaries in rural and. smaller city districts.

Teachers tend to be predominantly middle class, and, having gotten

through high school and college, presumably average or better academic

achievers. We assume that they are most comfortable teaching children who

may be similarly characterized.- Thus it is our hypothesis that_teachers'

salaries are negatively related to the socio-economic status, of the pupils

in the district (SESP) and to their achievement levels as measured by the

district's jourth grade "Basic Skills Composite Achievement" scores (SKCF)

That is, the higher the socio-economic status and actfievement scores of

the ptipils, the lower will be the salary required to- bring' forth the desired

number of teachers of a given education7experience level.
33

-
Similar -reasoning suggests that teachera view_--homrwhAe-puPils and

parents_ with less= _faVor than they do whites. Hence-Aie _expect _that -the

level =of teachers'- salaries- rites--_With_ the _prOpottiOn of the.- community' -s

population that is- non-white (-P_NW).34

Furthermore, we expect that the drop out rate for pupils in -grades

9 through 12 (DROP) ist.an additional indicator of the attractiveness of a

school district as an employer of teachers. It is our hypothesis that as

3-3Throughout this paper we avoid the attempt to define' teacher "quality",

for we have no means of measuring it. Education and experience are generally

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 sore years of teaching experience may merely reflect school 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

this."disamenity"35-.

Next we consider as arguments in our supply function two teacher

4_,

characteristics that universally tend to be associated with higher salaries.

They are proportion of teachers in the district who hold master's or other

advanced degrees (PTECII), and the mean number of years of teaching experience

(AYTE). Once inexperienced teachers with LA. -degrees- have "been,hired and-

granted. tenure, if we assume the salary scale to- be given in terms of rewards

for longevity and further degrees or degree-credits, district officials can-

not control the movement of these- teachers along that salary scale.
36

But

they -can control or at least negotiate= about the structure of the scale.

And- it is this fact that Makes us sathewbat uneaty -about counting PTECM and

AYTE as supply variables the parameters of'which are to be allowed .to enter

into= our adjustment index. Having failed to find- an acceptable means of

resolving the issue, -we= ahall present alternative estitnates_ of the adjust-
-3

ment index, ih one of which these variables are treated as supply factors,

white in the other, their mean values are assigned to all districts, thus:

enabling us to ".control fOr"- these measures of teacher quality.

Thus we count:nine variables in our supply equation. It =may be

/'
expresse as follows:. :

Ss = s(Q, CE, SUB, RUH, 'SESP, SKCF, PM?,

`DROP,_ PTECM,_ AYTE), (4
35 -

?' In _an earlier draft we included the pupil- teacher ratio as a supply

/variable. It-seems- treat--; however, =that -this ratio is likely- itself to be

/ a- 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, 22.. cit., -pp. 22 and

-7-2-.
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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, that as the value of

this variable increases so does the likelihood that we are dealing with sub-:"

urban districts. It is only in,t'MSA counties in Michigan that the number

of districts tends to exceed five or six, while it reaches a peak- of 36- in

'Wayne County (Detroit). Thus it is difficult to interpret any relationship

that =May 'be estimated. Other variables,_ such as proportion of teadhers who

are_ female and- a measure. -of -the oPportunity -cost -of teaching, i-mithe- _fOrm_

ot salaries or Waged- paid in-dompefing, occupations, are not immediately

-available. AMOng those _which- were.- considered and' then -dropped_ after ,sothe- :-

'---,--
-

- .,

analysis,.-either -because they presented problem:5-6f multidollinearitY--with--

other variables or because they proied to--be unrelated to -.toad-feral salaries

in terms of' average -or- beginning_ or MaximUm.salariea for

are litopOrtian of revenue from -local soUrC'es,'-.'thean family income; PropOt,=

,-tion of the population of- school age,,,proppition of tht population aged

and- over 'who have attended college for ai least one year,, and the percentage

of employed persona 44(116 and over who ate -employed- in managerial, yro-

. -,-

fessional and' technical .occupations.'

cit.

-as-,expected-, is -highly correlated -with 'State equalized value

of taxable propertyyer pupil. Appendix B__presents' a-ecorrelatiOn Matrix

-for -the variables considered, in our analysis.
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Regression Results

Putting together equations (6) and (7) .giVes us the reduced form

equation -to be estimated directly-1)y means. of ordianry .least squares for

average teachers' salaries '(ATS). The form of the regression equation is

assumed to :be linear.39 Its estimated - parameters are presented in Table 1,
-

along with .other relevant statistics...-.'
tie have 13 demand and supply variables that account-together for

72 per cent of the variance among school districts in average teachers'

salaries. As expected, AYTE, PTECM, DROP, CE and RUR enter as major

influences _from...the. Su-pply side. The regression coefficients for SIC'dP;

JSUB-,. and PNW'have the expected signs, but they are not statistically Sig-E-

_riificant 4P SEW, PRICIL.JPDPbP,_,PPOR,_14ply,_ and MILLV_as -demand- factors

contribute significantly to explaining variance in average teachers*'
-

salaries.. The one va-Tiable in the equation for which. the regression
s"

coefficient does not ,take owhe expected sign it the =proportion of the

tax -baSe that is- in the form,-Of residential _property (REs)'. Our hypothesis
.

." -

suggeSted a- .-negative -influence' on_-salary levels-, - Whereas -the estiMated-
- Y 41

-,coefficiept(it, positive, although. not ,Statistically significant.

The interpretation of the' fegression,Squation_ is- fairly' straightforward.

:thus:, for example, each. additional mill of extrarvoted (MILLV) adds

$31.86 to average teachers' salaries =of, the district -(ATS)r, while each
.

39The regression- equation was alsO estimated in a ,log.--linear forM-, with
no-substantial differencei-n results .,-,

'40Th at is , the probabil=ity 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 variable's, as (15RICH arid SUB. See Appendix B.

5
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Table 1. 'Regression Results, Average Teachers' Salaries (ATS) in 177
Michigan K742 School .Districts, 1972-73

Independent Variables
Regression

Coefficient.
. Mean

(Unweighted)

Demand Variables- ATS'ii $11,811

31.86*
(1.821)

.0243**
(2.157)

16.36

20,150

RES_ 3.531 49.2
(.5918)

PFOR 27.35** - 4 17.7
(2.506)

MOB 17.86** 55.9 ee"'
(1.984)

PRICH 26.99*** 26.7
(2.972)

PPUPOP 62.50*** 25.5
(2.679)

Supply Variables

A iTE 155.3***
(3.900)

PTE0101 37.24*** 29.6
(4.316)

DROP 42.98* 5.2
Ar

(1.692)
SKCF -58.22 51.1

(- 1.490)

CE i)c 14

(2.287)
FOUR - 429:3*

(-1.774)

SUB 136.4-

(.5918)
PNW- 7.729 4.6

(.8457)

Constant Term 7004
R2

.72
S.E. 818..4 a = 1476.7

''t' statistics are in parentheses
*** significant at p < .01
** significant at p -< .05-
* significant at -p < .10

N 0.177

14 G



116
O

additional dollar of state equalized value of taxable property per pupil

(SEVP), is associated with an addition of-$.024 to ATS,. In the case of

the "dummy" variables such as CE and pp, 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

Following the methodology outlined- above,
42

and using the -estimated
_

coefficients presented in:Table 1, we-have -constructed adjustment indexes

for a selected group of Michigan school districts for average teachers'
A- .

=salaries._ These indexesiare reproduced- Table 2..

The first colUmn_cf -Table- 2_ presents- the- ebserved-_average teachere-

,
salaries for each' of 35 -distritts selected-froth our sample expressed- as= A

ratio to -the mean value- of aVerage teachers'- salaries- for -all- districts in-

.

the sample. The _selected districts include the- six largest central cities,
4

two = or mere residential and industrial suburbs of each of- them, a _grouti 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

:adjustMent index._ It -Would- be the appropriate one -if our -objective_ _were to

compensate school- districts directly= and proportionately 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 teacher labor markets as opposed to differences in demand factors,

-clearly-a ratio that reflects both demand- and -supply influences_ is- not

appropriate. Nevertheless, it is useful as an indicator of the extent to

42See
pp. 13-16.



Table 2. Illustrative Salary Adjustment Indexes, Selected Michigan
School Districts

/

111

Adjustment Index for Average Teachers' Salaries (ATS)-

District
,11111

ATS
i

Variint
Ia

Variant
IIb

Variant
II -IC

Variant
IVdATS

41011,111Mi

Detroit (CE)- 1.086 1.194 1.151 1:145 1.102
Birmingham (SUB) 1.209 1.061 0.966 1.061 0.966
Dearborn (SUB)- 1.220- 1.171 Z.982 0:89T1:085`9-
Ecorse -(SUB)

:Highland _Park (SUB)

ILivonia

1.306
1.041

1.214

1.072
1.059
1.078

1.305
1:118

1.150
1.125

(SUB) 1.232 1.006 0.994 1.157 1.145
Oak*Fark .(SUB): 1.360 1.087_ 0.976 1.183 1.072
Walled Lake (SUB) 1.059 1.063 1.007 1.017 1.021
-Flint

leeeler_ (SUB):.

1.114
1.009

1.132
1.039

1.099
- 1.053

1.140 ,
1.037

1.108
1.051

Lake -Fenton -(SUB)- 0.854 0.914 0.994 0:825 0.905
Siiart-tCrtek (SUB) 0.989 0.945 0.990 0.987 1.032
-Grand-lapids- =(cE)-- 1.079 1.066 1.088 1.115 1:137
Forest :Hills -(SUB)- 0.933 0.964 0.980 0.90,5' 0.910-
1Centwood_r(SUB) 0.904 0.933 0.988- 0.-918z. 0.972'

Wyoming-(SUB)= 0.960 0.994 1.009 0.967 0.982
-Ann-__Arbor -(CE) 1.?24 1.168 1:049 1.325 1.206

Run (SUB )_ 0.908 1.032 1.03 0-.919 0.920-

Ypsil.anti (SUB) 1.082 1.127 1.65.6 1.171 1.110-

1.141 1.158 1;090 1.173- 1.106
E. ladling- _(SUB) 0.908 1:132 0.988 0.983= 0.839
Waver1.3t- -(SUB) 0.913 1.029 - 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

-(SUB)- 0.825 0.891 0.988 0.857- 0.954
Adri-an- (INDC)- 0.990 1.015- 0.991 1.045 0.975
Iron_ Mcinntain -(INDC)= 1;03-.6 1.034 0.946 t -1.032 0.944
Marquette z(INDC) 0.939 1.014 0.984, 9.984 0.954

Midland= (INDC) 1.093 1.027 0.968 1.003-

An_-Grts-Sims -(RUR) 0.721 0.873 0.942- -0.782 0.851
De-ckervi-lle (RUR) 0.845 0.964- 0.964 0.903.- 0.901
Fortat Park (RUR) 0.921 1.039 0.924 0.878 0.763
Harbor Springs- (RUR) 0.948 0.959: 0.947 .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

b

.
Based -on -- estimating equation _assuming- Ant and pc-rm are- Supply- -factors.-

Base& on- estimating equation- :assuming -AYTE and PTCTEM--are -deinand

variables._

cEasedl on-obserVed ivalue -of ATS -norrected- for differences- from _means= -of

observed-ti -alues of dethand variables.

Variant amended- =to- include- AY-TE and PCIEM as demand variables .



118

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 adjustment

indexes 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 range from 1.194 for Detroit and 1.214

for Ecorse, one of its industrial suburbs, to .873 hnd -.890 for the

rural districts Id Au Gres-Sims and Litchfield. All of the central,

cities except Grand Rapids have indexes well above 1.1, whilebthe
-

rural districts and- some suburbs -, those that are primarily residential

in funotionj outside, the Detroit SMSA, tend to-bAve low indexes.

The interpretation -ofrhe-index -values-and, their- suggested-

application are-simple_ ancLstraightforward, If school-districts in

llidhigan Are to be compensated -for differences in supply fadtorS-

_ ,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 distritt in_ support of teacherS' salaries an amount-equal to $600

Ter pupil, adjusted for cost differences attributable to differences

in supply factors, Then the actual amount for Detroit-would=be

'$716.40 ($600 x 1.194-Y, for Flint, $679.20-Grand- RaPids,'$639.60,

_Livonia, $603. -60, Au Gres -Sims, $23,80, and-so forth. Thus, rather

than-each district receiving a uniform $600-per Tupil, for the selected

V
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group of 35 districts, the amount distributed would range from $728.40

for Ecorse to $523.90 for Au Gres-Sims, a difference of $204.50.

AsSuming a pupil-teadher ratio of 24, this would amount to a difference

of $4,908 per teaching position.

Referring back to Table 1, *e find that high index values are

ascribable to high drop-out rates, lOw achievethent scores (SKCF), high

proportion of non-whites in the population, location in a central city

as oppord to a rural area or independent city, and high values for

average years'of teacher experience (AYTE),and percentage et teachers

.having degrees beyond, the baccalaureate (PTECM). Contrary to the view

cited earlier, however, it may be- argued thalt school diitricts can, and

do, exert substantial control over AYTE and PTCEM. To the extent that

. -

this is so, the Variant I adjustment index unjustifiably:(in terms of

our objectivds) rewards districts like Adrian and Ann Arbor where the

WrIE's-are, respectively', 11,1-and -9.9-years, compared to an average

for .the sample, ot 8.8, and Ann Arbor does well with respect tO PCTEM,

with a Value of 62.6-per,cent relative to the samplet

per dent.

In response to this arguthent we have constructed the Variant II

adjustment index. It differs from, Variant I in that the 'mean values

of AYTE and PTCEM- are assignoito each district rather than the obeerVdd

-

values. The effect is to "control for" these-characteriitics.6f, teachets,_

characteristics which:some would-label "quality" indicators.` The general

effect is, of course,. to narrow the range and variancd'in the adjustient

index. But the general pattern of differences tends to remain basically

unchanged. The principal "losers" are relatively high income suburban

ti
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0

districts such as Birmingham, Dearborn, and Oak Park, the independent

cities, and Ann Arbor among the central cities.

Thus far, in,the construction of our cost adjustment indexes we

-have ignored the fact that our regression equation Tails to explain some

28 per cent of variance among school districts -in the sample in average

teachers' salaries. Ourmethodology involves expressing the constructively

----estimated value of ATS for each district as a ratio to its mean value
'.

for all districts (equation (5)). This procedure may be said to sweep

under the rug the existence of substantial residuals, that is, differences

between thhobserved values of ATS and the values given by the regression

-equation of Table 1. An alternative approach that permits these residuals

to be reflected in the adjustment indexes involves adjustihg,the actual

observed values of ATS for the differences between the observed and the

mean values of the .demand variables., The effect is to obtain an index

value that reflects both the measured- influence of supply-variableS-

And the influence of variables omitted from ddr estimating equatioh4

In terms of the variables actually employed= in computing the-Variant III

indek-values-, the adjustment index fOr distr =ict i

las.
1

- b
1

.(MILLV
i

- MILLV (SEVP
i

- SEVP)- - b
1

(RES
i

- RES)
.

_

= _b
4

(PpOR
i

- TTOTD - b
5 1

(MOB. - ETTD- - b
-6

(PRICH. - PRICH)
1

b
7

(PPUPOPi ITUPOP)-

divided by ATS.

Again, Variant III, like Variant I, permits teachers' experience and

advanced degrees to-influence the adjustment index. Variant IV adds to

12



the variables in expression (8) AYTE and PCTEM and, like V-riant II, it

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

bring Variants I and III and II,ana,IV irto equality or near-equality.

As the proportion of explained Variance approaches 1, obviously, the

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

.. .-1'4

but, rather, as means of illustrating-with-some:Precision the-way in

which the methodology suggested in this paper could be-applied-in tte

./'
effort to attain equality of-educationaI inputs. Thus furtper

v-
.

experimentation with several dimensions-of the eMpitical_portions of the

paper seem-warranted. As already indicated, several additionalor

alternative variables might-be obtained and employed in the analysis;

alternative specifications of -the demand and supply equations might be

it.

developed; and it is likely that some problems encountered through the.

use of ordinary least squares to estimate a reduced4orm of -the demand

(

and supply equations could be resolved by means of two-stage leastcaguares

estimation of the structural equations.

Against the background of-the foregoing caveats, diitlaimers, and

suggestions, we turn now to brief treatment of non-instructional current

operating expenditures (NIXCP)..
4



NON-INSTRUCTIONAL EXPENDITURES

Teachers' salaries constitute a price or set of prices in a manner fo.r '

which we have no analog with respect to non-instructional current operating

expenditures (NIXCP). These expenditures averaged $278 per pupil in / ,4 '-
i

.,-------.... .

__,

. 1972 -73 for the 177 Michigan districts in our sample, with considerable'

variance,' as evidenced by a standard deviation of $54. They comprise, a

wide range,of kinds of expenditu :e, for such things as transportation,

fuel, power, repadxs to and maintenance of buildings, books, sppf;iies,',i

and so on. Since we are dealing with a -broad composite of diffSrent kind's-

.

_.....-f-r-...2_
,

of input purchases it does not appear sensib
N

le to attempt'to define explicit
; %

q

0

.
-*---'

.

%

demand and supply-functions. We can, however, attempt to identifyfactors
..... o

which
/

eppear,,on a priori grounds, to be related to variance in this

expenditure category.

:Larger sch(4o1 districts tend-to be in-urban-Iodations-where transpor-

tatiOn-cdsts are -less because fewer pupils are ttanspcirred. They may also
"414,

enjoy economies of scale and may be able to obtain lower utility rates.
a

Thus.we expect that increasing size,.as measured by the logarithm of the

,

number of teaching positions (LTEAC), is accompanied by falling levels of

NIXCP.

An increasingly costly element of non-instructional expenditures4

consists of outlays for security and repairing the damages wrought by

vandals, Such costs may be associated with the proportion of the children

. .

in the district who are culturally or educationally deprived, particularly

in the central cities of SMSA.'s. Thud our hypothesis is that NIXCP is

-s

.positively associated with location of the district in S central city (CE)
. -

:

1 -22
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and with tie propOrtion of school age

income of less than.$3,000 (PCHPOV).

a'negative association with composite basic skills achievement scores

(SKCF),I.By ,the same token, we anticipate that the more stable the

123

children in families with 1969

We expect, on the other hand,

residents of the district,, measured by' the proportion. of people aged

/.7.
5 and over who lived,in the same housd in 1970 as in 1965 (MOB), and

the larger the proportion of families without children (PFNCH), the

smaller will N,IXCP be.
3

Finally, We have the Andicators of willingness and ability to

support 4chobl expenditures, in the:Corm of MILLV and SEVP, respectively,

0

and MILLD, de6t-service millage; as ?'measure of activity in the

acquisition- of new buildings ,,and land-. We expect that all three of.

these- vp.fiables exert an- upward= influence

The estimated .regression equation is

in parentheses):

a

on NIXCP.

as follows (with 't' statistics:

NIXCP =.`302.6 - 20.99 LTEAC + 3,1.33 CE '+ 2.755- PCHPOV

rt (2.52) (2.67) (2.61)

SKCF + 8:748 PFNCH - .9792 MOB- + .0037 SEVP

(2.70) ' (1132) (3.31) (11.72)

+5.452' MAIN + 4.870 MILLD (R2 = .67-; 0'1.90)
(4.04)

Thus , in =the case Of" all variables except, PFNCH, for which the sign

of the remession: coefficient is positiire rather than negative,43 our

hypotheses find support. AS in -the case of teachers'- salaries, in seeking

ti

41.Th iS is the only regression coefficient that is not significant at

the p <0.05 level 'or better. Other variables tested ill preliminary analysis

but which/ added. nothing to explained variance are PUPT, AYTE, PTECM, SESP,

DROP: RUR, SUB, gEs, PNW, PER, PPP, PRICH, PPUPOP and. P.OP.

-*

0

07.

A

0
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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

2 in the manner` described for the index for salaries, the numerator in

this instance being the constructive estimate for the ith district,

while the denominator is the mean value of NIXCP for the sample of

, districts as a whole.

For some of the districts listed in Table 2, the following adjust-

ment indexes' for NIXCP were computed:

Detroit, 1.15

Dearborn, 0.89-
1

Oak_Park, 0-.95

Flint, 1.12

Ann Arbor, 1.1-1

Adrian, 1.01

Au Gres-Sims, 1.19
, -

Harbor Springs, 1.19

Marquette, 1.03

This index is relatively high-for central Cities such as _Detroit and-

Tlint and also-for the rural-districts of Harbor Springs and-Au_Gres-Sims.

The'values for Detroit suburbs are 'Jaw, while-smaller city district

indexes are-close to 1. The index. appears to reflect need-for inputs

such as_those used in transportation-in the-caSe of the rural districtd,,

and-penhaps=security and maintenance and repairs-of older-building

,subject to hea'y vandalisM in the larger central In any event,
-

its use cannot be ,seen in the same, light as the indeXes for teachers' salaries:

12-5
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At best, it may combine the impacts of differences in prices or costs

and differences in needs as given by the circumstances, societal, and

geographic, surrounding the 'schOol 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 per pupil so as to compensate for price

differences confronting, school districts. The estimates of adjustment

indexes herein presented =, while offered only_ as fir'st approximations, have,

to us, a "reasonable" look about them, 'to the sense that they vary in

directions and magnitudes that 'appear to be conant with obser;ed experience

and circumstances in the State.

In =the area of salaries -we are much closer, we 'believe,' to tiie

objective -we set -out to- attain than i § 'the case lafth respect to :non,salary

expenditures. -Here _the Available data are much -less -satisfactory, -and it

is not entirely clear that one can identify and distinguish among elements

of demand and supply in a manner that permits differentiating between '

eXpenditure differences due to price. variance and those due to circumstances

of geLgraphy, climate, age of structures, and so forth. Perhaps, however,

what is wanted is- really an index that is a composite price - need index.

1111
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If-school finance systems are ultimately to move toward the_goal
9

not simply of equality 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 obvinuly,remains to be done. This paper

is offered as-a vehicle for carrying one Spt of suggesifons as to-the

-direction that might be taken by larger efforts.

127
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ATS

NIXCP

Appendix A

,Definitions of Variables and Sources- of Data

Average teachers' salariei. Michigah 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.

AYTE Average years of teaching experience. Michigan_

Department _of Education, Local District Results,

'The Fourth Report of the 1971-72 Michigan-
Educational Assessment Program (-Lansing, 1972) .

Hereinafter cited- as=-Local :District Results.

-CE Tutty variable, if the -district is located- in the

central city -of a Standard -Metropolitan- Statistical
Area, -as -deffined -hy the 1970- Census -of -Population,

and- the City- of Pontiac,-0 -otherwise,

DROP Drop-out rate, grades 9-12. Iodal District Results.

INDC DiStrictt 'other than those classified -as CE, SUB,

or _RIER-

-LTEAC -Common-logarithm of It.he liuMber of teaching-positiOns

in the schOol district._ Michigan= Departmeht -of

EducatiOu 1972-71Summary- of Expenditure -Data 16,r
-Michigan Public _Schools , _ Build tih- 1013- (n.p.

Hereinafter- Cited_ at Bulletin 1011.

MILLD- Ifulfiber hf tillt_ -(dollars Ter $1,000) levied -by -the-

school district lor debt service. Bulletin- 1012.

MI -LLV . Number of extra=voted= tin's approved by electorate
of the school district for operations._ _Bulletin 1012,1,
- .

MOB -Proportion -ofpopulation in the Sthool -distriht 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- III

(SDEL 3) Data Tapes, Michigan Tape'. Hereinafter cited

as SDEL



PCHPOV
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Proportion of children aged-5-17 in families with
income of less than $3,000. SDEL3.

PFNCH Proportion of families with no children under 18.

SDEL3.

PFOR Proportion of the population not born in the United
States or whose patents were not born in the-United

States. SDEL3.

PNW Proportion-of the-population black or-Negro and-Spanish-

surname. SDEL3.

POP Tdtal pdpulation. SDEL 3.

PPP Proportion of-total K-12 enrollment in_private and

parochial schools,. SDEL3-.

PPUPOP

PRICH

K-12 enrollment in the public schools as a proportion

of the total population. SDEL3;

Proportion of families with income in 1969 of $15,000

and over. SDEL3..

PTECM Proportion of teacheis in -the school-district with

M.A. degree., Local District Results.

PUPT Number of = pupils perteaching position. Bulletin 1013.

RES

RUR

SESP

SEVP

Proportion n-of taxable value ofpropetty _real reidentl.s'i'

in- major municipality in the-school-district,,in 1968,

The value fot the county- used -where municipal or town,

ship-data not-available. A.P.-Snyder Lep_dzyk,

-1968-Value of Taxable Propetty_in-MichiganJEast Lansing:
Institute for-Community:Development and-Services,
Michigan State University, 1969)-

,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.

Sotio-ecdnomic status of pupils-as-measured-by the

Michigan Educational Assessment,-1971772. -Local .

District:Results.

State:equalized valueof property-per pupil._ This=

is the effective lodal tax base per pupil.- Bulletin

_

139
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_SKCP

SUB

Basic skills composite achievement test scores for
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 d'suburb of Detroit on the
basis of the author's arbitrary judgment).

V%
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CORRELATION -MATRIX
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STATE EDUCATION AID'AND SCHOOL TAX
EFFORTS IN LARGE CITIES

PREFACE

This report relies on standard, 'published statistical sources,

to provide data that arerctsinpasabl..e among States and cities.

There are two.costs in such an approach: first, the data are

not_the latest that y 'be available in some States or cities

but iather the4earlier data available for all States and cities;

,
and:second, :),ine of the quantitative compitrisons necessarily

abstiac from circumstances specific to a given State. 'Thus, a=

reader'in thlat State may find this report sounding at times

,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 States, not to. design a school

finance system for any one State. For the latter purpose, there

is no substitute for intensive work on the scene, armed with

the latest data that can be produced -locally. In this report,

the data are illustrativeof -the problems and, possible solutions,

.

not precise rivantitative formulations, for immediate policy.

application.

C\10
Dick Netzer, New York University, New York;. New York

135

vU r

'a

1



-136

INTRODUCTION

This report deals with one of the\flost intractable of policy

problems in school finance currently: the prospect that

generallyapplicable 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 frequent public policy

objective, alleviation of the evident fiscal difficulties

which many large cities have found themselves for aidecade

or more. This- conflict among objectives, and the various

fiScal difficulties, are by no means universal among _large

cities, but the problems are widespread and seem most common

among the old large cities in the Northeast and North Central

regions.

Therefore, the subject of the report is the circumstances of

eight large cities in these two regions -: Baltimore, Boston,

Chicago, Cleveland, Detroit, New York, Philadelphia and

St. Louis. All eight became large cities decades ago and were
O

mature in both physical- and economiccharacteristics well before

the onset of the depression of the 1930's. All are the central

cities of.much larger metropolitan areas -to the rest of which

these Cities have been losing bpth population and economic

activity." With- the exception of New York whose total-population
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'has been stable since 1950- all have had absolutelo§ses

population in the past twenty-five years declines which

-
seem to bg accelerating, rather than decelerating. MOstliamg

also been suffer0 ing absolute losses in employment recently. -

The Plan of the report is, an follows. The next-section

examines the general nature.of -the problem facing these cities,

that is, the relatiiie fiscal circumstances inwhich legislatures

considering School fidance equalization plans find'-them. This-

followed by'asectfon in which the fiscal impact of -various-

:

hypothetical school finance. alternatives is examined,* well as

the,impact on the citien.of general tax relief plans% The final

.

aection presents recoMmendations.for appropriate resolution
. ..

the'difficulties loiind to be real, not merely,apparent.,''

0 .

C.)

9
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;4,1 THE-PROBLEM

Put,Cside,for'die'moment,'ell th% many real -world complications

that must be considerecil in designing school finance legislation,

including the measurement of attendance (or enrgllment), the

weighting of pupils by grade'level or degree of handicap, inter-
.

district differ, tials in program costs, the evident need for
,

-6
'' some types of Categorical aid; and many_ more such issues. _Assume

that these problems have been resolved:and that-, the sole remaining

`issue is equaldation ceresoux 3 among districts; pure/and

simple. In this abstract'world, the; only variabii, the taxable

ce=.

captacity of a distr,tct, relative to- that of all As tricts'in its
t>

state. Compared to the ;existing siEuation, a comprehensive and

far-reaching equalization plan Ls likely to 'increase tax :burdens

in- districts with taxable resources -per pupil well above the state-

wide-average, and- vice versa. 'Simply. piit, large cities face- a
,

problem that ,.amounts to a scissors, one blade of which is the

,

-,simple- fact -that, as' conventionally measured, most large cities

ilava taxable resources per pupil that-are in face above the -state

wide _averages-.

The zonventional measure is , course, the' Value of. taxable

property _per pupil, -since the property tax remainq the overwhelming

local tax source for the- financing of schools. In fiVe'of ol eight

cities, the "full value" Of taxable property per pupil is well

above -the statewide average, one-third above, that average'in the

C



139

case of Caeveland and New York and 10-15 percent higher in Boston,

Chicago and Philadelphia, Indeed, in New Yorktand Chicago, central
. -

city per pupil property valuira-re a good deal higher than in their

generally affluent suburbs, taken as a class (the reverse is true

. for our other.six cities). Baltimore is well below the statewide
.

average in thiS respect, while Detroit and St. Loilis are close to

1
the Statewide averages. ThUs, holding other things equal, a

comprehensive 'school finance equalization plan almost surely will

,raise tax burdehs in five of our eight cities.

The Fiscal Circumstances 81 the Cities .

The other blade-of -the scissors consists of the overall fiscal

situation of these cities, notably the existing relatively high

taxes collected, from residents and businesses in the cities. Some

summary comparisons are presented in Table 1 (the sources of the

underlying data are described in Appendix A). In this table, the,

value of the variable for the central city is set at 100, with the

Statewide average and the averagalor the rest of the metropolitan

area-expressed as percentages of 'the central city value. The data

,IThese per'pupil valuation comparisons ate as of 1971-72; they are

estimates, based on U.S.. Census data, of what iwould result from

a_system of completely uniform-assessment within each-state and

reflect the estimated current marketv-lue-of taxable-property. No

state-has this-deiree-of assessment equalizatiOn in practice; thus,

none'ofthese comparisons match the data _to be found. in conventional

school finance sources. They are -abstractionsdesigned to high-

ligh the fundamental economic situation.

1.33
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are -for 1971-72, the I,atest year for which comprehensive 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 arid ftz7ealth. Personal income per capita statewide.is higher

than in seven of our eight cities, by from 3 to 20 percent (New York

is the exception, with per capita personal income 7 percent above

the New York State- average) . The. disparities would be, even larger,

in this as in all the other measures, if 'the central city had

been' removed from the statewide averages. It should be noted that'

the phenomenon of relatively low per capita income in central cities

is rather hew: twenty- years ago, average. above the

statewide 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 suburbs is supported' by data for

our cities: in all cases, pet capita 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 disparity is 25 percent or more in

'five- of the eight cases-.

In aadition, central city property values pet -capita are relatively

low in most cases. friq, estimated market value of locally-assessed
I t

taxale real property per capita (line 2 of Table 1) in Six of our

eight states is higher on a stitewide basis than in the Central
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cities, by from 3 to 20 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 'ci ty. figure in all cases,-by from 30

122- percent, -with the disparity 50 percent or more in four of

the eight cases. these property value estimates do not include

locally- assessed personal property or s tate7asaesse&,,, property , but

'
when_ those excluded classes of property are. taken into account in

the crude way permitted- by- the available data-, the relationships

do not -change, except for Cleveland, where ;Personal prpperty.

_cOmpripes -a large- fraction_ of the property- tax base, Using this

more comprehensive 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 casea, the _per -capita =market value- of residential -real

prOpetty is at least 66 percent greater in the suburban areas than_

in the _central -eities, wi_th, a disparity of 100 percent or more in-

four- of the eight oases.
2 This-of course is not -surprising; per

capita residential- _property Vanes -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 pet

ere. are no statewide comparisons in the table for this variable,

although- very crude -ones are possible- using -publiShed Census Bureau

data. However, the resulting statewide figures would-not be

'precisely comp, able -to- the- rather more refined -estimates made -for

the central cities studied here.

.....-k°13
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capita income, the relatively low central city total property

values per capita represent a reversal of a situation that pre-

veiled for many years. Historically, low central city residential

property values have been more than offset by high commercial and

industrial property value's; this clearly is no longer the case.

Local t.xes. Local, government tax collections per capita on a

ktatewide 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-citi'parts of metropolitan areas exhibit '

less diSparity, but nonetheless are below central city levels in

seven of the eight cases, by from 2 to 27 percent; the exception

4/is Chicago, where suburban tax coll ctions per capita are 4 percent

above the central, city level.

The coMbination of relatively high per capita tax collections in

the central cities with relatively low pe'r 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

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 ward "apparent" is -- used- here-because it is-not reasonable to

assume that all of `the locally-imposed taxes are economically
home-within-the jurisdiction in uhich-the taxes are collected;
she the- discussion below.
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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

outside-central-city parts of metropolitan areas are even further

below the central cities in- this -respect, with a disparity in

/

excess of 25 percent in all/Cases except New York and Chicago.

Because central cities tend to be heavier users of nonproperty

,/

taxes than are suburban local governments, there are extremely

sharp differences in/ the apparent burden of nonproperty taxes,

-but these differences are not always meaningful. EVen so, the

central cities 7apparent property tax burdens are relatively, high

in- all -catesexcept -New York and- Philadelphia-. In these twa-

instances, the central cities rely very heavily indeed on

=nonproperty taxeS while local governMents elbewhere in their

_

states,and, metropolitan areas remain heavily dependent upon

property taxes.

Residential-property takes-as a percentage of _personal income,

on the other hand, are- higher in- suburban areas than in central

cities, except in the Baltimore area. At first 'glance, this

-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, except

6T r-
-5- ..4 L)
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for Chicago, New York and Philadelphia, by from 7 to 51 percent.
4

4

However, as previously noted, residential property values per

capita-are much lower in central cities than in suburbs; moreover,

the central city property tax b-a-S6 includes relatively more

nonresidential property and the total central city tax base includes

A

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 illustration, which is

presented in Table 2 for the Cleveland SMSA. In 1971-72, residential

property taxes provided only about 19 percent of all local taxes

in_the central :city-; the corresponding figure for thaxest=of the

SMSA-was 443*Orcent. This Meant that al-though-the total apparent

tax burden =- relative to personal income =- leas-veYyiMuch higher

in the-central city- (8.4 per-pent versus 5.3 percent)_, the residential

property tax burden so meaSurul-had a reverserelationship.

WThere 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 data, on the composition of the tax
base of all jurisdictions in the state and their tax leVies
with separate caltulations for each before summing. This

method would recognize the wide variations in tax base
composition, tax rates and assessment ratios, variations that
are rarely correlated with each other. However, this- set of

calculations would be inordinately expensive, even if all the
raw data were at hand (which they are nofi).

).4
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Table 2 RESIDENTIAL PROPERTY TAX BURDENS AND RA
CLEVELAND, 1971-72

Central City Rei--O-fSMSA-

'Residential property as percent
of total property tax base 24.9 50.9

Itoperty taxes as percent of
total local taxes 77.3 85.1

Residential property taxes as-
percent of total local taxes

like/ takes as percent of personal
income:
'All local taxes

19.2

8.4

43.3

5.3

Residential property taxes 1.6 2.3

Estimated market value of residential
property per capita- $3,045 $7,204

Estimated market value of residential
property as a percent of personal
income 83 134' \

EstiMated effective rate, residential
property taxes 2.0 1.7

Source:. Derived from Census data-as-described in -APpendix A.
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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

effectiVe taX-rgtes olvsuburban-residential_property.

Returning'to Table 1, we find-that overall effective-property

tax rates statewide are well below those in the central cities,

bye from 19 to 46 percent, except fdr.Net4 York and Philadelphia.

.With the same exceptions, the outside-central-city areas have

effective. property tax rates well below those of their respective

-central cities, by from 8 to 55 percent. New York and Philadelphia

ate _exceptions because -of the very-great importance of local
-1

nonproperty taxes in-these two cities, as' previously- noted -.- 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 Philadelphia-with

-particular severity-simply because their heaVyreliaride on th er

taxes results in relatively low property tax rates in these cities,

a-relationship that surely does not suggest that these cities are

fiscally well off.

=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 thecalculated

percentage changes, or indicators of-"excessive or "sub = normal"

tax burdens:

-Central City Rest of SMSA

-- Baltimore -22 +5
Boston -28
Chicago -16 -2
Cleveland -39 -3'

,DetrOit -24 +7
New York -10 +6
Philadelphia -31. +6,

St. Louis -40- +9

(+) required percentage increase
.(-) required percentage reduction

:

This-summary suggests that an -anparent taX burden problem of the-f-

central city vis-a-vis the state at large exists in all eight cases,

but is-most severe 'in-St. -Lodis and-Cleveland and-least serious-in

-Nem-York and Chicago. In most-caseSi-outside-centralcity areas

seem under-burdened relative to etistatewide averages, lout only

by modest amounts. Such areas are under - burdened relative -to the

central cities in all cases, and heavily so =except in New York and

Chicago. In this regard, St. Louis and Cleveland again appear worst

off, with Philadelphla a close runner-u Relative to the metro-,

politan areas_and states surrounding them, St. Louis and Cleveland

could be described as fiscal paupers.

St
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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

perception is supported by the data for our eight cities.

Firs tr___as___Table__3,_shows_,_ the _percentage_of locally-raised

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 parts of their respective metropolitan areas.
5 Were

the central city data removed from the statewide averages in

the third column of Table 3, those percentages would be more

than 50 in nearly all cases, far above dhe centt'ai city levels.

Clearly-, -- the heaviest pre-sure oti-Ehe relatively low central

city tax bases -- income and wealth -- comes from non-school

expenditure requirements.

Another approach is,to examine per capita locally-financed expen-

cliture. In seven of our eight cases, total locally-financed

expenditure per capita is substantially higher in the central city

`5The ddta-in Table 3-are for 1969=70, utilized because SackS and

Callahan -had already Terformed- 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

reduted the central city _percentages relative to those of -the

states and outside-central-city areas, in a number of cases.

1. 0
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Table 3: LOCALLY-FINANCED SCHOOL EkPENDITURE'AS A PERCENTAGE
,OF.ALL LOCALLY-FINANCED GENERAL EXPENDITURE, 1969-70a

. .

Central Rest of

Area City SMSA Statewide

Baltimore 46 57 53

Bostonb 37 . 47 43

Chicag 27 53 '43

Clevel.Ar. 39, 52 44

Dettoit 27 49 48

New York
,

19 44 28

Philadelpbiab .21 57 45
St. Louis' 27 '54 4'3

aAdapted from data in Seymour Sacks-andT6ffn Callahan, "Central City
Sul urban Fiscal Disparity," Apptndix B of AdVisory Commission 'on
Intergove,-mental Relations; City Financi-i,Emergencits: The Inter -

governmental-Dimension, Commission Aeport A-42, July 1973. The
principal adaptation by tha author` has been to remove expenditure
and aid for higher education from the Sacks and Callahan "education"
classification. "Locally7financed" expenditure isrota expenditure
less Federal and State aid.

bOfficial SMSA aefinition, which differs from that used in Table 1.
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than it is statewide (there is virtually no difference' for

Detroit). 'But only in Cleveland is locally-financed school

expenditure per capita above the statewide average. It all

cases, locally-financed non - school expenditure per capita is

considerably above the statewide average in the central tilies.

. -

The central'city figure is 20-40 percent above the statewiTe

average in Baltimore, Boston and Detroit; it is 40-75 percntin\

higher in Chicago, Cleveland and New York; and,it.is double or

more the statewide average in St. Louis and Philadelph 'a.. The

central cities are also far above the outside-tentral-ety parts

of the SMSA's in this respect.

4 t.

0It is, of course, possible that everrs.if locally-financed school

expenditure is relatively small on a per capita basis,..it may (

burden a relatively poor central city. disproportionately. However,

this is not the general situation inour cities. Recall that in

.all cases totdl local tax collections as a percentage of personal
=

income in the 6entral%-ciIies are significantly.above the statewide

averages. But local school taxes relative to persOnalincome are

above the statewide average in only four cases -- Cleveland,

Baltimore, I 3ton and St. Louis -- and in the latte tw cases,.

the difference is trivial. In Cleveland, ,s noted above, locally-
p

fivanced,school expenditure per capita is higher than the statewide

average; school finance arrangements explain about one-half of the

differentially high central city tax burden. In Baltimcsre, locally-
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finadced school expenditure per capita is on a par with the state-

.wide average and the school finance arrangemensccount for about

two-fifths of the total tax burden differential.

It. is worth repeating at this point that the analysis so far

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

city -may be needed in order to cope more adequately with program

,requiremenN:. But, with the exceptions of Cleveland and Baltimore,

the overall fiscal difficulties of the central cities do not

originate inchool finance problems. Rather, ose difficulties
*

\.N....

arise from the financial requirements of non - school services.

That, of course, does not warrant exacerbation of the difficulties

via. the adoption of a school finaried equalization plan that hurts

-

large cities%whichAs the concern of this report; Nor does the

.
-

'''conclusian that school finance per se is 'not the large city fis<
e

ptobiein conflict with the -presumption underlying the "municipal

overburden a rgument, that the 1 ge-city non-school fiscal diffi-
e

culties effectively sterilize part df the taxpaying capacity that
I -

might otherwise be av'ail'able to finance schools, thus calling for

a mor,e stritable., definition ok taxable capacity for school finance

-77) purposes:
,;

0

I

.10

.7
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' Real and Apparent Tax, Burdens'

The bottom line of Table 1 shows a variable described as "locally

borne" local taxes as a percent of personal income. Those figures

represent the end-result'of an elaborate series of calculations,

based on partial data and arguable assumptions, that were made in

order to deal with a basic difficulty in conventional taX'burden

calculations, the fact that the economic consequences of "local

,,--taxation cannot be confined within the boundaries of individual

jurisdictions' mposing 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 inconsiderable extent, the burden of locally-imposed

. taxes can be 'exported" to people resident in other jurisdictions

and there is every reason to believe that the exporting possibilities

differ significantly between-central cities and-suburbs. TXporting

possibilities depend upon the relative importance of the different

local taxes utilized, the composition of the bases for the individual
..,"

types of tax and the specific economic characteristics of individual

cities and metropolitan areas.

For most ,taxes, there is some real possibility, that part or all of

the burden of the tax can be shifted backward to the factors of

production that combine to give rise to the taxable event -- labor

V- -4,
and owners of 1-4nd and capital, or forward to those who consume goods

,r

and- services whose production, distribution and/or consumption gpes

A
rise to tax. If there is shifting, there w41 also be exporting of ,

f

1'
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tax-burdens to the .extent that the owners of land, labor and capital

are not residents of the taxing jurisdiction, or if consumers of

the taxed product are not residents: And even if there is no shifting

of the burden from the taxpayer having legd1 liability for the tax,`

there will be exporting if the initial taxpayers are non-residents

(for example, owners of inner-city rental residential-property may

be unable to shift property taxes at S11,but if they live in the

suburbs, these taxes are exported froth the central city.)

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

non=xesident ownership of productive inputs and- non-resident

consumption of taxed outputs are anything but adequate. .Theref4e,

0
there is no_ way to-deal with tax exporting_in-a manner that is at

all precise. Nonetheless, some rezognition of the issue, is necessary,

If-only-because there is a _presuMption that,the heavy, central -city=

tax burdens, when.tax exporting possibilities are ignored -, overstate

:truen=econOmic burden6 to a greater extent than-do data on tax --

burdens outside the large centIelEcities. This preSumption-rests

first; -the relatively greater extent to which he central city

property tax base consists of business property and, second, the

relatively grpater-use by central cities of local non-property-taxes,

some of which seem amenable to a fair amount ,of exporting.

Appendix B sets out the methods and assumptions used to estimate

exporting of local tax burdens, and some details of the results.

'3
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Both conceptual and data difficulties preclude making estimates

on a statewide basis in which one can have-even the limited .

confidence that inheres in the estimates for.central cities and the

outside- central -city areas found in Appendix B. , The Appendix shows

I

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,
4

\ Boston and St. Louis, and since the methods used tend to understate the

extent of central city tar exporting for cities with relatively

:flourishing central business Adstricts (like"Boston, Chicago and

-New York), the-differences for New York and Chicago. may-be- more

important than these estimates suggest.

In Table 4-we Compare tax burdens, expressed as percentages-6f

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

allowing for tax exporting not only reduces the level of apparent

-tax burdens, but also the very large differences among metropolitan
.

areas.. _Fiore to the-point here, such allowande reduces 111E-differentials.

in taX burdens within metropolitan areas. It virtually eliminates the

central city-suburbah differential for Boston and Chicago, and-comes

close to doing so foi New York. Given the bias noted above, it is

possible to conclude that thetrue outside - central -city- tax burden

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

4

Jo

7



Table 4. LOCAL TAXES AS PERCENT OF PERSONAL INCOME, 1971-72

Baltimore
Central city_ 6.73 4.51
Rest of SMSA 4.98 3c61

157

//
All Local),..- EstiMated

Taxes "Locally Borne" a3

Boston
Central city
'Rest of SMSA

Chicago
Central city
Rest of SMSA

9:96
6.-99

6.84

5.88

Cleveland
Central city 8.44

Rest of SMSA 5.28

Detroit
Central city
Rest of SMSA

New York
-Central city
Rest of SMSA_

Philadelphia
Central city,
Rest of SMSA

St. Louis
Centrdl-eity
Rest -of SMSA

6.99
4.98

9).05

7.10

4.58

8.65
4.74

al
Local taxes after adjustment for exporting.

1

5.52
5.39

3.88
3.78

4.49
3.49

4,00
3.01

5.65
5.21

4.84

3.89

5.25
3.53
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in the other five areas, and spectacularly so in St. Louis.

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

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 percentof the

central city burden in Baltimore, Detroit and Philadelphia; Cleveland

and St. Louis remain seriously overburdened, especially the latter.

These differences are important to keep in mind yin reading the

._following section: the serious nature of the overburden problem in

9

two cities, its marginal nature in threeothers and the possibility

that the real situation may be one of municipal underburden in

'Boston, Chicago andANew York,' the cries of their mayors to the

-contrary-notwithstanding.

HoweVer, one caveat is in order. A city may design its tax, system

so as to maximize the extent of tax exporting at the time tax

changes are made, and this is fteqUently,-if not usually, done.

But there can be long-term adverse consequences of this strategy:

differentiailyhigh-taxes-on_business property, retail sales or

nonresident earnings which initially are exported in time can

trigger shifts in the location of economic activity,' undermining

1'9
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the city's tax base and resulting in more of the tax burden falling

on residents. Mbreover,

L

the long-term trend toward decentralization

of economic activity aw y from the inner parts of large metropolitan

areas means that central cities over time will be less able to

export tax burdens. This caveat does not 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, singe those relative tax burdens

will surely change,

(-0



SCHOOL FINANCE ALTERNATIVES

In -this section, we discuss the impact of the more commonly

discussed school finance reforms on the eight cities in question.

To set the stage, there is need to examine the existing school

finance situation. Once again, the examination js in terms of

1971-72 data, to provide for maximum comparability. Thus, tge

situation described are not really the "existing" ones, for almost

all states (not just the eight ones considered here) have changed

their state school support programs to some extent* since then.

There-were major changes in Michigan and Illinois enacted in 1973

and more modest one in our other states (such as those enacted

in 1974 in New York and Massachusetts), with an impact on the

large cities. The comparisons that follow thus accurately describe

the existing situation and the impact of school finance reforms

only d--states that continue to have school finan'ce systems that

are more or less conventional.

HeCausethe data for 1971-72, while comparable, are somewhat

dated, an examination in terms of Precise magnitudes would -be

pointless.. Instead, we rely here on looser characterizations of the

relationship of the large central city to the average for its state.

The four sections of Table 5 each contain a comparison of two, school

=finance yariables. Table 5A deals-with relative .property -values

and-the percentage of state-local revenue for schools provided-by--/

state aid.

160 199
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In three cities-t-Philadelphia, Boston and Baltimore--the state

school aid percentage for the cities was above the statewide

, -

average; in-Detroit, the percentages 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. Boston and Baltimore,

with relatively high state aid Percentages, had below-average

property values: Detroit was close to the statewide averages on

both-counts. Phiiadelphia=was- the -only spOrt in the Systemi with-

both moderately high relative property values and a high state

aid =percentage.

HoWidid differences in the-relative state aid-percentageSaffect I

financial resources per pupil, relative to the sta wide averaged?

This-is-shown in Table 5B. Only two-cities, Phiradelphia and

//
-New. 1E10 above-average-tevenad-per pupil-. / -InPhiladelphia,

state aid is clearly -an- explanatory factor /s/ince the state aid/

percentage was relatively very-high, buti.this was not the -case in

/ -

New York. In Baltimore and-Boston, even a-relatiyely-high state
,

aid-percentage was insufficient to raise revenue per pupil to (the

statewide average, especially in the Baltimore case.- In Detroit,

an average state aid percentage left revenue-per pupil well below

the statewide average. In St. Louis, Chicago and-Cleveland, the

two variables, combine in ap expected way--relatively law-sta e aid
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percentages and relatively low revenue per pupil.

The other main element in school finance, aside from state aid,

is local tax effort. Table 5C deals with local,school tai

rates and revenue per pupil. Above-average revenue per pupil in

New York and Philadelphia was associated with relatively low,

noi. high, school taxrates, 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.

In-the five, other cities, both school tax rates and revenue _per

gupil 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

which-in turn result in below-average resources. However, as noted

in the preceding section, the facts appear to deny that municipal

overburden truly exists in Chicago.

To complete the circle, consider the relation between relative

tax base, that is, per pupil 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

relati6nship. But Detroit and Baltimore had very low relative

school ta, rates in combination with below- average values. As the

preceding discussion indicates, for these two cities, even a

relatively favorable state aid percentage was not sufficient under
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such circumstanced to yield per.pupil,revenue anywhere near the

ditewide average. Finally, Boston had a not surprising com-

bination of relatively low property values and a relatively high

school tax rate. But that high tax.rate, even. in combination

with a favorable state aid' percentage, was not adequate to bring

its revenue per pupil to the statewide average.

These comparisons lead to some sumz,i;y evaluation of the overall
it

directions of school finance reform for our cities, based on

two additional assumpticils: first, large cities surely require

relatively high revenue per pupil to cope with all the handicapping

conditions that exist; and second, additional revenue per pupil

should not be generated by increased local school taxed that

would bring large-city school rates to levels that are above

those in the surrounding areas (in view of the low incomes and

relative economic deterioration in thecentral cities). In this

light, the situation of Philadelphia in 1971-72 was the most

nearly satisfactory: In New York and Chicago, as of 1971-72,

improvement seemed to call for both more local tax effort and a

higher state aid percentage.. In Detroit and Baltimore, it would

have been possible to argue for mcre local-tax effort, but the

real case-was for a higher state aid percentage despite the

fact that the state aid'percentage was already relatively favorable.

A similar argument would aprly,to Cleveland 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%

0
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In Boston, where the school tzuc 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

in 1971-72.

4,

Special Urban Aid'

These comparisons 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 in Parts A and, B of Table 5

include all state aid, general and categorical, awing which is any

special aid for large-city school systems that existed in 1971-72.

The answer, from Table _e, is that 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

school support systems tnat provided significant.extra state aid

to large-city school systems; Illinois, Malsachusetts and Missouri

were the exceptions. Of the five states, only Ohio labelled its

special aid explicitly as money designed to deal with municipal

overburden, although the "density" aid in Maryland and Pennsylvania

presumably was so designed. However, it is possible to treat any

special school aid to large cities, however labelled, as having

something to do with nonschool fiscal problems. Aid that is called
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. ..

'comlitnsator, calculated on the basis of .the numbers' of pupils in .

.. .

., .

_. poverty wxtb apoor academic achievement, can' be interpreted as

."---designed3 to provide the extra schoolifunds that the citiesgre

unable to raise _theMselves because of those nonsci?oul fiscal

problems.'..htre generally, both compensatory aid and dentIty_aid
,

(di municipal overburden aid, in-'04o) cad be construed,as

having,to with either high-cost pupils or the high nonschodl

municipal costs related to the heavy incidence of poverty in

large cities, or some combination of these two conceptually

1

distinct rationales.

Compensatory aid, is often (although not always) in the form of a

. -
. A.

.

categorical-grant financing a specified package of additional ---

.

-

.

school services. When compensatory aid does in fact resat in 1 .

.

spendifig that would be eliminated if the compensatory aid were

.7;144.thdr wn, such aid does not reduce local fiscal burdens, although

/ 1
.

. .

i't does partly.overcome one result of excess large-city fiscal

burdens, the presumably depressing-effects on the quality of school

v4

programs. In two of the five cities with special uiban aid programs

in 1971-72, Baltimore and Philadelphia, the aid was virtually

11 explicitly directed at municipal overburden. In Detroit and

New York, the aid wts designated compensatory, but it Is not clear

that the special aid was really closely tied to services whose
AO

tProvision depended upon those specific dollars of aid. In Cleveland,

part 6f the aid was for municipal overburden, but most was

a.

colenagtory and tied to special services. ,T3some extent, therefore,
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the special urba aid received by Cleveland did not provide fiscal

relief.

. .

However, because it is impossible to disentangle purposes and

difficult to determine,whether compensatory aid reall) finances

services that would be eliminated if the aid were withdrawn,

,/

we have calculated the dollar amount of special urban ad'd to ,

the five large cities in 1971-72, however that aid.is labelled.

This can be competed to what in this report is considered the

beqx available

Rercentages of

local taxes in

measure of municipal overburden, namely the higher
/

personal incomegabsorbedby "lecally-borne"

central cities than in the rest of their_SMSAis,

/ as shown in Table 4 above. Those excess percentages can be
. /

/
amount./ converted to a dollar In line (2) of Table 6, the

,
.

dollar amotint of special urban school aid is compared to the

dollar, amount of this excess taR 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 small excess burden in

New York, 30 percent of more substantial excess burdens in

Baltimord and Detroit and two-thirds of the excess in Cleveland;

in Philadelphia, the special urban aid equalled the excess local

tax burden.
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However, it is important to recall that the excess local tax

burdens of the central city residents calculated for 1971-72

/ already reflect the impact of the spe'Cial urbpn tchoo-1 aid pro

gratis.- This ia, without the special programs, the excess tax

burdens would have been even higher, had the city schools spent

,

the same amount by raising local taxes even more. The. effect

is 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.

- As indicated, municipal overburden would have continued to-be a
or* f-

-minor (if at all -real)- problem -in New York, even,after the

'adjustment. But in the Other cities, the-excess-local tax

burden-wouldhave increased' significantly, bringing the tax

burden on -residents -to a leVel approximately 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 resident
.

tax burden in Baltimore, Detroit and Philadelphia may be ,only;

7
marginally 'above the statewide averages and that serious

excess tax burden Problems may be confined to Cleveland andi,

St. Louis. Table 6 suggests that special urban school - aid

has been a significant alleviating factor in all this. State'

school finance reforms that significantly. increase relative

4
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central city tax burdens, for example, by stripping away the special

urban aid in the reforming process, could make a problem that seems

only marginal in some of our cities a serious one, &point that

should not be neglected in reading the subsequent passages of this

report.

Full State Funding.

The first,- and simplest, school finance equaliting-plan considered

here is full state funding, in the first instance financed by a

statewide property tax. A relatively pure full state funding. plan is

assunte with all existing state-local school funds pooled and

replaced by a uniform per pupil distribution and a uniform state-

wide property tax. The revel of program assumed is the existing

statewide average, in -terms of state-local revenue per.pupil, where

-the-central city,in 1971-72-vas below that average. In- the two cases

in which the city was above the statewide ;average in this reSpect7-

- New York and Philadelphia-it-was assumed that the statewide average

4 '

'could increase by` he modest amount neceSbary to maintairafe existing'

central city per pupil revenue level; the Whole .exercise necessarily

lacks_ealism, bilt to base a simulation on an -assumed reduction in city

-pet 'pupa -1, revenue seems even more unrealistic.
6

6In _this, and some of the other, simulations, the method\used paralleled

that used- in John J. Callahan, William R. Wilken-and-M-.1Tracy Sillermah,

-Urban School- and-School Finance-Reform: Fromise and Reality, National-

, Urban-Coalition; 1974. Som'e-but not all; cf the-firesent quantitative

results are identical with those in the Callahan,,V-Alen-and Sillerman

study.
J"/
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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 burdens or

revenue per pupil in Boston and Cleveland. In Balitmore, Chicago,

Detroit and St. Louis, per pupil revenue would have increased, but

at the'price of a larger percentage increase in school tax rates,

especially in Chicago. Chicago might be relatively rich enough

to afford such a plan, but it would be a poor buy for Chicago

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 worth .so large an increase

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 r _.nit's school resources and its

school tax rate). Given the very poor fiscal condition of St. Louis,

it may be questioned w ether any increase in tax burdens would have
t

been a sensible policy choice. Both New Yorkftand Philadelphia .

would have experienced L
t

increases without additional school
.

.

resources; for Philadelph a, the taxincrease would ha4e been very

, .

large, a reflection Of dhlarge magnitude of thy existing urban
...

.

0

school aid,Program, wiped out iii this simulation.

Full state funding of schbols of course could be financed from

traditional state government revenue sources, rather than a statewide

property tax; after all, none of our eight states currently relies

ti

r4to

.
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Table 7. SIMULATED EFFECT OF FULL STATE FUNDING FINANCED BY
A STATEWIDE PROPERTY TAX, AS OF 1971 - 72a

Percent Change Percent Change

, in State-Local in Local

Percent Change

in Total Local

City Revenue Per Pupil School Tax Rate Taxes

Baltimore +27 +34 +17

Boston + 3 - 2 - 1

a Chicago +13 +46 +18

Cleveland + 1, + 3 + 1

Detroit +30 +39 +12

New York +24 + 5

Philadelphia' +73 +20

St. Louis + 9- +16' + 4

sumesth4 Tull state lunding wi=ll. -take place.atthe actual 197172
vel of statewide state-local per pupil revenue; where=this exceeds-

the.odntral city revel,-or at the-central -city-level,where the Iattet

exceeds the-statewide average. Only New York and Philadelphia exceeded=

-their state's ayetages-in-19_71-7-2,- and therefore- they show-no change

in-the:first column of this table.
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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

estimation problem appears in Table 8. There we assume that all

local school taxes are replaced by additional state taxes

necessary to fin nce the program levels assumed in Table 7. Then

the geographic locu of the added state taxes is estimated on two

alternative bases, first, in proportion to the city's share of

statewide personal income and second, in proportion to the

Advisory Commission on Intergovernmental Relations estimates of

'non-property revenue capaci y," a-concept that reflects the

typical composition of state r venue.systems. with significant

reliance on sales, excise and bus ess (as well as personal

intome)= taxes.

As Table 8 shows, on either basis, taxes olle-' 1 in the city

of Boston would decline somewhat under this plan; taxes

collected in Cleveland would decline on one basis and -be

roughly unchanged -on -the other. Tax collections in Baltimore

would decline if the plan were financed mainly by increased

personal income taxation, but otherwise would increase and

perhaps substantially: It is thus conceivable that taxpayers in these

'In no case does-the property tax provide'more than 3 percent of
state government tax revenue nor do state-collected prOperty

taxes amount to more than 5 percent of total state-local property

tax collection 'in any of the eight states.
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Table FULL STATE FUNDING FINANCED BY NONPROPERTY TAXES

AND CENTRAL CITY SCHOOL TAXES, AS OF 1971 7a

City.

BaltiMore.

Bos ton

Zbicngo

Cleveland

Detroit

New York

Philadelphia

St. Louis

175

I

Additional State Taxes Imposed to Finance Schools
Collected in City as Percent offExisting,City
Local School Taxes, with Distribution of State
Taxes Estimated on the Basis of:

Personal Income
Shares

Reyenile Capacity

Sharesc

92 155.

85 87

'116 r- 14i

69 i 101
.11

- 143 176

. 163 177,

129- 168

114 241

aSee footnote (a), Table 7, fOr description of a

bThat is, assumes that incremental state taxes w
"personal income in- the -City and its state.

cThat is, assumes that incremental state taxes,
to the revenue capacity (excluding property ta.

its state, aP estimated in Advisory Commission

A

0

C

lsumed
level of ,program.

111 be proportional tc,'

a

ill be proportional
es) of =the- -city and

on Intergovernmental

RelationS,_ Measuring the Fiecal Capacity and Effort -of- State and-Local f

Areas (Information Report M-58, March 1971). /Detroit revenue'capacity

estimated -by theauthor'of this-report.

-04 r"" ;.L 1
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three cities might benefit significantly from full state funding

so financed; as noted earlier, full state funding financed by a

statewide property tax Would have had only trivial or equivocal

results in these same cities.

-ax collections would increase in all the other cities however

full state funding was financed. Taxpayers in Chicago ad

Philadelphia would be better off wilh,nonproperty tax financing

than with a statewide property tax, although they would be hurt

badly in either case. The statewide property tax is a better deal

for Detroit and New York taxpayers. In St. Louis, the outcome

dependS on which_nonproperty taxes are used.-8

Two important cautionary observations are in order at this point.

First, there is no system of additional state, government

financing of sdhools that will fail to involve tax collections in

the large cities that amount of sizeable fractions of

additional amounts to be raised. Thus, for example, if /the state-

-financed share of school finance is increased in Illinois,

taxpayers in Chicago are likely- to face tax increases, not re-

ductions, unless the Chicago City School District receives, as

s-chool aid, considerably more than one - third -of the total

additional funds distributed. It is misguided to believe that

state government financing by itself--without regard-to the way ,

8
The- figure ior St. Louis in-the second column of Table 8 is
susOect, for a number of reasons, including the rapidity -of
the central city's economic decline in the years since the

-dates to which the ACIR estimates apply.

,4144`147
_A_ t.)
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in which the funds are distributed--must be advantageous or

detrimental to the-cities.

Second, and to some extent contradicting the first point as well

as the implications ofTables 7 and 8, there can be longterm

advantages to central city economies even if statewide financJLg

produces shortterm increases in the taxes Collected from-central

city taxpayers. Overtime, central city economies have been

declining relative to the rest of their states and, moreover,

uniform statewide taxes, even if high ones, are less damaging 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 of revenue per pupil,

regardless of the size of the local tax base. The .simplified

plan simulated here, shown 9,'indicates, first, what

would have happened under the plan to revenue per pupil if -the

local school tax rates existing in 1971-72 had been maintained.

Only in Boston is there an'increase, and a small one at that.

There would have been-small declinesin Cleveland, Baltimore,

St. LOUIS and Detroit and aarge declines in New York, 'lice&

and :Philadelphia; in Philadelphia, 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

z
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Table 9. SIMULATED' EFFECT OF POWER EQUALIZING FINANCE

PLAN, AS OF.1971-72a ,

Percent Change in Percent Change in

State-Local Revenue Local School.

Per Pupil, Holding Tax Rate Required

Existing LocalSchool to Maintain Existing

City Tax Rates Constahtb Revenue Per pupil Level

Baltimore -5 +5

Boston +5 -5

Chicago

Cleveland

-23,

-2

+29

Detroit -7 +,7 st

New York -
-17 +21

Philadelphia -42 +72

St. Louis -6 +7

aThis is a pure proportional power equalizing plah$ without con-
straints, ceilings Or "savpharmless" ,provisions,'that simply
redistributes the entire exlpeng pool of funds.

bPut in other termsA),islcolump shocs the -tate-local revenue

per pupil guaranteed-by'the,gctual 1971-72 local school tax

. rate under the -plan, diyi'ded by the actual revenue per Tupil

(expressed in percent)-, less 100.

,-'11/4gaago"
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level actually existing in.1971-72. The results are, of course, the

obverse of those in the first column, with highe' tax rates everywhere

except in Boston ancra hu,e percentage increase in Philadelphia.

Suppose now that legislatures, whether for reasons of political

necessity or concern for the 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

actually provided by the urban aid programs included in Table 6, above,
N

and discussed in the text earlier, or $50 per pupil, which ever is the

larger amuunt.9 Under\this plan, BoSton and Cleveland gain significantly,

compared to actual 1971-72.experierke. Detroit, St. Louis and Baltimore

gain, but to a very modest degree. Chicago, New York and Philadelphia

continue to be substantial losers,, albeit to a lesser degree than under

the plan depicted in'Table 9, with either sizeable revenue declines.at

rate increases required .tb maintainexisting tax rates or sizeable t

existing revenue levers.

It may be presumed that states adopting power equalizing plans in the

future will emulate to some extent the Michigan program adopted in 1973.

If., as in Mici,igan,they provi le a high guarantee level (per pupil

revenue yielded by a given tax rate), such plans are likely to result

in significantly increased per pupil revenue in large cities because
a

what econalists,refer to.as the "tax-pric6" of a dollar of school

9

Obyiously, dJfferent levels of urban_pid could be used in this simulation:

The ones ch?len,seem reasonable in the light of existing practices

1971-72.

/
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Table 10. SIMULATED EFFECT OF POWER EQUALIZING FINANCE PLAN
WITH SPECIAL URBAN AID PROVIS/OW.,, AS OF 1971-72a

Petcent Change in
-'.State-Local Revenue

Per Pupil, ,Holding
Existing-Lodal School

,Percent Change
in Local School .

Tax Rate Required to
Maintain Existing

City. Tax Rates Constantb Revenue Per Pupil Levelsc

Baltimore -1

Boston -10

Chicago -17 +22

Cleveland +16 r -16

Detroit +2 -2

New York -14 +17 ry

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 existing in
1971-72 or $50 per pupil, whichever is the greliter.

bRevenue per pupil guaranteed by the actual 1971-72 local school tax
rate, plus the special urban aid noted in (a), above, =cpmpared 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.
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revenue will be low6.rbd--that is, local tax effort for schools will

be a better buy than it has been, at least in most cases. But as

10.1mplies--and as the actual experiende of Detroit under

the 1973 law, ,demonstrateslarge increases'in revenue per pupil

are likely to require significant increases in local school tax

rates, lven in the presence reasonably generous sped a urban

. aid provisions. None of our cities could have achieved
?
an increase

in per .pupil revenue in 1971-72 of more than lt. percent, under the

power equalizing plan depicted in Table 10, without increasing

local school tax effort.

' Percentage Equalizing

Percentage equalizing plans explicitly distribute state aid in

Inverse proportion to per puDil property values in the districts

within the state. The pure form simulated here is a simplified one

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 11 simply redistribute the pool in inverse

relation to- property values, holding constant the state share in

the averagk wealth district and recognizing for aid calculations

only expenditure (defined here as state-local revenue per pupil)

' up to the existing statewide average in 1971-72. The first column

of Table 11 shows the impact on revenue per pupil, holding local

school tax rates co*-- tint, had, such a plan been in effect in 1971-72,



Table 11. SIMULATED EFFECT OF CONVENTIONAL PERCENTAGE
--EqUAIZING FINANCE PLAN, AS OF 1971-72a

1

Percent Change in Percent Change in

State-Local Revenue Local School Tax

Per Pupil, Holding Rate Required

Existing Local School Maintain Existing Revenue

City Tax Rates Constant Per Pupil Levels

Baltimore +22 -36

Boston

Chicago -11 :t-17

Clevelaiid +5 -5

Detroit -2

New York -6 +11

Philadelphia +29

St. Louis -3 +5

*
Less 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 consadined to the average statewide level, for calculation of
state aid.

I

0

L
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and the second column shows the obverse, the impact oh tax rates

had existing revenue levels1been held constant.

Baltimore would have had a substantial increase in revenue or

reduction in tax rates. Cleveland, Boston and Detroit also would

have gained, but to a small extent. St. Louis would have lost

modestly, while New York, Chicago and Philadelphia would have been

heavier losers. But, comparing Table 11 with Table 9, seven of the

eight cities would have been bigger gainers or small losers under

percentage equaliZation than under power equaliition (Boston fares

roughly 'the same in both schemes). The most striking change is in

the position of Baltimore, a loser under power equalization, but

a heavy gainer from percentage equalization.

,1

The fact that, een without the special urban aid features that

already exist (much less expanded ones), percentage-equalizing Is

less damaging or more beneficial than: either of the ..sther reforms

suggests that adding special urban aid to a percentage

equalizing plan -may create a system that wil1,11;enefit large cities.

This is borne out by Table-12, where once again we add specials

urban aid of the types included previously, eithe 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 handsomely. It should be noted that

lowommaF,'IIMMML INIMEN.MMININIM=L"
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Table 12. SIMULATED EFFECT OF CONVENTIONALSPERCENTAGE
EQUALIZING FINANCE PLAN WITH SPECIAL URBAN
AID'PROVISIONS, AS ciF 1971_72a

Percent Change in

4 State-Local Revenue
Per Pupil, Holding
'Existing Local School

Cif -Tax Rates Constd;,tb

Percent Change in
Local'School Tax Rate
Required to Maintain
Existing Revenue Per
Pupil Ler/else

Baltimore +28 -52'

Boston + 9 -13

Chicago - 6 ' +10

CleVeland +22' -25

Detroit +10 -18

New York - 3 +b
Philadelphia +14 -47

St. Louis + 4 -5

fthis is-the plan depicted in Table-11,_except that'from-sources_outside
the plan the state governmentprovidesIspecial urban-aid -(of the '.57pes-

.. inCluded-in Table 6) -at the leVels-exiating in-1971-72 or $50 per-pupil,

whichever isth-&-greater.

bRevenue per pupil_guaranteed by the-actual 1971-72 local school tax
rate plus the spedial-Urban aid noted in =(a), above, comparAd to actual-,

1911-72 revenue per pupil.

cLocal-school tax rate required to maintain 1971-72 revenue-per pupil

levels- excluding the special urban aid-dmounts noted in (a), above,

compared to the actual 1971-72 local school tax rate.

1:. I-e 3:
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for the three cities that gain the most, Baltimore, Cleveland and

Philadelphia, the Table 12 calculations reflect the impact of

actually existing urban aid in 1971-72. That is, had those three

states had a simple percentage equalizing system in 1971-72

together with the existing urban aid programs, these cities would

have improved their positions greatly. That improvement alone C-

would have virtually eliminated any real excess local tax burden

in Baltimore and close to one-half of the true excess tax burden

in Philadelphia and Cleveland.

The improvement provided by such a plan would havel.been rather

modest in St. Louis, which, is disappointing in the(light of the

extremely poor relative fiscal position of that city revealed by

Table-1, above. Its very large excess tax burden would have been
C.

negligibly reduced by -this school finance plan. Indeed, it is

doubtful that ary, conceivable school -finance system can have much

-of an impact on the excess tax butden.in St. Louis. Percentage

equalizing combination with special urban aid of $350 per pupil,

seven times larger than is assumed in Table 1 -2 and 40 above any

existing urban aid program, would have reduced the St. Louis

excess tax burden by only about one-third.

41/4

As noted, Chicago and New York fo lcse moderately in Table 12.

However, we have concluded previously that there is no real excess

pJ

J
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. " .

tax burden problem in those two cities. 'Consequently, the plan-

.

siMulat in Table 12 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 outs UUt rather not 'gaining enough.

"Circuit-Breaker" Property Tax Relief

Another avenue to resolution Of theproblems with -which this Sport

.. is concerned is the introduction of measures to relieve high cen-

tral city tax burdens directly, rather than through adjustments in

the.q.,stem of sc ool finance. Alternatively, if equalizing school

,finance systems that will increase \.arge-city tb.x levels are being.

considered, general property tax relief schemes adopted at the

. .

same time in a given state might sery to minimize ..ne damage done

by such school finance reforMs.

Within a ver few years, about half the states have adopted a variant,

.of the "circuit-breaker" soheme for residential property tax relief.

Most of these apply solely to the elderlyf but in a few states,

including Michigan, the plan extends to all age groups. The essence

=of - -- the circuit- breaker is that the state government proVIdes'rebates

(in cash or as a credit against state personal income,tax liability, .

where there is any income 'tax liability) of property-tax payMents

that are deemed to be excessive in relation to household income.

Usually, a threshhold is defined. :a percentage of4incoMe above

which property taxes are considered excessive (the threshhold may
.

0
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1

decline as income increases); in most cases, only a percentage of

the excess payment is rebated and there is a dollar ceiling on the

rebate, designed both to hold down program costs and keep from

,paying large rebates 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

handled by'asiuming that some specified percentage of rental pay-

ments consists of property taxes borne by renters.

In Appendix C, we present a detailed discussion of the calculation

of estimates of the value of a circUit-breaker rebate plan modelled;

on the Michigan law in each of our eight cities and surrounding

metropolitan areas, as of 1971-72-. That disCussion (and- Table C -I

of* -the Appendix) shows that the plan-can indeed-pro...1.de signifiCant

-tax relief: the rebates in the aggregate amount to 20 percenter

more=of total residential property tax payments in four central

4 cities (Baltimore, Boston, 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

the-outside-central-city parts of -the SMSA's. The relative size of

the rebate thus does tend to be considerably higher in central cities

than in suburbs, a cOilsequenct of both lower incomes and higher

effeCtl-Ye property tax rates in central cities, in most (but not all)

o
cases.

ti

21.
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Nonetheless, the rebated sums are substantial in the outside-

central-city areas. This has two implications for this report.

First, if a circuit-breaker program is urged primarily as a devise

to relieve central city tax burdens, such relief will costs state

governments substantial Additional sums for the relief of tax
4F

burdens.outside the central cities., In short, it may not strike state

governments as a cost-effective way of helping central city tax-

payers. Second,' a circui6-breaker program of the dimensions

explored here d

central city to

to the differen

are themselves

es not do much to reduce differentially high

burdens: the size of the rebate is small relative

ial in burdens (except where th6se differentials-

inor), and the rebate amounts do not-differ enough_

among_city and suburbs to make much dent in the problem. Lideed-,_

in -most of our SMS.A.!s-,-the dollar amounts of rebate total more In

the suburbs than in the central city.
0

This is illustrated by our two worst-off central cities. For

St. Louis, a reduction of roughly $39 million in 1?cally-borne

local taxes would have been necessary to bring central city tax

burdens relative to _personal income down to outside-central-city

levels in 1971-72. The.circuit-breaker plan used- =here would have

reduced the central,city tax burden by less than $6.million;

moreover, it would have reduced the outside-central city tax burden

by. $19 million. In Cleveland, the circuit-breaker similarly would

11'3
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have widened, not narrowed, the tax uurden differentials.. There

was an estimated central city excess tart burdenof $27 million

in 1971-72. The circuit-breaker would hav( provided $7 million

in rebates for central city residents and $10 million outside the

'central city. Baltimore provides,the only case in whidh the

circuit-breaker would do a significant part of the job of redUcing

tax burden diffdrenrialsWbeiThat over one - third) -.

Even if -the circuit-brtWcer offers little help on this score, it

might be considered desirable as a means' to help lower-income

1/
0centralcity households with particularly high tax burdens. It is

-of-some use:in -this regard. In all pf our-central citiesrmote

thanihalf the tax relief goes to households, with incomes of less

than-$10i000, although there are only three cases in which two-thirds

orimore goes to such households. HOwever, most of the-outside-
.

Central-city rebates generally goes: to- over - $10,000- income households.

Moreover, the higher the aggregate /amount of rebate relative to

residentlal property tax collections, the higher the proportion of

aggregate rebate received by,better,,off 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
if devoting substantial state funds

4 to tax relief for above-median-ihcome households. A more restric-

tively designed circuit-breaker i(sudh*as that existing in Vermont)

could concentrate the relief mo
)

e on lower-income households, but

1such a plan would provide even less aggregate tax relief for the

ISO
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central cities.

Finally, the circuit-breaker can be considered largely as something

to be iLtroduced 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 veqrapidly when effective

tax rates rise.1° Thus, in most cases, introduction of a circuit-

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

would go to raxpayerS outside the central cities.

In summary, the circuit-breaker is a costly-And not necessarily-

effective- way of coping with the general problem of high central

city tax burdens-. A carefUlly designed and relatively restrictive

circuit- breaker can be effective in reducing the very-high tesi-!

dential property tax burdens that some low-income households

confront, of particular utility in places like Baltimore where

there are many low-income homeowners occupying grossly-overassessed

properties which therefore bear high effective property tax rates.

Also, introduction of a circuit-breaker can provide absolute tax

relief for city residents, even if not relative tax relief,- and

10The 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, for example

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.'

3
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therefore might have some attraction at a time when tax-increasing

. measures are being instituted.

Homestead Exemptions

Homestead exemptions, usually taking the form of an exemption of

a specified dollar amount of the assessed value of an owner-oc-
,

cuvied house from property tax, 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

exemption. They are-Mixed bag. Some are restricted to the

elderly and/or have income ceilings. Some have companion provi-

sionb applying to-renters, although-most do not. In some cases,

the state makes -up the tax revenue lost by the exemption, while

In-others, the exemption simply reduces the local tax base, period.

In most states, the-nominal value of the exemption is-small, but

in some the average ratio of assessed-to,market value is so low

that the exemption, expressed in assessed value terms, is a la ge

fraction of the market value of the average owner-oecupied-house.

It does not seem worthwhile to make elaborate city-by-city calcu-

lations of the quantitative impact of homestead exemptions. Instead, s

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. ,ariable.'

As the base case, considersa homestead exemptibn set at a level below



the assessed value of nearly, all housing units, so that the dollar

value of the exemption differs amonS households pbly to the extent

that property tax rat.,1 differ. The base case is further defined
,.....

4

to be a state-financed exemption (with nonproprtytaxes used for

this purpose) that extend§ to all ages and income groups, and

formally treats homeowners and renters equally. That is, if owners

receive a $1,000 exemption, renters are paid a rebate during t e

year equal to the tax rate times $1,000 in property value. In

%this case, the 'nate is in effect*paying to each household in the

state agrant that differs only by the variation in property tax

rates. ,Because in six of our eight cities, property tax rates

are. above the respective

household will be higher

statewide averages, _the benefit per

in the cenclal city than elsewhere in the

state:, Because centraal citieg' have relatil:Tely small household

sizes, the benefit per capita will be even more differentially

high in the central cities. Because per capita income is lower in
0

the central .cities than statewide, in most of our cities, the berm-
.

fit as a percentage of per capita is likely to be very high indeed,

relatively, in the centrar cities. In fact, the exemption program-
,

described here as,the base case amounts to a percentage of personal

income above the statewide average in all our cities, even in

ity with .ists below-average property tax rates.

Within any taxing fhqsdiction--the city or a suburb--the benefit



is entirely distributed in proportion to the number of households,

which means that low-income households will get a sizeable frac-

tion of the total benefit and, since the benefit amount is equal

among 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 considerably, smaller fraction of the total

-benefit -acCures lo central -city =taxpayers; the- extreme -case is

New York, where the city's share of the total benefit drops froM

42 percent in the base case to 21 -percent in ,this, Case. And

bedause renters- are -on the aVerage poorer tharr owner-occupants, low-7

income =households will get a fairly ModeSt share of the -total

benefit and -the program will be only slightly -pro-poor (although it

will remain highly favorable to poor owner-occupants, especially

those living in high-tax areas within a state -; Baltimore is again

a-case in-point).

While it is discritinatory-to exclude renters entirely Trom-property

tax relief benefits, there is little economic justification for

assuMing that all -taxes on rentedAlousing are =borne -by tenants. If

these economic -realities are _recognized in the program design- and-

1r
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-
some lesser tax relief is provided for renters, then the results

are intermediate between those of the base case and those in the

homeowner-only case. That is, the tax relief benefit Ter capita

and relative to p rsonal income in most of our cities will not

exceed the statewide averages, but only in New York will the e

measures fall well below the statewide averages. The incidence of

the benefits will be pro-poor on balance almost everywhere.

These observations apply to a state-financed-program. The more

common approadh is for the state to authorize or require homestead

exemptions, without any provision for state-financing. Such a

program does not redude-central city-taX Eburdens-but_mereIy-Shifts-

them among -properties.11. The shift will_be to iblisiness property,

if all housing-qualifies lorthe homestead =exemption, a- shift which-

on-balance-may -be=biased-in laver-of lOwer=iticoffie-households;-

tioreoVer, Alua-C9onsequences-Will also-be to-shift-the tax burden-

Within-the teSidentialproperty clasS =from lowervalueteihigher-

vAldelhousing, 1.41hich_ may _be considered anadVantage-especially

Agherethe-high-valuelousing_is relatively=under=assessed-. however,

if the- homestead exemption is=dohfined to-oWner=e-ccupied,=hbusing_

the shift in local tax-burdenan-central city=will increase =num:5_

oh renter-occupied-housing, which- is -on- balance a _regressive shift.

--
To- =be sure, the shifts-may increase the poSsibility of f-tak

expOrtihgi, at least in =theshort-rur but it is-dbubtiul-whether
any observer woul&treat such a program-as providing significant
_help with whatever municipal overbutden-problem=is-thought to-
exist.
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n short, it is possible to design a homestead exemption program

that differentially.benefits central cities and is pro-poor in its

effect. But the more 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

the goals sought? Unlike the circuit-breaker, in which there is

at least an attempt to scale the tax relief offered to the level of

individual tax burdens relative to household income, the homestead

exemption does not directly reflect relative burdens. The ideal

form, the base case, atounts largely to a flat state grant per

household that is indePendent -of -both. income, nd =housing consumption.

It is difficult to understand- why a state should- go through the

elaborate -hoMeatead--exemption-=procedure= in order -to- disburse=zWhat

= amounts -to a fl-at =grant :per --househord7=-it -wourd--be Tar -sithpler -te

make- such = a -grant -directly:, through_ a- state's -personal income- =tax

-system. If the _purpose is= te- shift the-,prOperty =tax aw4y 'freth-

residential _property:, then_that too-can =be done-= more directly -and

-with -surer -beneficial consequences, -at =least for =the reSidentiar

-housing stock in -central cities. And= if -the _purpose is to shift

lo_cal =government -costs. te- -the state-, then-there -are tried- -and =true

=Methods- for -doing SO-, naMely- increaSed-state-aid to local-government

-for genera -1 -or specified- purposes. =We =conclude -that -the homestead-

ex6mptiOn- at iest is _an- inferior -substitute f dr -more -direat

,p_uripo_se-fui means -of achieVing public- policy- goals.

1r 5



CONCLUSION: POSSIBLE SOLUTIONS
,e)

It is best to begin this section with the negative: findings of

the preceding discussion:

1. Not all large cities in ,4e Northeast and North- Central

regions presently confront seriously excessive local tax burdens,

relative to the rest .of. their states, although most of them do

(apparently including most of the large cities in these regions

not examined here, like Buffalo, Newark and Pittsburgh). Boston,

New York and -Chicago stand out as central cities in which this

problem is more apparent than -real under present conditions,

although continued relative economic deterioration of the central

citieS -can-and- _Probably_Will -change =this in-time._ =Moreover,, =the

fact that -Such__cities_ -do ,nat haVe significant =municipal

-overbtirden-sproblem= is no= jnatificationfor ssahool finance-reforms-

-that :produce large- increases= innity_=-sthool t relativ_e =to-

-sdhool takeS elsewhere; ih atate for =such- reformS _can_create

-an -exceSs- tak =burden- probIem--where =none-now= existS.

2. -Full -state- -fun-ding in a= fairly_ =pure -form iS-,_ f rot- the- larger-

city-,point of -view,_ the- least ,attractive a -the -majnr -school

finance -reform-plans-examined, hut it -seema-especially--Unettractive-

_When finanoed- -by -ficinprOperty = taxes rather than- a-statewide -property:

. This -conclusion stets= frot--both- the.-quantitative -thaterial

196-
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examined earlier and another reason not mentioned heretofore:

the 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 long since been made;

its repla ement by a collection Of large new taxes will give

rise to the need for a whole set of new adjustments, not all of

them Predictable and many of them unfavorable. Repeal of school

property -taxes will _provide-Major -windfall =gains_ to some property

-owners, many of wham are unlikely beneficiaries of deliberate

-public =subsidy. A statewide-property tax -with--suitable reforMS-

:an& telief proviSions,_ proViding= _some -degree =Of Statewide- equall-=-

,iation -of effective-= property--tax rates,, -seems- very much =pref erable-

to abolition-,of =schoolproperty-taxes, and-their -abrupt -replacement

=by =higher- state taxes -ow_consumption_expenditure'_and-for =business
ff.!

-and personal income -._ This= _is- Snot _to= -argtie- that the-property -tax

-is a-sUperior =tax ihstrumenti_ :but -rather thet its abitipt replade,-

went would be bad policy. A- gradual= diminution of its role in

American public finance, continuing the long-term trend in that

direction, is quite another matter.

3. The problet of excess large-city t x burdens cannot be resolved

by the'populat -property tax _relief IdeViceS,_ like -the -citeuit-breaker

hothestead: -ekeriipt ions ,_ simply :because :these measures-do not

trzi7
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necessarily aid central city tax payers differentially. A

carefully designed circuit-breaker may be useful in dealing with

high property tax burdens confronted by individu 1 low-income

households, wherever they live in the state, but that is the only

sensible public policy objective to be sought via- the- c rcuit-
1

breaker. Homestead exemptions seem a poor choice as a mean of
4,

achieving any public policy objective.-

Turning to. the positive findings, it is clear that any pure-form

school finance equalization _piari will be unequivocally beneficial

in á_ f-iscal sense =for large -cities_ with- i'per -,pupil property

values- :below -=the- statewide -average ands-School tax =effott above

the statewide average. Athong==dur eight =cities -,= -driiy _Heston thads

these-characteristics, -but -there =are-other =ditieS, -that -.would: qualify-,

,hetably-Ilewark-. =It is- alSo= clear that -adding special urban school

-aid= _to, any f pure,foriii-sChooI finance -equalizations -plans --will -make

it fiscally more --attractive,, and the-more sgenerous-.=the special _aids,.

the :More -this -will =be the-case. -For examgle -eVeti-one-,of :out

eight :cities= wouidi=b a= -significant met ,gainer -if=-a= -pure -form=

=p-erdentage -equalizing==plan. were-ceinbined= -with, special _urban, aid= as

:generous s_(b-n, a per =pupil -_basis)i -as- that provided Philadelphia in

1931=72=i_ -AS, te& =earlier,. _even-- with the, fat less- -generous- pro-,

visions- simulate& -in _Table= 1-2:, =all th,e cities except =_Chicago- and=

:New- York _are gainers,.
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There is, a fundamental policy problem, however, with special

urban aid designed to deal with whatever municipal overburden.

may -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 York Boston and Baltimore, without

independent school districts; in such places , any external aid

that is= not explicitly granted as reimbursement for part or all .of

=the costs of narrowly - defined categorical programs in t eality goes

into a- central pool and- serves_ -to alleviate overall =fiscal _problems

(the- leakage-problem:exists _even sfbr -hatrdtaly-defined- categOrical

prOgrams_,, _to -some- -extnt)_--. But -eVen-where the chool-diStt_ict Ts-

independent ,_ =a lowering of the school --_tax rate =permitted- lby-sPetial

urban= aid! may =not xesult -,high-schooi=otit-layS, =Only- _a reduction-

in--Overall- tax -= burdens -._ reduced= -taxation= br schbols-may-

dO= =fios=inbre- =than= _perbit increased= takation- for =other purposes_.

Since =the ap-edial.-urban- aid_ is in- =fact caused=-by-= non - school =burdens,-

none -of --this may --be- -ohjactionable to-proponents-. Nonetheless =,- -there

are --obiettiOns: The =first is a:pc:did:cal one :how -receptive='-are-

legislators to-school aid =- proposals Seen= -by -theM as-doing- no=-more

!than= inflating larger,city=monrs-chool _payrolls?- -Second:-,. it is

aeldayr_good-Palicy _tO-try -to do good= -=hy stealth, --which- in-effect

=this form-of school- aid-does -; all: too_ often, --round--about approaches-
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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? Why not $10,

or $250? To be sure, an apparent rationalization can be offered

in an elaborate multi-factor formula, each factor of which has

. -
something to do with the existing fiscal situation. -But there

is no obvious reason why more, rather than fewer, factors should

be employed =, -nor any obvious reason for the. specific formulations

of the factors or their weighting. One Must suspect that such

formulas are =really designed= ex _post -,_ to-provide -the dollars of

aid that have been more or less arbitrarily ,fixed in advance.

In_ shott it -the -conclusion_ -there is- =th-at analysis-cannot support

-spec ia-1 urb-an-aid as-any =kind Of reas_oned-: solUtion, 'to- the-basic

problet addressed-._ --However -this -concluSiOn-dOes_-not imply that

-the only pbssible outcome -of 'equalizing state- schodl :finance

reform: --worsenirig_rof -th-e- fiscal _position-of = those -large

cities- :that :have serious-excess -tax ',burdens -even-now-, The

simulations- ear=lier ih= this_ -report were based-- :the :numbers -of

_pure and -simple, impli-aity- -assuming_ -either =that - program=.

costs per pupil are equal throughopt a state or that the state
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is indifferent to differences in program costs. Once it is

accepted that the state school finance s)4tem should recognize

cost differences, the outcome of an equalization plan can change

radically,

The conceptual distinction between municipal overburden aid and

aid to compensate for cost differentials was alluded to earlier ,

in this report. This distinction is muddy in practice, although

it need not be., One way of illustrating the potential impact

of combining recognition of cost differentials with equalizat ion

plans is to consider the National Education Finance Project

"needs weighting," admittedly a rather extreme set of estimates

=of the-ligher costs =of sChooling -in- -large :cities._ =We .have

applied = -these= weights- -to- live =of _our eight -Cities =and= -adjuSted-/
per_per= pupi =l property values -(that is,- increased =- the -= number -of

PuP-tis by -whith values were _divided): atcordingly-.. eOnce-this, is

=done ( and- _the -statewid-e- eproperty- -value -averag-es _approp_riately_

adjusted):,- it -makeS -both- po-wer equalizing and percentage -e-qualit-,

nation -- highly favorable eto -all- five cities.

=For =example-, in= Table it-was Shown -that power

p_ure*=s-imPlified=l orme:Wotild_thave resulted; in- schol -tax increases_

of moderate proportions in Cleveland, Detroit and St. LOuis, to

=gUarantee the -same level of -revenue-/enue--as- =exiSted; in= 197=1= 72 -, -a,

-)01Th 4
=
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large school tax increase in aicago and a small decline in

Boston. With the NEFP weights, there would have been large

school tax reductions to yield the same revenue in all five

cities, ranging from 19 percent in Chicago to 34 percent in

Cleveland. Similarly, Table 11 shows that simple percentage

equalization would have reduced school taxes., holding revenue

constant, by small amounts in Boston, Cleveland and Detroit,

with a small increase in St. Louis and a large one in 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 in Cleveland.- the NEFP weights d lot more for

these cities 'than does, the variant of = special= urban aid simulated

in- Tables 10 and 12.

This--weighting -for, cost =differentials = -pOWerful.:-effeet

-On- -the -outcome-of lull -state =funding-. Itec-all that in Table-

fun 'state _funding_ _ProdUced_ -school tax increases im lour -Of =these

five cities, and==a-isthall -reduttion in BoSton-, with-Tevenue-Ter

pupil increases in all cases. Adding the NEFP weights to the

-cal-mil-at-ions =results in-School =tax -reductions in-lour -a the=

=c-itieS and- a virtually -unchanged Sehool tax -rate- in='D-etroit=,-

but Detroit receives nearly 40 percent more revenue per pupil

this constant tax rate.

ry
e")
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On balance, a rather conventional set of measures is attractive

as the preferred solution for the problem addressed here: or-

dinary percentage equalization combined with a set of eights

that fully reflect cost differentials. Both concepts, percentage

equalization and cost differentials, have wide acceptance, are

readily understood and, however difficult, can be expressed in

non-arbitrary quantitative terms.

,

Although the arithmetic of percentage equalizat±on seems advan-

,

tageous to our group of cities -- compared to power equalizing

and full state funding ---- it is appropriate to write a few words

id defense -of -both= -these alternatives. = Both =-represent rigorously=

logical Jays t achieve goals dictated by alternative value

systems, goals that include a substantial degree- of equalizdtion

f schodl resources- =and, if cost differentials are = recognized=,_

attention to the overail fiscal problems of the large cities.

-The -Velue- tysteth--underlying_ power :equaliid.ng -arrangements= is that

recognition -of differences in local :preferences- regarding= -educe=

tion is- highly= important,: provided: that:Ocel preferences_ ate

rendered independent -of tax -bate :differentials Eby appropriate

=state ivatarite-es-0 the- -yield-of _a specified -tax -rate
_(-or- rates).

If it is-agreed/that ideal= preferences should =be permitted to

affect school _finance -outcomee,_ -then power equalizing is a

=efficient -means in- the economist broad= definition-of
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ncy -- of doing this. It provides

cording of voter preferences.

CF=,

for rather direct

ItY theory, percentage equalization can be designed- to work in a

way similar, topowet-egualizing in reflecting local preferences,

albeit somewhat less directly. .liowever, a percentage equalization

with a low ceiling on the school expenditure per pupil recog-
.

nized for state aid calculations and/or a high minimum grant to

riot districts will be highly inerficientAlstive tot-post power

V*,.
equalizing plans considered or adopted. Thus, provided that the

v,

large cities can be protected from actual fiscal damage by re-

_cognition_of cost differentials, a strong advocate of local

Choice Shouldjrefer power equ'alizing, even though it is not

quite as beneficial to large cities is percentage equalization.

The value system= underlying= -full -state fundingtholds thateduca-

=tion is simply ton importantto_permitiMuth-rein=to local chOice

vithin a-state, If thisibelief-predoMinates=,_=tbeirlulIztate

tunding.with appropriate-retoghititn-of=cOst differentials is the

*right system, =despirethe-fact that the large cities -doh -not fake
.

-as well as-under other ayatetis. 14oreovet, it is-pOssible tp-,

argue that the fiscal disadvantages to the large city under full'

at- ate funding are illusory, A rigorous full state lunding,plarC

in time shOuld-proVide-for so much.uniformity that the whole
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system of school finance- becomes a state one and is no longer

any element of local government finanCe.

The analysis in this report and in nearly 01

school finance reform treats the fiscal arrangc..nts within a

fission of

state as consisting of two systems: (1) the existing state-

-financed services; and :(2) the existing locally-financed services,

with the latter divided into two sub-systems, local schools and

local non - school services. ,We then-consider the impact of pro-

posed changes in school finance on the tax rates required to
I

support the local government system. Tull state funding perhaps

shodIcLbe-conSidered,in=a.rather different:way, as transferring

the:entire-school sub=systeM=Irot-the lecal finance sySteM -to

the State-finance syStem. It -has- been noted at several pointS

imthi's report that-uniformly-high-Statewidd-takeS:erel_less

=damaging to=centrai ditieS-phah-dlIferential local taxes.- The ,

-fact that some central-citytaxpayers'Payiligher taxes_than at

:present under Idll -state lunding,thds=maylbe an-irrelevant
4

consideration in the present context.

Th4e are=anal-ogOus situations=outside the schools. It is rarely

a±gued=that large cqptral Cities are-worse -of fMumi a state

ipverhtent assumes lull-fiscal:responsibility-for a-publie service

traditionally financed-pertly or wholly from local government

r _7"

t...)
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revenue sources; recent examples of this in northeastern states

include state takeovers of community colleges, categorical

,public assistance programs, local courts and local correctional

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

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.

If -full state =funding Is -rej eoted-on, =the grounds_ that ore- local

choice -should= -be perMitted, there is one- feature in--the :alternative

plena =that could be designed = -to ihelp-=some- large =cities subStan,

tially-. This- t eature -concerns the-geographic -basis- for =calculation=

of state aid-. In -most -states_-outside- -the putii,_ _and_ inliall f =ohr

States eXcept -Maryland=,_ =the :geography_ =of 1-schoOl -org-anilation= ;-- and=

1

1

the =basis -for caiculatiOn -of aid= ,--7 -can- -be described- _as: _azhaildfhl

-1'

-of -very -large -central -city -School districts_ =that are islands in a

sea- of liery small- districts. =In_ our MetrOpolitan _areas other than,

=Baltimore,- the =mean size -of outside,-central-city -s_ehool=

(in- terms- of pupil enrollment)± :ranges from_0-.5 _percent -(inW

New York _an& =Chicago) to 5 percent ,-(in =Boston= and-St. -Louie-) of

0

0
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-the 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

matter how rich the district, then the school finance system

treats the central cities differentially solely by virtue of

their size. In the central cities, pockets of high-value taxable

resources are averaged into the overall tax base for aid calcula-
e

tion. Outside the central cities, individual small districts

that amount to such pockets are not so averaged, but rather

-benefit fiscally =from-the _Minimum-grant (under- percentage

-equal diation)f,-or the lack of -recapture under _Odwer equarilingl.

It would be entirely appropriate to divide the central city into

small disttiota- lot _aid calculation- Ipurposea, thus Troviding

parallel treatmen't AS _a- _result , high-central ibusiness- district

values -or highteSidehtiaI values- in- a few neighborhoods- would=

not be-washed: out as =they ate uhder the =conventional rules.

An illustration of this -approach- is fcaind in the New York

experience 4..n -the mid-_-19601 s. At that time, the --basis of calcu-

lation was changed -from citywide to borough-wide. Previouly_,

the very high central business district property values had made

the -entire city a-miniMum7grant -diStriot under the ,percentage
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equalizing 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 statewide average aid percentage. State

school aid to New York City increased by about one-fifth es a

result of the change in the geographic basis for calculating aid.

This does not necessarily argue for dedentralized management of

central city schools, although the change in state aid in

New York was associated with decentralization shortly- thereafter.

= Rather-,- -the argument is- for parallel fiscal _treatment, if -the

basic state -school -finance- _plan -contains- the "impurities- "' -that

nearly =all- such plans= do=have

A-- final note. It was noted- =early in--this -report -that some large

aides are dreadfully poor in -fiscal terms srelativ'e to their

states and metropolitan areas. Cleveland and St. Louis athong our

cities fall into this dategory, but there. =are others not studied-

here. State school finance reform- shoulditreat sUch- cities

-generoualy,_ but _there- mo--sensible--_way-for -the -school -fifiante

_system to- remedy all,_ or even= _a large- -part, _of the="1-isoal -distress,

-Of -the ',pauper -cities._ Instead =, relief =Must =come :froth- outside the- -

=schOO1 finance system-,_ 'from -non=achool -fi-Soal -mesSures

tailored- ta_ =the specific CirautastandeS -of-the scities. =More

we-should- avoid- loading- =Onto-the -school _finance- system=

-0-1. '47)
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all the fiscal problems of local government, just as we should

avoid,loading-onto the schools themselves all the social problems

f our country.





APPENDIX A
DERIVATION OF DATA IN TABLE

It was noted in the Preface that this report is _based, wherever

possible, on standard published statistipl sources that permit

comparison among places (and corapdris*On among variables, for

any given place). Comparability is maximized by heavy reliance

on Census Burean data, and other Federal statistical sources

linked to Census definitions. Some Census data fOx years -beyond.

1971 -72 -are available, but not a complete set; and therefore the

basta _cotaparison0- are for 1971-7-2-. As_ ill be--seen-,_ some of the-

teS= for 1971t-,72_ _are= =baSed= -oh= _relationshipi :revealed; =by_ =data-

for even-_,earlier -years,_, =but ionly:-==where- =nothing= =bet ter_ is -aVailable-.=

lletropolitan-area definitibn._ =Five -of -the inetropOlitan- areas=

folic* the official =Federal designatibn as that designation-was

when fiscal-data for 1971--72 were- being tabulated by the Census

'Bureau (the definitions for Detroitand New York have changed

subsequently). FOrPhiladelphia and St-.= =Louis,_'the New JerseST

and Illinois portions, respectively, of the SMSA's have been

=Occluded ;_ ince- =this '-:-Study-- =deals_ -wi th= =state- .schbol"linance=

--arrangementair it =makes_ little -sense= _to- inClude- =the -out=iofs tate

parts==of an SMSA-= inEthe 'analysts. Tor -BbSton= the ,area, is- =hot,

theSMSA -per se,_ but rather Massachusetts State Economic Area 3;_

the -uberitta-1 Is-hot Boston -,_ -but =Suffolk =Connty_._ This-area=

2 =1 -2

eltA4 A.
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definition stems from the availability of Census data on lota1

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.

Personal income. The personal income concept used here is that

developed by -the Department of Commerce for the national income

accounts. State and= metropolitan area personal income- estimates-,

are- publiShe& annually- in the Survey of_Current Business. To

distinguish between central cities and the outside - central -city

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 of central

city =to SMSA -money income per capita 1969 alSo applied= to

personal. -income per -capita- in= for seXainple-.

PrOPer_ty_i_values_. =Except or -New, York,, =the 'basic source -;here -was=

1972-=Censusi-of -Governments_,- -Volume -Assested-;values were

=converted= =to =estimated- makket values-- eth-e :basis =of _assesS,_!

iinentsal s= =ratios_ e& in= 'the 1972= =C'enSut:, in=s-Ome--Cases-

-SupPiented---by-tunpubliStie&-aSseCsnient ratio_ -data- -andlor

trOm-=the previous_ =Census, in- 1-96T. The, -residential: _component was

=broken- =out in a= similar :fashion. In= _a few =cases-,, =the _auth-or had

access- to locally- applicable information: _that -snppleMente& =the-

CensUS: =data._ =For New-lork,_ local, -not =CensuS,,_ data- -were-=use&-aS
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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 property, including a sub-

sialitial proportion of :the Housing stock. State government data

do provide coverage of -the entire universe, in contrast.

Local _tax_ collections. The basic source here was the annual

Census Bureau. release on the finances of local governments in

large metropolitan -areas. Except for Chicago, Cleveland and

Detroit, our central cities are independent of the surrounding

,counties_i_Jand-no-radjustment_ or manipulation = -of -the - published=

-Census-dat& is reqUire& --:(-Boston= :part =of -Suffdlk but

_We -used:Suffolk _a -th-e icentral,dity- -equivalent in-thie -study) .

For Cleveland sand= =Detroit ,_ -the annual rtlease-=on=thetto=,

politan _areas- :provide& =data_ =for -seiect-ecF large= =units- =of Iso

government -an& -the- 1912= =Census= -o f -GovernMents_ "provide& ithilar

=data- ch= 3ther units-. =For thase-runits= -covering =an-area= larger

= than -= the -- central= _City- :(6.-g-. ,_ the =connty- igovernm-ent =or =the-

ChicagdIletropolitan--Sanitary- Ziatrict)=, =tax =coklections_=_were-

allocatet --betWeen =the- -city- an& outside=_centraI,citT areas -on =the

= assessed- values- =Cfor -property- taxesY,_ -Census =of lusiness_

=data- =On- _retail sales- =(fdr sales = taXeS) and =similar indicators

minor county
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"Locally"Locally borne-lodal taxes. These comprise local tax collec-

tions less the portions whose economic bUrden is estimated to

have _been-shifted-. See Appendix B for a full discussion of

this.

0

n =4 -A
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APPENDIX B
TAX EXPORTING ASSUMPTIONS AND ESTIMATES

In making estimates of the extent of tax exporting, one must frame'

assumptions and piece together data that deal with three general

situations:

1. Taxes that involve some shifting from the initial impact

of the tax to burden-bearers some of whom may be external

to the jurisdiction in question.

2. Taxes that involve no shifting at but the initial impact

of which may be on non-residents. Examples include property

takes on vacant land,.some of which may be owned by non-

-residents; local -personal income- -taxes paid by commuters; and:

local saleS_ -takes= nn-,purchase's =by- visitors =or conitnuters

3=._ TaXeS-exported= in-the -sense =that =they Teduce- Te-deral incOme-

tax liability. State-local taxes =on= -POpetty,_ =retail -sales4_

lersondl incothe" -and= 'gasoline -are= deductible- iteins for the

Federal individual income tax. It is true that We all share

the-burden-of -sUch-:stedu_cti-onS= Pederel tak liability=, at;

Pedetal income =tax payers-,_ _but =that =burden, is- -uniform=thation.

ally-, =On= the-other =hand", -the- -ektent that one jurisdiction=

-depends =More- heavily =on taxes =that _are ,Federally deductible

than its= neighbots =the lotally=borne =tax burden= =will be

smaller in =that jurisdict= ion,, -and! it =is the-Zdiffer6ntials in-

tax burden -that =concerns us here. =Of- course, all local taxes

216
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are deductible expenses in computing 'business income for

Federal tax purposes but it is extraordinarily hard to

take thia into account in any reasonable fashion; moreover,

to the extent that such taxs ard paid by corporations

subject to a uniform '(non- graduated)- Federal corporate

income -tax rate, the inter-jurisdictional. effects of deduc-

tibility will be less differential than are the effects of

deductibility against 'the graduated individual income tax.

Table- B-1 -summarizes -the -assumptions_ and methods used- in this-study

for estimat -ing =the -extent of tax -exporting,.

=Public -finance -theorists _have shatp differences abOut the Shifting

-and= Intidence-of -property an& :corporation, income-=taxes_ in igdnetaIl=

-there -is-no-clear =cut :consensus- amOn& :Moreovet,, =whatever

the theOretital conclusion,. the- actual ,process-of shifting-of =tax

burdens -in- individual areas -wl11 -depend-upon-the =relative-,he-ight

of -tax- .rates,_ =the _are-es_ competitive -advantages, and:-disadvariteges

and= a variety of other -characteristics of =the supply -of and=

Zethancl- lot the _goodt -antt serviceS -affedtedihy-- the= tak-- queStion.

'Most of these factors are very difficult to measure. The assump-

tionS shoWn, in Table 111=,1 are essentially a,Inatter-of =the= author te:

j= udgment. The-ctitical -variable in-most =cases -'is _nOt the=,extent

-direction -6f shifting- that is_, -whether' it is-property--

=owners -consumers-or -employe-es-that hear the tak -- -hut-whether

74'
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property ownets, consumers or employees are residents of -the

taxing jurtsdiction or not. For example, little of the tax
rif)

On rental housing- is _assumed_16--be exported, on the presumption

=that most rental property is -owned :by -tesident =landlords :(and-

renters are of course local residents)_. Ori =the other'hand,

large portions -of =taxes on nonreSidential,business income and

property ate assumed to be exported, on the presumption that

many business owners as well as conpumers -of the goods and.

services; _produced by taxed- firms are non - resident -to the eaxin

jurisdiction.

=A= iurther -mord= Is- =nece ary ==personal income- =taxes and=

in. -regard! =to= =Federal come= tax =offsetS 197=1-r7-2,_ _all =Of =out

cities= =ekcept =Boston, hicago-ernployedyrocal -income- taxesl, -some

mon=central=city j, r dfictions_ alSo--us-e-d= this tax in==,t

=Detroit and -Phil=adelphia- area-._ The =Balt/More= tax =(=and= that Aided=

the -subutban==cdurittes- Iry that area), aPplies =only- tO= residenta. =For

=Cleveland =,_ :Detroit ,_ _Philadelphia and =St. Louis =, the -extent of =eic-

ort vas- =estimate& -from- data= ri- commuting-, =patterns =and= -earnings-

197_0=-Cenaus-of -Topulaticin,s -adj-LiSted= lot -the= specific leatutes=

=Of =the local income taxes r_(e.-g-._,_ -the-differential =rate- in-_ the -Detroit

tak) =. Tor _NeM--York-,_ local -estimates =of the =portion- f =the =tax- =pat&

=by -commuters= mer,-. =used-=.1;

WerieVet -1O-cal =data- -Mere =utilized= in= these
=estiMateS1 =this =WAS-Mote =frequently- -=,PosSibIe- Inr =New- Yotk than= for
-other _places =._

el,
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Type of_ _tax Perdent of _fevenues _asSumed-_-to
..

be _eXported

-Rest _of. :SMSA

Taxes assumed shlf ted in part -:

1. Property taxes 6n rented housing

2.. Property taxes on commercial

Central 'City-

16.7

kip

realty, 61.1 38.9

3-. :Property =taxes on industrial
=realty 66.7 100.0=

4.- Property and-,gross receipts
=taxes -on utilities 25.0 22.2

Property= taxes -on-motor
=vehicles- `-

6. -Property taxes= on ,business,
_personal -property,_ n.e.c.

,Corporate income- =taxes

Taxes =assume& to involve Little
or mo= shifting:

=Property taxes-on -oT,mer--!-

=Et op erty.taXes- =oh- --vela t rand' 33:._

10-. Personal income -taxes

,Lo_da-I :general -sal-es taxes_

12-- =Other local,nonproperty-- taxes:
Selective

e,

10-=.1Y

65,0

60:4!

33.
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Notes\tO, Table 137-1

*Exporting_ due solely to Federal individual income tax deduc-

tibility andlor- commuting; extent of -expotting varies depending

-upon 4cOme levels -and/or commuting_ atterns._

line 1: Assumes that 1=/2- borne =by- owners and I/3 -of this borne -=by

=nontesident owners.

line 2: Assumes that 1/3 =borne by owners and 1/2 of this borne by

non-resident owners; 2/3 shifted forward to consumers, of

which 2/3 are non-resident for central cities and 1/3' non-

=residents for =the test of the-SMSA =(that is, =mors-of the

=commercial =propetty= itaxi)ase in= the =subntbs-,=COnsiSts-of-

tsSident=serving===stores-and!=th

line 3: the= -central' =dities-,, _assumes:that It3 is shifted for-

=vat& t_o-conStitSts locatedi=eisewherS.an& 2-1:31=neit =Shifts&

=or =Shiftedi ibackward,_ vith= half =of this, latter -amount

=exported. ',For the _test he-SMSA,, 11 =the_ -thurdenbeatet,,

regardIess_=of the shiftingvpattern,, =ars aSsuins&t -=-.he-

rion=,_residerits-.

Tine- :Tor the-centtaI=cityl,_ assumes- that 112', =thusineSS

custtimers =an& thaIf -of this= Is-exported'. Tot =the -test of

the SMSA,_ _assumes thst 1:13= =falls On, 'business, =auStothets,_

but 2/3 of th4.s exported.

0
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line 5: These are rough estimates of the relative extent of ihe

non=passenger-car component of the tax base, with half

of =this exported._

line 6 -: This is a rougVamalgam_ of liries -(2): ncl= -(3),.

=line 7=: This IS similar t line =(6)-,_ but reduced:to recognie

that utili4es= May -be -included-here; see line -(4)-

line 9-: Assumes -that l /- 3 -of- the -tax '-by non- resident owners.-

line II: 'EStitnated- -Share -of -taxes =Paid= y commuters -and visiturs_

_and= -expOrted- taxes -on= inter:heft-ate :business Turchases_.

line

Further =estimates are-necessary -to =recognize =Federal

individual income tax,deductibilityi._,

Arbitrary==ectimat-esl, :this= is =a-diverse- =gro_up=of ;taxes, for

.expottingr_ posoibillties: =are !generally =s1.1d11.-

in cases!,_ it was- =assumed! -hat all the- :tax ,web_ !bottle 4ithifr t

SMSA=, =excePt !for the- iMpect =cif !Federal inedme-

Thiss=:Procedure =thaket!'it, ;possible :for :suburban : -areas torthav_e-m-et

orts -f =central ulty,:fion.=rprop_erty= taxQe.

The -s-iz-e- :or the Fed at tax !offset -was _!eStirnated!=on:: 1)-asts-==o-f-

Cens_us::data!:an_ sfamily in-coMe levels -of ihome-oWn-ers: -(which suggest

the =-appropr=iate- Federal- marginal income tax -tate)E:and::Censua-data!

the =extent of ihorne-mm-ershipi, -=-the==assumption, that few-tenants=

iteinit 6- _deduetions= teircept -in:New:lark, -where= marry: tenants:ihave-

relatively !high: incomes= =and_ -find: itemiation= attrattiVe tb-edaUSe-

0



of a very thigh- state- income tax),. The Federal -tax -offset Is not _a=

=trivial smatter.- Its estimated value- In respect to property -takes

on owner.=_occupiedthOuSes was -equal to percent of total local

tax collections outside the -central city in four of the eight =cases

and between -8= and II ipercent in the =other four cases.

Tartly- for this -reason, the percentage of -suburban property taxes

,exported is not as much below the-dentral_scity -property tax =export

percentage-as-might have =theen, expected superficially, _as Table-13=2:

-shows. Indeed,, for Philadelphia, _ the ,outside-central-city property'

-tax export percentage- is the higher one (although both are loW-com-

pared to the _=other SMSAAS):-.. The Boston case the-otay,one with a

very Iarge.diffetential in the export pereentage=._ =should i 'the

mentioned that the ,crudeness Eof the methodology ,emproyed, here

suggests - that -small idifferehoes-=thave=no-rieaning._ Also, . there= is

=some= xeason, to-,baieve-,that the =assumptions= ,used here have bias_

in the-_-_direction-of ,understating, the export percentages - =I- or =those-

-central cities with the ,most =successful =central business districts,

notably iBesten-i-,Chidago:=,ari&Ilew.==-Yotk._

The --non-property tax -export percentage-do-met .exhibit -a=cons=iStent
.

pattern, _ as is to,,be =expected in view= =Of the. heterogeneous inatute.

of local ,non-property taxation-. The only general tad =seems tto,the-

that the =delft-rat city's export percentage will =exceed that of the

environs only if the =central :city imposes an income tax that
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-teathes- non,res_ident -comMutera ( which =Baltimore, Boston- and Chicago

=do not=) the -More important that itaX, the higher the differential

in_ =the =export _percentages between -- central city and suburba, *ith-

Philadalphia the -extreme =case-: The suburbs- "import" large amounts

-nOn-_-_property- taxes -net, heceuSe of the level -ands,hature- of the

Philadelphia city earnings -tax-.

As the-thitd--coluMn of Table _13==2: shows,_ for all taxes- =coMbsined,_ the

-ektent -of -exporting is :greater for =the =central _cities_ than_ the

suburbs - in all =eight cases_i_ hut the differences=- are -- insignificantly

smal =l-for= Baltimore and Tattoit. In= the,other _casee-,_ =they _are large

enough to influence one's conclusio-ns regarding the central city-
,

=stibUrhatt hutdaii= -Off



224

Table B-2; PERCENTAGE OF 1971-72 TAX REVENUE, ESTIMATED

TO HAVE BEEN EXPORTED (NET)

Property -Other ,local
_Taxes TaXes_ Taxes

- Baltimore-
Central -city 38- 19= 33=

. Rest of =SMSA- 35 231 31

Boston=
Central -city
Rest =of SMSA

Chitago,
Central:etty
=R=est --Of

Central :city
:Mat =of _ SMSA

net-nit
Cant-ral =city-
:Rest of SMSA

New -York
-Central :city=
:Rest --nf SMSA

Philadelphia
Central city
Rest of SMSA ;-:portiorr,on

:Stt_ louts_
`Central :city
Resit of :SMSA- -E:(Mt.

45
23

48
37'

47

3_97

4(-2=

39 36.
34,

2

9

26-
10

"



APPENDIX7-C=

THE -CIRCUIT-BREAKER

-As-oti January- 1- ,_1914, twentyrtwo =states =had= -"Mir cuit4breakern=

programs -t or property =tax r =However.,_ _all hut five- of -these'

conf=ined= telief -t-o: the- -elderIy_-; Michigan_ was the_ cinly- -St at e _aMong

those =Covered= -in- -this- t eport , :with tprograin= -tot -all -age-groups.

The =hypothetical =circuit,,breaker -analyzed here: applied= =t-d- ages=,

7--
and' fdlIowS_ =the -Lines- -of -the :Michigan pr.ogram-,, _with= two-_alterations:-

...

it. =Residential _proPerty taxes:that -exceed:tie-A-percent =of

houSeholcr Inds:MI6 _ate-deemed= to -be excessive- and eligible=

tot =a =-rebate= _troth-the tstapa-tgOvernMent.= t(MiChitganttuSeei

3-=.75-- percent hut_ the-CensuS:=datattutilizedi tor te'stimatingt

in this report :break at 3A= =andl =4:.-0==-Iptertarit not 3-.5 per

Ment_._,)==

rebate itt t60; p_erd en t =d :exc es's t ax-tpayment

oddling= tof

3t.41-ent erS: _are= tdeemedt to -property, t axes= tequalt to = =

specifiadt=permentagetof etitst._ In= the= Michigan===p-togram-,.

=this= is: tset at 17' Percent;_ =other =states:mse-ipertentagett

as- thigh :as= _25-andt ta6= =as: 10., =For - example:,. programet

confined :to= the==erderly,,, tEltrinolt--tuses: _25, per cent ,,=Miesontit
.

,kmonveniant :summary-tot their _provisions -cantle= =found! in:Advieoryi
ZUMMiSSIOM-tOnt intergoVernMentel F erals State
FinarideS1- ttEignifidantjFeartireS__Iofif-iSeal==FedetaliS1973-;197=4-=
EdittiOnf-, Tablet 108 _. =1871-

=

_ _ _
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18°=perce'eht -and= Tennsyivania- _perdent. ,Census-_ data- Ina-,

nate- =that TropertY- tax -zpayments- as= a 13er centage =df =rental

receipts - differ considerably _among _regions-. -Moreover,-con-

teMporary -sproperty ;tax incidence theory suggests :that E

improper to assume that all of the property tax on

rented-housing_ is-shIfte& itO-tenants--. TherefOte-i On-the=

basis of a more appropriate theoretical assumption and the

available _eyidence on =the level.-of =property taxes= TelatiVe-

rents- =and' TrOperty- -Values- in Aliff erent areas,,_ -the- f011ow--

ing=,property tax :equivalentki_ -expresSed- as- =percentages= =o-f

ross_ xents_ are =usedf::

1Clevalandi _and! 15-=

De =Chicagosi_, "Philadelphia=
and Baltimore 13;

New ,'York 201=

33oaton-= 22'
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It is- snot possible- to eStimate-the- -resits_ of introduction-of -a

circuit=breaker =with- any prec-isiOn-, in the absence of =detailed=

-Census cross-=tabulations for each area considered=. -However:, -rough

estimates -carVibe =made , -on= -the -baSiss =of -published" -data. =For renters,

the- -1971Y=Cenaus -of - Housing :(2), =reports -,_ Metropol=itan = = Housing

=Characteristics , provide -adequate :data-on, srent7rincolie relationships

for =direct,: albeit =crude-,_ =estimates =dwner.,odcupants_ -of

family thouses -starting _point is-a epeciai =tabUlation-Itin-e-;by the-

Ce=nsuslUreau= for from sraW -data -collected= _for the- ilesidentiaI

2= -
-Finance part of the 1:9_70.,=HOusing_,Census. This_ provides_ -datalcit

iFor=the, present purposes-, =the- iretiOnaI =data ibeen!

adjUS ted! tO:= reflat t the -,differentes= ibetWeemlestiMatedi,effettive=

-resident=ial _property, tax-, tatea fbr :the- entire- tegioha testimate&

information ="- the=1910:11ouSirigi:CenS-tiS1

and thcse- for- our metropdEitail,==areaa- =dity_=-SUbUrb,),

.-_dIfferentiatIon-, ((estimated= -on= _ the -!basTS-Of the 1972',_Censusi=tif

Governments ,an-d; _other eiiiirceS)i.. An Thditatiomiof =these =differefiCes=

is= -found; In, the- following summary, es tithat es, effective = greSidential

2 This -spoo-43: atI4atian-===-47-as= pubriShedi --=by, the- =Census= ',Bureau-se--

'SO Plo_lementary, 10-ort.,, !HC-I(S1-1)131,_ Jun-e,



property tax ratea:- --

-Northeast

Regiori, 1970=71 SMSA-,_ _1971=72

1.-0%
=Baltimore 2r.-0%-
BOstoh, -4.11
New- York -,, 1.1.
_Philadelphia- _2-=.1i

-Mirth, Central' _2=.1%-

=Chicago_ ..- 2-.31
--Cleveland: I.43-

iDetroit 2=.4-
St. lOriis- =1-.13-

The -methods used= in-this adjustment asSumes that the -structure of,

tax=inc-ome relationships for the region _applies to each- of the
- ---- ---

=cit=ies di ItS,,,sUbtirba4; only-ithe-1-4V612=idliffera., i& Ihrth _.step=

-=Ciredit=Breaker iltasults.

Some,of the tesults-==rif ithese.elaborate=calcuIatirins==appear- in-

j'abae- (C41. The ffirsit ,column, In= that table- shows, thh-aggthgatie-



Table =ESTIMATED- =PROPERTY- TAX: =REBATES= :UNDER- -HYPOTHETICAL

=C-IRCUITriBREAKER

SMSA

;Aggregate ler
=bate- as % of
Totallesiden-
tial =Property:
Tak_Collections

229=

Percent_iof _Aggregate _Rebate,
laceived=_;by=:-
-Hougeholdaviith-
leag: =than=

000L Income'? Renter-s-

ilaitimore:_ =Central City- 30- =6_3=

Outside 8 -49-

BoatO -Central =City. .5-8=

=Outside =17=c 39

=Chicago:: =Ce=ntral =City 13 =63-

Outside =8- 39

(CleValfail ;Ci! 16= 74

OUtaide. 6= =501

Datroitl. tCentral =City/ 22 =6CY

=Otsi-cle= 39

iCentraI 13
OutM:cle-

elfilitat_ Central _City
iOutaida.

14

Central City s 15=_

-=:Outside= ==12-P:

Egtiiiiatadt=o= the basis =Cif =publighe-di
-Cens=us- f=iscal =data- for 194=72.-
TOugehdid incomes= -iIi-=119_691=..
2h-e-==SMSK :State ECo= nnk Area 3_;, =t
Pennsylvania =portiOn=ofayi;_

re

N

===Censug-=

e= =central

1=4-,

10=

30=
_8,-

a ail&

= -Stiffalk County
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'Value' of the rebate as a percentage of the total residential

ptoperty -tax collections- in the -eight cities and their subutbS

collectively. Other data in this report _permit comparison of

the rebates with personal income, but the simple comparison in

Table C-1 is a =rough measure of the tax burden relief yielded by

the circuit- breaker.-

As the earlier discussion of estimating methods indicates, the

relief = provided by a citcuit=breaker is a- =function- -of its formu-

la, the level-of, effective iprope ty tak tateS and:: the -height of

housing iprices relative -to- perSonal income in_-=_different areas.

,The =extent =of aggi_eg-ate relief is also= affects& thy- the-relative

=degree of renting as ,coMpar d===to-owrier=occupancy,_ since

larmula used there =explicity assumes= that =not all of the property=

tax-onz-rental :property is :paid::iby tenters. The -third. column - -of

the -table- is incIudo&to,==give- s'ome rough indicat=ion= of the =sens-i,,

tivity- =of the results = the first =column ==t_ the =size of the

tenter :_paSs=through-1, =where --the figure in- -the thit&=Column= small
__

as- in =the :D-etroit and P=hiladelphia= areas and In suburban===territory

in_ the- :Chitago=,_ =Clevelandi,_ -New_ York and:-St. IoutS areas,_ a more
-

=generous_ spass=througli= tor renters :wOul&have little = effect =on= =the

reSuIts -shown in= the =first =ccilumn._

Because =effective !property tax rates are High, relative to the

suburbs in =most of our central ,cities and because low-income
..--

.e7p otrtivr-A
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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 in central cities in seven of =the eight

.cases. The exception is New Yor where central city residen-

-tial groperty tax tates-.are -welI-=below- -the suburban average

-(to be sure,_ _this is _alset -by- much-higher local -ncinproperty

taXes in New- York -City)-. --What_ is- -reaarkable IS bow: lerge =the

suburban rebates are despite these factors.

The second column reveals -an- even- more remarkable fact:. the

t,consfderable extent =to which= the rebates do not accrue solely -to=

Iow=4-n-come thous eho=Ide,7:Using, -$1140011 as the diViciifigt

in =central = Eadveland! Tbnadelphie,andi _at 4, 1;611-1.-

twci=thirds -more of =the: ebetes_sv itoh-ou-sehords,vith,

'incomes,theIow-$10_'0100_ And in _ the --t!outside -,CentraltiW's

areas -et thee CIeveIan-cl:_andE St Iouis- less=- than--hal=f the te,--

bates such households. Moreover, the higher the relative

site of the -eggregate- rebates-,_ larger -is ;the-

1>iciportion-rece-iVect by, bOusehOlds--, itliik4.ficomes-,df

That such large :percentages-of ,circuit4breaker ',goes- to-

aboVerthedian=indoine- =families =a-direct result f the-mature-,

the the -dollar- amount of -rebate- rises`- ,ex-p-endii-

ture-=-,Whieb does ifictease- =min, ifiedde tca= :typical -$25-0003ifamily-

=May not =spend i live- tallies as :ma-eh:I-or thousing- as a= S54(10V-familyi,,
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but it =will -spen& =three- or =four -times as Much,_ even if :the -coin-

patison- is confined to renters or =to-hoineewners),=until -the -$500=

=ceiling- is_ --reached , which =Occurs =only- vhen intome- Ls- telatively

high= an& =housing =expenditure -as a- eprepottion _of income is _also

Indeed=,_ this- =tendency =of the circuit-breaker to- benefit

those -_who= _ate --by ,no-theans--aMorig =the- vorst,-off =of the population

!has= heen-stresse& hy the -critics =of the circuit,=breaket,_ like

liaron-_,Of The- =Brookings Institution.-

If =the- =circuit7breaker -relief is =to he- More- -condentrate& on Ic-mq.

income= household-S a more -restrictive- forinula-thuSt =be =use&. But

=formula--,-has= =two,drawba-cksi:= it has Iess-_popuIar =appeal

because fewer :benefit from: it :an& :provide=s- less_ =aggregate=

Property tax_ -relief_,_ tor 'cent -rat :Cities-as= = tor =suburbs -.=
.

Another :negative= =arguiaent might

=finance-icitcuitbreaker -are-eften--.ntit Very -430=

Itessive- InciZence-;: ihoweveri, thgt -argument applies to.nny

scheme -tor =equalizing=:sichool finance-or =:c-entralecity ta

involving =state :government =fiscal ,tesources-;_
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SCHOOL FINANCE REFORM IN NEW MEXICO 1974

The Tritriary intent of the "State Equalization Guarantee" passed b, 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,

Zepartillent of -Finance and Administration, hold annual budget hearings

in-each-of the state's school dietricte; that process provides excellent

leedbadk to- the legislative and-executive branches -of state gpvernment

froM local sdhcial boards and- administrators relative to the fiscal

needs of districts. It was primarily through that process that inequities

were highlighted and trede.vi: able.

TheTrevious comprehensive school_ =finance :reform- legislation waeTassed-

it: 19694._ That distributional -MethodE:was a, Johts=4forphet type of "staffing

formula" conteining thirteen: staff categaries of ntofeesional and-non,

professional 'personnel. Eased' -upon: a= district's ADM-, basic _program "need"

1,7es =detettilineS=by- allocating= a-number :of -staff positions =one

Rrincipai, pet 400- pd-=Multiplying the allocation-by- an appropriation_

:Unit for- =each-category =g=. $II,.190= -for -Principals- in -1971)-. After

=deterMining-the salary = osts, 2 -5 percent was added-for supportive dosts

and= e= state funded= 70 percent -of the basic program plus 100,-percent of

-,nproved special education costs, while the school districts were required

to,_genttate the remaining 30 percent of "need-' thtough local tax sources,

:Unfottunately, she state imposed unifotm assessment ratio of 33,-113-percent

of market value and= limitation on tax -rates combined with extremely low

property -wealth of school districts such that many distridts could -not

generate the percent local contribution-to "need". Consequently many

James-M len Hale, College of Edudation, Albuquetque, New Mexico. This
ia: an abstract .of an in-depth=repott ptepared for the U.S. Office of
:Education. 235
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districts 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.

Illustrative is the faCt that. following the first year of operation,

an equalization ap' -opriation was added. to the distribution which

guaranteed- a minimum amount of local revenue per ADM and that distribution

increased- to approximately 14 percent of the basic distribution in four

years; =thereby recognizing that p wealth districts could not meet

the 30 percent local 'contribution to need".

it was against the- above background and widespread criticjsm of the

-staffing =for-Mule- ifrom the =Ch=ief -of Sul:Tic -School =Einan-ce,=, Tepresentative-s-

from_ :large- _an& small school districts.,_ -teacher =unions= an& legislators = =that

the =GoVernot =forthed: an= AdviSory Committee--on= Schgcl -Sinance the =Spring

of Ina-. The a- staff - member of the -eiceciltiVe=b-ranch-,, and= =the

State -Superintendent were = named= -as =CoChairrien of ; the Committee -which=

include& representatives -of categorical programs.,_ -Tull =memb_e-rshir

of the ilegislat=ive School -Study -COMmittee - P=arent Teacher

Association repres'entatives, union repreSentatives, and School

Attu Lnis tra tor Association representatives .

The --Advisory -Coinniittee met approximately once -each- mbnth 'between July

and December with the Chief playing the --key leadership 'role. T}- =Chief

has previously hi=red an individual who was completing his doctoral dissertation

at the University of New Mexico in which he adapted the National Education

Finance -P=rojectis (NEFF) comvuterbased Simulation model to New Mexico.

The advocacy of the Chief and Key members of the Legislative School Study

Coutthittee for a student-needs based formula and the absence of alternative

e't
'



proposals except modification of the discredited existing formula,

established the NUT- type weighted pupil approach as the focus of

debate.

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 distributed? The latter issue was readily

resolved as to form by acceptance of the weighted pupil approach, leaving

-only the dimensions to-:le determined =. Simulated di-s-tribut-ions of

=Committee requested alternatives were provided by the Chief =. Although

the legality of taking credit of P.1. -8'74= funds as local -wealth

retained questionable, the Committee adopted that provision. However,

given- =the -Covern-or'S recoimn-en-de& 112- =percent in-c-rease-_, re-distribution-of

State aid: under tthe new forthula Indicated= =that 58- distriots wo_ul& -gain_

revenue compared =to existing funding levels and 30 districts would lose,

thereby requiring 13 percent of the proposed! appropriatienifor "save-

harmless' provision. The final meeting of the Governors Advisory

-Committee -reviewed a-- proposal for a- maximum increas-e of :12- ,percent lot

previous. categorical programs (Kindergarten , Spe-cial= =Education-,_and

-Vocational): and- a -total appropriation. increase -of, approxithately 15,3-

percent. That recommendation, although above the Governor's commitment,

became the package to be introduced by the L.S.S.C. and included only

9 districts in "save-harmless" (primarily due to large receipts of

P.L. 874 funds) after district sparsity was amended to it.

During the legislative session, school district sparsity was added and the

legislature made it clear that local boards should give first priority

teacher salary increases. The dollars per unit was established at



238

$616.50 in the Appropriations Bill as were maximum increased of 12 percent

for Kindergarten, Special Education and Vocational programs and a

maximum increase of 43 percent for Bilingual programs (in the second

year of funding').

Provisions of the Reform -Legislation

The -following weightings were established::

-Program -Weight

*Kin-dergatten _ =1.1 ,

-Grades 1,3= 1.1 -ADM-

Grades 4-6- 1.=0= _ADM

Grades -7--9;= 1.-2= _ADM=

Grades 10-42 1.-=4 ADM:

*Siiedial Education
A1B (itirierate/resource rooms 20.0 (total units for approved program,

not ADM)

C Mildly :han-dicap_Pedi

:D'teverly =handicapped=

-*-Voasetional

-*BiTin 41

ADM'

3. -8= ADM:

ad&on-):

-0-5 ,(Z,JE.--Es_ add -on)-

-*sublect -to State. Depatttent Of = Education approval

Sparsity_

Schools with ADM less than 200:

Elementary and Junior High: 200 ADM

200
=.1.0 X ADM units

Senior High: 200_ - ADMX
200

2.0 ADM = units

Districts with ADM less =than 4,000:
4000 - ADM

X 0.15 X ADM = units
4000

fry ,=t-_,-
icy



239

Teacher__Training_ and _sExpetience-

A.-_-weighte-cii_avetage of _teacher training- aft' experience is computed= -for-

= each- district utilizing matrix =of 5- aining levels and- 5-expert ance

-levels- The index is= -Multiplied:by -the -suth--of -program-units- (excluding

special edUcation-sunits)_. to yield= "adjusted" _program-units:.

=district' -training -and:experience- Index. shall be lesa than 0-.-=95.

Calculation of Need

A= district's "need' is determined by summing adjusted" program units

special education units and sparsity units and mUltiplying the total

units by the unit appropriation of $616.50. =However,, -due- to the 12-

percent increases= -on-=-sionie--prOgramai_ the= Vocational -pragram=

=unit _ amount =Was =- established= at '$46-1 and the- 'Special -=Edudatiiiii.--,pitigrait.

=unit -amount vas-7es tablished at 0871._ _The131TingudI program- limitation-

`did- nol ,necessitate _a reduation= in the =unit funding= level -hat did the

Tirhitaticih-1-,bm iKindergartea.

CalCtilatiOn==.of the__State_SquaIttation.=_Guararitee percent of

Appropriation)= '*

1. 'Calculate- ineed" as cleSictibed_ab-ciVe- =utilizing= -the higher

of the -firat 40:.=days--ADM:=or the first :=81.days-

CaIdulate -local -and Tederal _revenue -.received= from::

(a) '95- _percent of .a = mnifOrtit= IeVy-of 43:z:925-16M:1s local
ass eSaedi real: Property;:

(b) -9_5- percent of the- districea.share of motor Vehicle
license feesl_

(c) 95 _percent -of district's -share-of toreat reserve=

T(-0= 95-percent of -874 =funds-; 'and:

=(-e); '95_,pek_cent of re-gular vocational -funds :(20-
1391)

=101-0.11,1±1,
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3. 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 1 above.

'--Save=tlarmIssa!* =(1-._5 percent of Appropriation)-

Any =district =that -would- redeive less state revenue-Ter ADM-,_ except

Kindergarten and Special EducatiOn, =under the -state -equalization guarantee

than=runder =the previous year formula:, shall -receive-an allocation_ to-

guarantee =the previous year funding level pei ADM-. Ildwever, the -save=

harthIess_ -amounts shall he reduced=-each succeeding- year =until no = amounts

shall he provided= =Under thiS- --provision 1980-. A special: prOvislon=

vas -made tof inclUde one==district into SaVe=harmIess-due- to == the - large =grants

received that sdistr=ict froin= the- Atomic Energy Commissioni_

Transportation (6-percent :of Appropriation):-=

The =s tate-pp:Arid-es= 100,!percent of transportationtscoats_

Textbooks =(-2,S percent =Uf =App=ropr==iation)

Each= school -di:stria _an-di private= s-cfro 61 -iiartielpat es In =a special

textbook fund: Appropriated: =from- Tederal =Mineral leaSing= RIMS_ The

allocation- is :Made t-o= public school districts and =private A-rhodIS- ;base =

upon their -elementary and sec-ondary --ADK a8 =a= -Tercentage-Of the =total

public _and= -private =elementary _and! AerofidAry _ran =the -State. =Credits=

are, es tabli-shed!=with the State- Tex tbonk _and. =Materials Depository andi

the participants-draw- state approvedutwoks= andi-=materiais =

amount of -entiitIetnent.

orik%7±-4:7-1
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Supplementary- Distributions- -(0_.4_ _percent of Appropriation)

(1): Out =of,State- 100- percent state support forborder
atudents- -more -econOmically -educated- in -other states-.

(2) Emergency,- need based; approved by the Chief.

(3) Program Enrichment--- provides for special education diagnostic
services and other special-needs programs approved by the
Superintendent.

_(-4) Special Vocational- appropriation- Tor -Shared,tithe prograts
- for -high= sehoOI students- attending pdstsecondary- Area=

Vocational Schools- _as- approved' =by the- Superintendent.

=Capital =Outlay

_No-regular _appropriation.= -state funds- is- made- -for capital =expenditures-.

:=However,_ (the legislature. ihas- -appropria tech =apprOiciinately to

be ttlautedi=on= am.emergency =,basis_ as, recOisMiendedi the- =Ste te- SChodi

(13card, =by an( Adviscry (Council. Participatory limitations= -are-eatablished(

(by =extent =that -applicant (di-Strict tha u se& onding=_ =cap a at

New= -14extcola- (Cohatitu tit) 11-thitS, a_choo -diatrict =debt to, (6,43-emeriti

o =the assessed- va=lue ((=33143; percent -df market =value).-of =real; sroperty

in the district.

Horizontal lEtitility-

For the 1913-,74= schodl year,_ schoOl (districta-Operated((tinder the staffing=

formula =afal -were required( -to, =contribute 30( peroent =of "==need- " -.- ,PrOperty-

valuea rahged( from a= ,htgh- of -$1044084, pet ;ADM= O- a= low of $2,3; --Per ADM;

a --property =wealth. -ratio of 47-.-4_ -.to 1. :B_ ( the -wealthiest and -p_dor eat

districts =were- levying -9,-(.43==thills- for -operational purposes- that year but

the poorest district we'S net -geherating- it's 30(percent (1 ':need ".



The wealthiest district had no levy for debt service (satisfying capital

outlay needs from the operational levy) while the poorest district was

levying an additional 3.323 mills for debt service.

Under the reform legislation no= assistance is provided for capital outlay_

or debt service; howeVer,_ the--uniform levy of -8-.-925 =mills will -provide

'100zipercent of =need for all -districts. Since the state..chargee,-back

95= -percent -of the amount -that =the uniform levy -wotild, raise, =the wealthiest

district contributes significantly =more (about 47 times more)= toward

"need" per ADM than does =the= poorest district. The effect of the

charge-back is to allow more State resources .to flow to the le.

districts and-: for -the -most -wealthy :districts_ to :contribute-mare -.toward!
;

their ="need7': rit_shoul-sdi he ipointedi _out =that !tees Ethan- 5 percent of

New MexicO's 88 school districts have p`roperty Idlue in.. excess $40,000

per ADM; and, over 75 Percent of the students live in school d riots with

less than $10,000 of property value per ADM. The statewide av rage was

$11kil=4-2

-Distributional -equity is -the -- central featUr-of the teforin.legieletioni

although -the liniform=zmillrete =cherge4back -provides substantive taxpeyer

=equity=._ = Coupled - -with-. -the fact thet local =contribu'L'_On. -.to- "need"' represents=

only about 13 percent of the total :current -,expense the :percent

mori,equali±ed: variance !(atate takes :credit -fOr -95=percent :Of j8=.925.=filiTle):'

amounts= to less than
_

I =percent of =current .expenses=f-Of =educattow This-
,.

funding- :provision= has long heem :th to be one of -.the -.most -equitehle -Methods_

Alp on-, =-which. -to- haee -State assistance- dating :badk 1923:mheiv Strayer -and:

_ *-3
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.
and:ire-is -first _proposed- it.

Legal =COnsidertions

-New Meicido-thad-= a -Rodti-nuez-,type suit filed-which became moot upon= the

-Supreme -Court's 5= =to- 4- decisicin; and=,, like =California:, -the New Mexico

Constitution-dbes provide for -I'equal -protection!' _and- =therefore suggest -that

a =- Serrano -ty=pe =suit =tin -State =CoOrt)=_may-_have --sbeen-- forthcoming.

obably_- the-most soften: quoted- statement 1-rom:-Serrano= is that the quality

child =' -education= shOnl& =not =be- a, function-of -the --wealth -of his parents

and neighbors, but based upon the wealth of the state as-atwhole. Does

New Mexico's reform legislation meet that test? In =the= opinion of this 4

writer, yes! The reform legislation defines p ogram need on a statewide
t%.

basis -,_ dharges-back a uniform mill l for opera ionl purposes (the

Montana Supreme Court recently ruled, in other States, that a uniform

levy for_ieducation is= a::State= and the-state-dedtribUteSs tb-==4irogram.,

meek inversely to local -contribution ittrTtogtam,=heed% ilic7WeVer, the State-

does npt provide for systematic fiscal assistance to school districts for

=capitAl=,OntIay_ andi=debt=,.sietvice:. Therefore,, he: cluality::(51 _edudatiOnaI

facilities= and == equipment in: the- :districts= =must -rely= .upon. the- -=Wealth,

hil-W"s- :parents -and-: meighb t(-The 193Zsl.egisIature has -a - proposal to

Trovide -systematic -capitaloutlay -assistance as :wen as-emergency, assistance.-)

There =dbes remAin_ =two= areas- of =potential 1:apt-tom-related,: :the -Nt.-7; Mexico=

school finance reform. The first regards the provision that takes credit,

as= local contribution= -toward :need=, lot -95= -,Percent -of R.L.- =receipts.

tr
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`Although covered by the Dole Amendment in 1973-7 , some questions remain

as to the method by which states may do so under the Educational

Amendments of 1974 incorporated in P.L. 93-380. The Amendments require

that the Office of = Education establish guidelines to implement the

provision,- but = those guidelines are yet to be approved._ The court has

td-lect in favor of the State= of NeW--liexicti-with- -regard to the taking-.

of credit for -874- funds but the meth-od-,frivat yet be -settled.

Another area of potential litigation regards the provision that treats

one school district differently = than= =other districts. Testimony in= the

case has already been given and the Court' decision is expected

The-case -Agas:-mat triedi-onithe ''!equa=l -Trotection'-clause-of

geXpettedithUt -on- the ''supremacy,docttrine

eral Agency= .actioni.over 2aotions-Of the -s_tate-
*

iSummv
.

The:!;pAthatt intentsi of -_New--Mexicolfassohoeil :finance- - reform legislation was=

,o_.=equariie-Eexpenditures, -among. the '88! -school =districts- throUgh-a,:th-cite-

s-OPhplcatedi,:definitibmitif ;'=need="; andt:to-;;ensue= :that all ;districts.

weitirdl;haVe= access- to;;revenue-mecessary to-Ina-at 100 -,pat-cant of ;1!needP=._

Both; sdiattibutional: _and; ;Lakpayer - equity rare= =;provIdad; -1,h; he= -=raformli,
distributional ;equfty =through-defining ;'!needP= ; wei=ghted -pupil

iaals-and; taxpayer- -equity- through- th-eniforin _property layy and by

-litavidingi state- revenue inversely to local :revenue. Local- revenue is-

-defiKedi as 9.5 -pereeti t of the =receipts: of a-uniform_ 1eNy- -of =8.92-5

-(2), 874, receipts -, (3)==-distrits shaSe of motor vehicle

license lees-, (4)jPorest Reserve fundt-; teguLat voctIonal fundS,
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It is- suggeSed that New Mexico meets the SerrancOtest of fiscal
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meutrality for -operational funds but remains lack-II-1'g in a systematic

provision for capital-outlay and debt-service. It was noted that

the 1975 Legislature -Qs considering a popular Capital-outlay Bill.



NEW EDUCATION POLICY IS SET IN GEORGIA

In- March- 1934., Georgia's General AsseMbly enacted Senate Bill 671,

entitled- -the 'Adequate Prograth for Education in Georgia Act"

which provides for sweeping changes in tfte administration and

financing of the State's elementary and secondary education system.

Recognizing the need to provide "an equitably financed public

eduaa tional structure assuring each 'Georgian an adequate

educational -opportunity", -the new law redefines =the -basic education

goa=ls -for Georgia and provides a=new -basis for -their financial

-calculation. Georgia will be -building on- a_ system of State support

wh=ich provides more- than -60= percent -Of the combined= State and- local

funds- --for education-, chiefly =through -a= foundation- prograth.

The =chief alms_ of this Iaware:-

-provide increased -- State suppott through =- an-expanded:

teundetien--program-;,

To allow for increased= -financial support for special

education;_

TO= inclUde vocational =education= as an integral: part of the

=general -education_ program;

4. To provide local school systems-more flexibility = utilizing

State financial -di&;:

TO-es-tablish-= -program of compensatory _ education ==;

r6-. To support kindergarten = -classess;

7. To provide for equalization among school district expenditures.

,
Sethet =0. Trori- U.S. Office of Education-
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The law becomes effective July 1, 1975 and replaces -the minimum

foundation program which has\ been in effect since 1964. For the
\

first time, the ;ew law provikles for some equalization in school

district expenditures by ad -ding a form of district power

equalization. The most important features of Senate Bill 672

are described below.

- Instructional Unit Ratio Under the new law, authorized

instructional unit support cif one teacher for 25 pupils .in ada

is extended to all grades 1-12 in the regular program. At present,

-ins_tructd °nal support for grades 4-,7 is authorized at one teacher

unit for each 28 pupilS ada. ,The new provision is estimated

at requiring additional $14 million in State aid

at _ present levels -of =State -suppyrt-e& teachers=

S Sweeping- support .fo_r special .education- is

authorized in 6road language in the law vihich states, children

and' =yonths who-laVe Special -education:needs Shall ars-cy-lie

for Special .echication. -=Local -units of administration=

Shall.:provide a special education:Program:for all students- with

special needs who are residents of their "school systems.... The

State 13-bardE of -Ecitation Shalnhalie the authority to =provide

-edudational and training= services for children- who =have special

=educational -=ndedS.--..-" -by-contracting- with= SuitabIe=priVate-

organizations or public agencies' or by making grants =to parents

of such children, subject to. certain limitations. For. exceftional

children-enrolled= schools_,- =the new= -law authorizes= one
Jr-

instructional,unit -for each- 12 pupils in ada in self-:.'containecl=\
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-education classes in grades ,1-12. Under the present law-, some

additional teacher units are provided for special education

without specific reference t pupil-unit ratio.

Vocational Education is established as an integral part of the

general education program. It is clearly -the purpose of the new'

law to place vocational educational programs on a par with general
Igo

'education programs. The law_,_ in -effect, allows -the -State -to

finance -up -to -one-third of :the authorized= local instructional costs
i

for these programs. The State presently provides salary supplements

=for =teacher=s in- vocational education with actual el:lout-sits depending-
.

authorized -funds,. In 1-9_717,5z= -g tithe= $.34-.5=itiii=1-i_ i=n State= aid=

was provided through the =Vocat=ional= Education Fund, a sufn equal t

8% of State education= aid= in = that year.

=Compensatory- =Education= Tor =the first Georgta=11-as akeir-some-

tentative steps toward = supporting -compensatory .education. =by

provi=ding:

The State !Bo_ at& of :DR:cation-shell _promulgate =rules-;__
regulations and standards an& estab-itah- -the terms

-an& - conditions -= necessary to implement zprogtathe=of
comp = ens- atory= -education; Comp-en-s-a tory? =educe tion.
indlude-,_-!but shall not be lififiteditO=i, programs=±of
remedial reading,_ mathematics and such-other -,programs
as - needed -.-

The= :Board' of Education= shall deterthine =the numb_er -of -students=need-ing_

compensa tory education and estimate the State costs= f dr ,such programs .

A. Preschool Education = program is established. Half-day kindergarten

=classes are authorized -for five-year old- children- in_ the regular

-prOgrani. For -el-cceptional children, -progratha for -three and four year

-olds are also authorized.
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I

Provision for non-categorical use of State funds An important feature

of the new law allows more flexibility to local school systems in their

use of State fund's. Up to one-third of the State funds allotted

for instructional units may be used for instructional personnel other

that '-e'rs, provided the State Board of Education has approved the

plan describing how the funds will be used. In effect, this portion

become6 a fOr of general rather than categorical aid.

Other support provisions Additional financial support is allowed for

r variety of purposes ranging f 'm-funds for instructional materials

and media to funds authorized forsick and personal leave expenses.

For the first time,, allotments are authorized for elementary instruc-

,...7
tional-specialists and for acquAition of instructional equipment.

Transportation aid for independent systems (aties)'is also included

for the first, time.

School Accountability and Assessments The new law contains several

provisions relating to the accountability of local school systems

and to program improvement. The State Board of Education is required

to establish performance-based critela for the evaluation of the

instructionarprogram of each public school. 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 administrators which are designed to

improve the instructional content of local school programs.



=

251

District Power Equalization Under the new equalization provision

featuring district power equalization (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 adjusted school property tax digests of

the school districts. State equalization support is not tied to any

fixed level -of per pupil expenditures, rather it is linked to a

schedule of tax yields for one of the State's wealthiest districts,

i.e. the district with assessed valuation ranked at the 90th percentile.

The schedule is computed by calculating the from differing

millage levies for the district at tlits 90th percentile.

1971=72, equalized property value per pupil in ada- at the 90th

percentile, $50,745 was 2-.74 times greater than the lowest value,

$184457. The median property value per ada amounted to $36,243.

Since local support accounts for about 35 percent of State and local

monies for education and because of the relatively low 'dispersions

in- property values,, the amount of State money needed to fund the .power

equalization pros sion is currently estimated at 72.5 million at

the going local tax rates. This sum equals about 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 requires 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. For several years now, the minimum required local

support has been frozen at a sum between $78.5 million and $78.6 million.

2.7,S
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This amount is pro-rated among school_ districts in the same ratio as
a

their equalized property values bear to the State total. For each

year that the required local "support is frozen at this dollar amount,

the State share of public school expenditures has been rising. The

new law retains the property tax as the sole source of local support

. for education.

The guarantees of the district power equalization provision limit the

annual growth in education expenditures for each school district to

$100 or 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 predicted, for it will depend on such diverse factors as: 1) the choice

of tax rates by a school district; 2) changes inschool district

-enrollment; 3) the level of state funding of the new-school finande

mesaure; and 4)- changes in local property values (and tax yields-)

to -growth and inflation.

For 1972-73, the range in per pupil expenditures for instructional

purposes-alone varied from a low of $380 in Ben Hill County to

$7-68 in Atlanta. /hese amounts include Tederal education aid.

At the same time, total pupil expenditures varied from $512 to $1,095

with Atlanta aga'n the highest spending district. Data on school

expenditures excluding Federal aid are not available. It is unclear to-

What extent these expenditure disparities result froth regional coat

differences or from program differentials for children with special

needs.
Ns
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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

-the-equalized assessed valuation of its own schoal district;"

4)- subtract-both the yield from the State-imposed minimum millage

rate-required for lodal support and the yleld calculated -under

C11'fromthe desired per pupil expenditure.; and: 5)- multiply the

resUlting difference by -the number of students in ada to determine

the-amomht of'Stateentitlement. The- number Studdhts-in=ada-

Idli-be based=tn-estimates-of ada of theturrent yeat.

Is

Whenever annualiappropriations are insufficient to cover the =fin-ant-Tel

zdquirements of the dqbaIization features-ofth new then_

provision i made for lowering the guaranteed valuation to a level at

Whith= available fundS _can= be equaIiied-.

Tundlng In_Makch 1975, the-Georgia-Legislature appropriated-some

$678=.=6-Million-for State aid=e to lotal school- distritts lok the 1975t76_

school year, an increase of nearly 16-percent over the 1974-75 aPpro

;Priation_of $586.3 million. The increased-appropriatiOns- were Iarg-61y;

,diatilbuted as follows -:

Millions of dollars

Increased teachers salaries

Teduction in pupil-instructional unit ratio 14.0
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Millions of dollars

Additional teachers for special education $ 1.6

Vocational education 5.0

Compensatory education 10.0

Pre-school education 9'.5
-.,.

-Instructional materials and-Media services 4.0-

Transportation aid for cities 1.0

School lUnch 2.0

There was no provision for funding the district power equalization

section of Senate Bill 672._

I

2'1



_KENTUCKY -INTRODUCES PUPIL WEIGHTS IN- STATE AID - PROGRAM

Starting -with the 1975-76 school year, Kentucky will launch a system

of school aid based on pupil we hts for its foundation program.

Under Senate Bill 280, enacted= in the spring of 1974, state aid will

be calculated in accordance with a pupil weighting syStem which

varies by grade for pupils enrolled in the regular Program. For State

aid for special education, differing weightS are assigned t'o categories

of exceptional children, and f kcationa1 education, laeights ara

established by types of training program.

Kentucky providea=one =of =the =highest level -of itate support -for :public

-schools la =the =colfntryz., ThrOugh Totindatiba=programir State _aid= in
.

193273=_AMOunted==to==$263:._3==milltions=Or -60 - percent =Of the total State-
-4

=and= local =education= -=revenues==of -$433A2=iffinion-._ =Nearly -all =ofof this

-State- _aidt=waS- -channeled! -=through= =a -=program= 15as son-classtoom-units

with one teacher for-each .27 p-Upils in ADA in the previous school year.

T new- law culminates _three years of scondern and- activity on _the ,part

of t he-State =1;egislatute-, =the- -De_partrient =of =Edudation, =a100Aletiiber

Citizen_ =Adv=isor==y= =Council=, and' ley- -e-duc-ation- =amid:at-ions i=a-the==_State-

Kentucky -=was --altri the =target 'of a -speci-al -study:45y =the-=Nati-onal
4

sda tton. =Finance -P=roject -develop_ed= a=modeL -school =linen-ad Ilan-
.

fOr =the-State-. This-plan is =published= in -ate volume,. antitled=,,

=Financing:the =PubLic__Scho_ols_-of_=Kentuckl. While -the _NET recornmen

-dac-ions -ranged over the entire educatiori prograM-, those efnbodied= in

Esther Office- of 'Education

255
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the new Kentucky law reflect the thrust closely identified with

this group, namely the !introduttion of pupil weights for State aid

purposes:\and the calculation of State aid on a pupil rather than

a classroom 'unit basis.

The new law establishes -the following weight differentials in the

regular program:

Level Weight

Kindergarten 1.10
Grades 1 - 2 1.30
Grades 3 - 8- 1.00
Grades 9 - 12 1.20 4

These -weights will apply to-the- -full,time'-equivalent of :average-d

attendance ,of -,puPIIs-enidl-led! -during the -:first three-.mbiltbs of _the_

school year._ For-= special education= aid,_ "add-on=wei=ghts= ",are° applied

=to= the ToIlowinvcategories-of exce-ptlinnaI

=Categories- =`!,-Kdd=omweights!''

Physically= =Handicapp
diard: of Hearing ,1.4(r!
Deaf
=_MentaIly;Ret ardedl ;Ethic-able 1'40;
:IniatidnaIlyiDiattirbedi
NentOing-idarly-- Ithpaltedi 2!,-30'
AriSuall.Y= TandidappedE
Mentally= Retarded - Trainable- 2 30

The full- time equivalent attendance -during= =the -first three --nionths--:Of

the school year --for -each- categotly =will =be =Multiplied= by= -these -add-i-on

= weights. The sum of theSe will equal the additional -pupil unit ai=d!

tor exceptional children-.
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For vocational education, six categories of programs have been

designated for weighting. The ,"add-on weights" range trOm a low

.30"for programs in business office skills to 1.55 for some

programs in'inechanics, agriculture and health occupations. The law

provides for a redular review and update of -the weights designated

for all programs.

The- Weights -embodied in the regular -prograin -were those recommended -by

NEFP following their extensive analysis of actual program costs-

indurred- in Kentucky. NEFP also- undertook in- depth studies =of- existing

-program costs- -in- -special and -vocat-ional -edudation--but their srecontnen=

=datiopfs, -for =these programs_ -were-mot -Ss- closely- =followed'. In= -=the- _area-

'
of =reading; 'NUT 'had" recontiended! a---weighting:=Of _T. 30_4

the 1 omiis any special weighting for students enrolled in such

programs.
A-

an"order to-compute program-cost indice-s,_ =NEFF utilized' :progr-am--data-,

files -- existing -in =the St'a4te- -for -e -representative-sample-- _28 sdhool

diStricts- imiKentucky. Iriformatibn sathere&for each-of the -s-ample-

iStricts: and -for each = program included:

1. The nuMber of full 'time- equivalent -students-

2. The number of Instructional- personnel;

3-. Salaries paid -to this- personnel;_

4. =Other current operating expenditures allocated = -by
program.

The data were analysed= separately -for -each sample district and then

el 1"--r
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--,.......

aggregated to ob ain statewide program costs for the regular program

and for the separately identified programs in special and vocational

education. No attempt was made to search out the "best" or most
'42

effective programs. NEFP 4uantified available program information

in order to-obtain existing program cost differentials.

.Kentucky's new school.aid law becomes effective with the 1975-76

school year. During the transition from the present classroom unit

basis of calculating state aid to the pupil unit basis, a hold

harmless

--

provisidh exists in the law witch allows each school district

tp calculate its entitlement under. both units and claim the more

faVorable ameunt. In subSe4ueht years, the value -of the -pupil=u

will be set for each ytar by the General, Assembly.

. Conclusion

Kentucky is now set to introduce a -new system of school aid distribu=

tion which allows greater flexibility in designing programs around

-pupils-rather than the'- classroom unit. The introduction-of =pupa

-weights recognizes the cost-differences apparent in the delivety-df

the varied program offetings. Nevertheless -, the financing of the

State's education program still poses serious problems. The level.of

public support -far the education program ismell.below the national

average. Further, substantial, d=isparities in local revenues fOr
.

-/
education exist, -but the new law is silent on equalization.11

1/ For 197-73, state and local education revenues per pupil xanged,
from-$457 to $1,027. CoMbined revenues for the median school district
mete $597- Tttween the 10th and 90th deciles, the range was irom=
$519 to $710.
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lodal support for education is subject to a roll-back provision of

the law which limits the local tax rate to that prevailing during

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 original tax- rates were allowed

to remain in effect. As a result, substantial variations in local

tax efforts persist. These rates can only be Changed by, local v.pte.

t2

School districts are authorized to supplement school property tax

revenue with th.cee permissive levies, namely occupational, utility and

excise taxes. However, the NEFrreport concludes that these. levies

further disequalize edudation revenues among school aistricts f-.ecause

of the wide disparities in the revenue potential/from these sources at

the =local level. t

Additional State revenues May be requited to fund the new Sys tein'of

d=-distribution. Whether they will be forthoothing is uncertIlia at

this. time; A provision in the law allows for a percentage reduction

in e- Sahool district allotments when the General Assembly does not

appropriate sufficient funds to meet the act's requirements. '

Ar) r f-(. 4.)
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